
 

 

 

ASIAN DEVELOPMENT BANK CAP:PRC 98026  

 

 

 

 

 

 

 

COUNTRY ASSISTANCE PROGRAM EVALUATION 
 
 

IN THE 
 
 

PEOPLE’S REPUBLIC OF CHINA 
 
 
 
 
 
 
 
 

December 1998 



 

 

 

CURRENCY EQUIVALENTS 
(as of 14 October 1998) 

 
Currency Unit  – Yuan (Y) 

 
Y1.00  = $0.12081 
$1.00  =  Y8.2776 

 
ABBREVIATIONS 

 
ABC - Agricultural Bank of China 
ADB - Asian Development Bank (“the Bank”) 
ADF - Asian Development Fund 
ADTA - Advisory Technical Assistance 
BOT - build-operate-transfer 
CADTIC - China Agribusiness Development  
      Trust and Investment Corporation 
CAP - country assistance plan 
CAPE - country assistance program evaluation 
CIB - China Investment Bank 
COS - country operational strategy  
CPM - country programming mission 
DFI - development finance institution 
DMC - developing member country 
EA - executing agency 
EBBC - Everbright Bank of China 
EFYP - Eighth Five-Year Plan (1991-1995) 
ESW - economic and sector work 
GDP - gross domestic product 
MTSF - Medium-Term Strategic Framework 
NEPA - National Environmental Protection Agency 
NFYP - Ninth Five-Year Plan (1996-2000) 
OCR - ordinary capital resources 
PBC - People’s Bank of China 
PCR - project completion report 
PPAR - Project Performance Audit Report 
PPTA - Project Preparatory Technical Assistance 
PRC - People’s Republic of China 
SDPC - State Development Planning Commission 
SFYP - Seventh Five-Year Plan (1986-1990) 
SITCO - Shanghai Investment and Trust Corporation  
SOE - state-owned enterprise 
TA - technical assistance 
TPAR - TA performance audit report 
UNDP - United Nations Development Programme 

 
NOTES 

 
(i) The fiscal year (FY) of the Government ends on 31 December. 
(ii) In this Report, “$” refers to US dollars. 

 
 

Postevaluation Office, CE-1 



 

 

 
CONTENTS 

Page 
 
BASIC DATA  ii 
EXECUTIVE SUMMARY iv 
MAP   ix 
 
I. INTRODUCTION 1 
 
II. THE PRC: ITS DEVELOPMENT STRATEGIES AND PERFORMANCE 2 
 

A. Development Performance Over the Last Two Decades 2 
B. The Reform Process 3 
C. The PRC’s Development Strategy and Needs, 1986-1997 4 

 
III. THE BANK’S ASSISTANCE STRATEGY AND PROGRAM 6 
 

A. Partner in Development 6 
B. Constraints to Strategic Choices 7 
C. The Bank’s Assistance Program, 1987-1997 9 
D. Evaluating the Relevance of the Bank’s Assistance Strategy 13 
E. Evaluating the Efficacy of the Bank’s Assistance Strategy 18 

 
IV. AN EVALUATION OF THE LENDING INVESTMENT LEVELS 25 
 

A. Contribution to the PRC’s Financial Needs 25 
B. Quality of the Lending Program 26 

 
V. NONLENDING INSTRUMENTS: TECHNICAL ASSISTANCE AND OTHERS 31 
 

A. Technical Assistance Operations 31 
B. Overall Assessment of TA Operations 36 
C. Economic and Sector Work 37 
D. Aid Coordination 37 
E. Cofinancing 38 

 
VI. AN ASSESSMENT OF OVERALL PERFORMANCE 39 
 
VII. OVERALL ASSESSMENT AND LESSONS FOR THE FUTURE 41 
 

A. Overall Assessment 41 
B. Lessons for the Future 42 

 
APPENDIXES  44 

 



 ii  
BASIC DATA 



 

 

 

EXECUTIVE SUMMARY 

 
  The following study, the country assistance program evaluation (CAPE), is the 
Bank’s first evaluation of an overall country assistance plan (CAP). While the CAPE’s main 
concerns are relevance, efficacy, and effectiveness of past Bank operations, the approach and 
methodology appropriate for such an evaluation is still evolving. The subject of the study is the 
Bank’s assistance program in the People’s Republic of China (PRC) from 1987 to 1997. The 
objective is to draw lessons from past experience and to suggest ways of improving CAPs for 
the PRC. The CAPE assesses the relevance of the Bank’s strategy with respect to the needs of 
the PRC and the constraints that narrow the choice of operational options. Against this 
backdrop, the CAPE examines the efficacy and effectiveness of Bank lending and technical 
assistance (TA) operations. 
 

Over the last 12 years until 31 December 1998, the Bank approved 71 loans to 
the PRC totaling $8,193 million. About 30 percent of these loan projects are complete. All loans 
were from the Bank’s ordinary capital resources (OCR). During their formative years (1986-
1990), Bank operations in the PRC were guided by the Government’s intention to borrow mainly 
for industrial development. The early projects were generally located in the more developed 
eastern coastal region. Over the years, as a result of dialogue between the Bank and the PRC, 
the lending program has become more diversified in terms of sectors as well as regions. The 
Bank’s lending operations have been complemented by its TA operations that amount to about 
$143 million. Starting at an average of $2 million to $3 million per year during the first phase of 
operations, TA approvals reached about $20 million in 1997 and 1998. The Bank TAs assisted 
the PRC in preparing projects, instituting policy reforms, and supporting institution building. Of 
the total of about 280 TAs, 75 were for project preparation and 205 were advisory TAs. In 
addition, the Bank has also assisted the PRC through co-financing and private sector 
development. 

Strategy formulation is concerned with the setting of objectives in accordance 
with a prior diagnosis and with the selection of action parameters that can be used to achieve 
the objectives. In the context of the PRC country operational strategy (COS) and CAP process, 
a number of important considerations narrow the range of possible choices both for the setting 
of objectives and the selection of instruments.  The PRC has its own strategic plan and 
objectives. Bank operations, on the other hand, are guided by the Medium-Term Strategic 
Framework (MTSF) that sets broad objectives and provides the context for individual country 
strategies. In general, the Bank’s operations in the PRC were shaped more discernibly by the 
borrowing policy of the Government than by the lending policy of the Bank. That the two 
planning frameworks have not been fully aligned has rendered strategy formulation a complex 
task. The PRC authorities do not agree with the Bank’s project classification in which ‘growth’ 
and ‘poverty’ are mutually exclusive categories. The Government’s insistence that executing 
agencies be responsible for loan repayment has significantly limited the choice of sectors for 
Bank lending and lending modalities. This requirement, coupled with the lack of PRC access to 
Asian Development Fund (ADF) resources, has precluded Bank involvement in sectors such as 
health, education, and direct poverty reduction. Projects in these areas are not revenue 
generating and require support from the budget.  

The PRC planning and approval procedures for externally funded investments 
requires executing agencies to prepare detailed feasibility studies which are reviewed through a 
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rigid screening internal process before the project is put forward for consideration of a funding 
agency. Thus, most of the key design issues are decided upon before funding agency 
involvement. Although this system contributes to project ownership and project quality, it allows 
for only limited scope for the Bank to express its ideas and suggestions at an early stage in the 
project formulation process. Although the PRC process has merits, it has limited the Bank's 
choice of the specific projects included in the CAP. The Government's own plans, priorities, and 
assessment of the readiness and quality of project preparation have largely determined the final 
selection. The State Development Planning Commission and the provincial planning 
commissions, which oversee and approve projects, drive the strong level of project ownership in 
PRC. While this has on the whole affected project implementation positively, not all projects 
have had satisfactory success rates. Of the eight completed projects approved from 1986 to 
1990, two were evaluated as unsuccessful, one was terminated, and four were generally 
successful. Of the completed projects approved from 1991 to 1997, those in energy and 
infrastructure were all generally successful. The performance of projects in the agriculture, 
industry, and finance sectors was mixed, with the majority being evaluated as partially 
successful. 

The PRC's lack of access to ADF has prevented the Bank from playing a role in 
addressing social development issues and issues that are at the core of the Bank's MTSF. 
However, during the period under review, the difference in positions of the PRC authorities and 
the Bank on the types of projects that are suitable for Bank financing has narrowed and there 
has been a significant evolution in the composition and location of the Bank's PRC portfolio. In 
the 1980s and early 1990s lines of credit and projects for new industrial capacity for state-
owned enterprises dominated the Bank's portfolio. Lending for such projects was gradually 
eliminated and replaced by a heavy emphasis on infrastructure, particularly energy and 
transport. The Bank also built up a portfolio of environment projects. The Bank's concern about 
poverty is now better understood, which has led to a shift in regional focus of Bank projects into 
the poorer interior provinces. A pipeline of water supply and wastewater treatment projects has 
now been built up. The PRC, until the mid-1990s, had not been willing to use ordinary capital 
resources (OCR) for such projects. These developments are indicative of the quality of the 
partnership and policy dialogue that has evolved between the PRC and the Bank.  

However, differences in view remain. The dichotomy between the Bank's and the 
PRC's perspectives is best illustrated in the agriculture sector. Throughout the evaluation 
period, the Bank has consistently tried to persuade the PRC authorities to borrow OCR loans for 
agriculture. Although a small number of agriculture loans have been included in the portfolio, 
agriculture operations have been limited, widely dispersed, and have lacked a strategic focus. 

In the early phase of Bank operations in the PRC (1986-1990), the selection of 
loan projects and TAs was guided by the interim operational strategy contained in the country 
program paper (1987-1990).1 During this period, the Bank was largely a taker of projects offered 
by the PRC. The interim operational strategy did not have much impact on the Bank’s lending 
operation. The impact of COS 1991 on the operations from 1991 to 1997 was relatively more 
significant. While the PRC authorities continued to maintain the country’s borrowing policy, the 
loan portfolio after the COS 1991 shifted from projects in industry and finance to infrastructure. 
As a result, the strategic objectives and thrusts spelled out in COS 1991 were more closely 
aligned with the subsequent CAPs.  

                                                
1  Asian Development Bank (ADB). 1987. PRC: Country Program Paper (1987-1990), Manila: ADB. 
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The Bank’s first COS for the PRC was formulated in 1991 (COS 1991). The 
objective of Bank assistance is to help the country achieve an economy that will generate 
efficient, sustainable, and equitable growth. COS 1991 outlined three strategic objectives for the 
PRC, namely, (i) improving efficiency of the economy, (ii) reducing poverty, and (iii) protecting 
the environment and conserving natural resources. The second COS was formulated in 1997 
(COS 1997). COS 1997 maintained the strategic objectives articulated in COS 1991, but with a 
modification regarding the poverty reduction objective. The previous strategic thrust of reducing 
poverty was replaced by promoting economic growth to reduce poverty in inland provinces.  
While the COS documents focus on the strategic thrust of Bank operations, the concrete 
directions are provided by the annual country programming missions, which formulate and 
update CAPs.  

While the Bank’s COS and CAPs have evolved over time, they address formal 
internal needs of the Bank rather than providing new insights for Bank operations. As a 
consequence, the COS and CAP processes are widely regarded in the PRC as meeting the 
strategic concerns of the Bank. Currently, both the COS and the CAP are perceived as adding 
limited value to the PRC’s own planning process. The strategic objectives defined in the COS 
1991 were too broad to be operationally meaningful. Because of their general and vague nature, 
the objectives neither provided clear direction, nor lent themselves to monitoring and result 
measurement. In addition to vague objectives, the 1991 COS did not clearly identify instruments 
to achieve the objectives. In terms of providing strategic directions, the 1997 COS was an 
improvement because its overarching objectives were more directly linked to sector goals and 
priorities. This provided a better basis to monitor strategy implementation and success. All COS 
documents treat the use of technical assistance (TA) resources as supplementary to lending 
rather than an equally important strategic instrument. There is no coherent strategy for the use 
of TAs.  

In terms of achieving the strategic objectives of improving economic efficiency, 
reducing poverty, and protecting the environment (as outlined in COS 1991 and COS 1997), the 
conclusions of the CAPE are summarized below:  

(i) About 89 percent of the approved projects had growth as their primary objective. 
These projects subsumed improving economic efficiency as part of economic 
growth. However, many loan projects contributed to direct capacity increases 
rather than to improving efficiency. Economic efficiency was promoted through 
Bank support for tariff and pricing reforms, commercialization, and corporitization 
and enterprise reform. The Bank did not, however, make a major contribution to 
strategic reforms in the financial sector or in the area of enterprise reform. 
Reforms in these two key areas are a necessary pre-requisite to achieving macro 
economic efficiency improvements in the PRC economy. 

(ii) None of the loans approved from 1991 to 1997 had poverty alleviation as a 
primary objective. This was a result of PRC’s lack of access to ADF resources. 
However, eight of the projects, mostly in the agriculture sector, had poverty 
alleviation as a secondary objective. Given the ADF constraints, this was a 
reasonable compromise between the positions of the Bank and the Government.  

(iii) Substantial progress was achieved towards the objective of environmental 
improvement. Using TA, the Bank has played a strategic role in improving the 
policy/legal/regulatory framework and in strengthening PRC’s environmental 
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impact assessment process. The Bank has also provided loan funding to address 
pollution in some of PRC’s major cities and to reduce industrial emissions.  

For TA operations, the Bank’s evaluation exercises (TA completion reports and 
performance audit reports) show a relatively good performance. Among the areas of success 
have been the environment sector, fiscal sector, and private sector development. TA designed 
to support enterprise and financial sector reforms have experienced more mixed performance. 
The Bank’s evaluation results are inconsistent with feedback received from PRC clients. 
International consultants were frequently perceived as being insensitive to the needs and 
constraints of their clients and as being overly concerned with report writing. The language 
barrier posed an added problem that is difficult to resolve in the short run. The Bank has at its 
disposal a significant amount of TA grant resources, but has not fully exploited this comparative 
advantage vis-a-vis other funding agencies. The TA program was found to be too diverse and 
incoherent to achieve strategic objectives. 

The CAPE has attempted to rate the overall PRC operations of the Bank and has 
developed a methodology for this purpose. The methodology will undergo further testing and is 
evolving. A three-point rating scale was developed to assess the overall quality of Bank 
operations in terms of relevance, efficacy and effectiveness. During the first phase (1986-1990), 
a rate of 1.5, on a scale of 1 (low) and 3 (high), was assessed.  This is at the midpoint of low 
and medium performance. During the second phase (1991-1997), there was improvement to 
2.1, i.e., above medium level performance. 

Major Implications 

  Six major implications are identified, based on the Mission’s assessment and on 
broad agreements reached with the recipient authorities and the Bank’s Regional staff: 

(i) The COS documents should be made more operational and should provide a 
better basis for success evaluation. The CAP documents should in turn reflect 
more fully the strategic directions of proposed operations. The linkage between 
the COS and CAP needs to be further strengthened. 

(ii) Several lapses in satisfactory performance outcomes suggest a need for 
continuing efforts to improve development impact and project quality. The 
recently established Inspectorate under the State Development Planning 
Commission (SDPC) highlights this concern. The Bank should support the work 
of the Inspectorate in the broader context of good governance. Regardless of the 
dominance of PRC authorities in the project planning and preparation process, 
the Bank needs to apply adequate due diligence in reviewing and accepting 
projects in the future. In selected cases, project preparatory TAs could be geared 
to strengthen feasibility studies conducted by the PRC authorities; in such cases, 
the Bank will have to be involved during the preparation of such studies.   

(iii) The Bank’s TA program in the PRC should be more focused, better targeted, and 
managed more effectively. Cluster TAs in support of niche agencies should be 
defined to develop long-term relationships between the Bank and selected 
agencies. Such clusters could include overall policy reforms with SDPC, 
enterprise reforms, fiscal sector reforms with the Ministry of Finance, financial 
sector reforms with the People’s Bank of China (PBC), social security reforms 
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with the Ministry of Labor and Social Security, and environment sector reforms 
with the State Environmental Protection Agency (SEPA). 

(iv) With recent changes in the institutional setup of the PRC’s aid administration, the 
Bank may be able to develop a better understanding with the PRC authorities on 
how the Bank can assist in reforming sensitive areas such as state enterprises 
and the financial sector. High-level dialogue between the Bank and the PRC is 
needed to agree on a program of TAs and loans to make greater progress in this 
area. As in the case of financial sector reforms, the Bank should focus on 
strengthening the infrastructure for enterprise reform through, for example, 
improving the accounting and internal audit functions of enterprises and through 
helping to delink the provision of social services (such as pensions, health care, 
and housing) from enterprise management. 

(v) The Bank should consider putting safety net projects under the poverty 
classification. Since the PRC is trying to develop a social insurance system that 
will have an important market-oriented component, this area may well be suitable 
for OCR financing. 

(vi) The Bank should continue its approach in the environment sector and extend this 
to green issues.1 Past efforts in the agriculture sector that focused on growth, 
poverty reduction, and environment at the same time have not been effective. 
The successful approach where OCR funds have been used for brown issues2 
cannot easily be replicated in the agriculture sector. Cost-recovery and 
unavailability of ADF resources pose formidable constraints. The current attempt 
to mobilize soft Global Environment Facility funds to cofinance a (green) 
biodiversity project could provide a solution for overcoming this constraint. 

 

                                                
1  Green issues focus on the preservation of the natural environment especially living natural resources. 
2  Brown issues deal with waste management, both liquid and solid, primarily from domestic, municipal, and 

industrial services. 
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I. INTRODUCTION 

1.  Evaluation activities of the Bank have focused (though not exclusively) on 
evaluation of completed loan projects and technical assistance (TA) operations. That was a 
natural reflection of the Bank’s earlier emphasis on assisting its developing member countries 
(DMCs) with individual projects. More recently, the Bank has redefined its role from project 
financier to a broader development institution. The main thrust of this new mission is to 
maximize the development impact of the Bank’s operations through the provision of an 
integrated package of development services consisting of investment financing, policy support, 
and capacity building. The concept of treating DMCs as business units, and the need for a 
cohesive loan and TA program, require an evaluation of the overall operations, including country 
strategies, country assistance plans, and the portfolio of completed projects.  
 
2.  The present study is the Bank’s first evaluation of a country assistance plan 
(CAP) and its underlying country operations strategy (COS). The People’s Republic of China 
(PRC) has been selected as a pilot case because of the relatively short history of the Bank’s 
involvement in the country’s development (since 1986), and because the PRC is likely to remain 
a major borrower in future years. The relatively short history of assistance has helped limit the 
scope of the study. On the other hand, a number of factors have complicated the evaluation. 
They are identical with those that have posed constraints to the formulation of the COS and 
have limited the choices available to the Bank to attain its strategic objectives. The COS used 
both qualitative and quantitative evidence from documents and interviews with officials from the 
Bank and Government. It attempted a participatory approach and made a special effort to obtain 
feedback from government officials in the central ministries as well as the project and TA 
executing agencies (EAs) in the provinces. Survey questionnaires were sent to obtain feedback 
from the EAs responsible for particular projects and TAs, and selected follow-up consultations 
were made with the EAs. 
 
3.  The purpose of the study is to evaluate the Bank’s assistance program in the 
PRC from 1987 to 1997. The objective is to draw lessons from past experience and suggest 
improvements to make the CAPs more effective. The country assistance program evaluation 
(CAPE) assesses the relevance of the Bank’s strategy with respect to the needs of the PRC and 
the constraints that narrow the choice of operational options. Against this backdrop, the CAPE 
examines the efficacy and effectiveness of Bank operations in terms of lending and TA 
operations.  
 
4.  In examining the relevance of the Bank’s strategy and program, the study tries to 
answer the following questions: Were the strategic objectives specified for the Bank’s 
assistance strategy appropriate in the light of the country’s own development strategy, the 
Bank’s strategic concerns, and the Bank’s comparative advantage? Did the Bank’s strategy 
choose appropriate instruments to achieve the strategic objectives in the light of constraints 
faced by the Bank and the PRC? Did the Bank’s operational program adequately reflect the 
strategic objectives and instruments defined in the strategy documents? In assessing efficacy of 
the Bank’s program the key question is whether the Bank’s operations contributed to the 
achievement of the overall and sector objectives defined in the strategy documents. 
 
5.  In examining the effectiveness of the Bank’s operations, the study tries to answer 
the following questions: Did the completed lending and nonlending operations achieve the 
objectives specified in the individual operations? What are the available indicators as to the 
likely outcome of ongoing projects? 
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II. THE PRC: ITS DEVELOPMENT STRATEGIES AND PERFORMANCE 

6.  The PRC is a developing country, with a population of over 1.2 billion (about 69 
percent live in rural areas), more than double the total population of all the other DMCs in East 
Asia. The country has great diversity among its provinces with regard to natural resource 
endowment, stage of development, ethnic background, institutional setting, and historical 
circumstances. In terms of development approaches, what is applicable in one part of the 
country may not be applicable elsewhere. The replication of projects and procedures successful 
in one part of the country may not be easy in other areas. Other salient features of the PRC’s 
economy are given in the Basic Data section and Appendix 1, Tables 1 and 2. 
 
7.  The resources needed for the further development of the country are enormous. 
Its public investment program alone is more than $200 billion a year and the Bank’s annual 
lending program of approximately $1 billion, a small part of this investment. Thus, the Bank’s 
overall impact through its lending operations is relatively insignificant. On the other hand, the 
impact of the Bank’s TA operations on policy reforms could be significant. It can act as a 
catalyst to improve the efficiency of vast amounts of investment resources. 

A. Development Performance Over the Last Two Decades 

8.  Despite its size and complexity, the development performance of the country 
over the last two decades has been impressive (Appendix 1, Tables 1 and 2 provide a 
comparative picture). This is true whether one looks at the performance of overall growth rates, 
productivity growth, or other parameters of development. 
 
9.  Between 1978 and 1997, the PRC’s per capita gross domestic product (GDP) 
grew by about 8 percent per year, the fastest recorded in world history over any 20-year period. 
Even after adjusting the official statistics to reflect purchasing power parity, the World Bank 
estimates that GDP per capita grew by 6.8 percent per year, which is still one of the highest in 
the world. The PRC was able to achieve such high growth rates largely by relying on its own 
resources. The average domestic savings rate from 1978 to 1997 was about 37 percent of 
GDP, and the inflow of foreign savings (mainly in the form of direct foreign investment) was 
more than fully balanced by a buildup of reserves and international investments by the PRC. 
 
10.  Even though there were some bouts of inflation from 1978 to 1997, the average 
rate of inflation was single digit. A large part of the price increase was due to the process of 
correcting price distortions of the central planning era and not due to large fiscal deficits. The 
recent episode of taming the inflation of FY1994 without sacrificing growth was a good example 
of achieving a soft landing with appropriate management of fiscal and monetary policies, and 
administrative controls.  
 
11.  In terms of equity, there has been some deterioration over the last ten years. The 
Gini coefficient of income distribution increased to 0.42 by 1995 (Appendix 1, Table 2). The 
urban-rural gap has been high and continues in the current reform period. There was also an 
increase in interregional inequality but even the poor performers achieved growth rates that 
were respectable by international standards. The World Bank (1997)1 notes that if the PRC’s 30 
provinces are counted as individual economies, the 20 fastest growing economies in the world 
between 1978 and 1995 would all have been in the PRC. In urban areas, women have an 

                                                
1  World Bank. 1997. China 2020. Washington, DC. 
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economic and social status that is high compared with other developing countries. The female 
labor force participation rate is 80 percent, well above the unweighted average of 50 percent for 
all of East Asia. On average, women earn between 80 and 90 percent of what men earn, much 
higher than the worldwide average of 60-70 percent. In the wake of current market liberalization, 
there has been some deterioration of the relative position of women, but it remains high by 
developing country standards. In the area of poverty reduction, the PRC’s record is impressive. 
From 1978 to 1995, the PRC was able to lift nearly 200 million people out of poverty and the 
poverty ratio in 1996 was about 6 percent, lower than what the Republic of Korea achieved at a 
similar stage of development. 
 
12.  In the area of environment, rapid growth has been associated with significant 
worsening of air and water quality, increased rate of deforestation, and soil erosion. However, 
the PRC’s performance is better than that of the most developed countries at a similar stage of 
development, and PRC authorities have taken significant policy initiatives for environmental 
improvement.  This augurs well for the future. However, by today’s standards, environmental 
protection has been a relatively weak area in the country’s performance. 

B. The Reform Process 

13.  The PRC’s program of reform since 1978 has been based on its own philosophy 
of combining socialist principles and market mechanisms. For nearly six years after 1978, the 
focus was on reforms in agriculture rather than on external trade and finance. During that time, 
the household responsibility system was developed on the basis of experiments. The system 
was to create incentives for households to increase productivity by carefully avoiding a scramble 
for land that a policy of privatization might have brought about. A system of dual pricing was 
introduced. Administered prices were applied to a part of production while the other part (which 
was gradually increased) was left to the market. 
 
14.  Along with agricultural reforms came rural industrial development. The 
communes, which were earlier the focal points for agricultural development, were gradually 
transformed into facilitators for rural industrial development. Under the PRC’s conditions, these 
township and village industries became major growth points both absorbing the surplus labor 
from agriculture and meeting the growing demand for goods and services from the flourishing 
agriculture sector. 
 
15.  In the process of opening up to the outside world, the PRC decided to follow the 
route of experimenting with special economic zones to promote foreign trade and investment. 
As success was achieved, these zones were extended to other parts of the country, and as 
further success has been achieved in opening up, the special privileges of these regions are 
gradually being withdrawn. 
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16.  In the financial sector, PRC authorities have been focusing on improving 
organizations and regulatory regimes. They have been cautious in opening up to foreign capital, 
in the development of stock markets, and in the convertibility of capital accounts. The prospects 
of the financial sector will be closely linked to the progress of enterprise reform. In this crucial 
area, the PRC has rejected the concept of the primacy of state ownership and of rapidly moving 
to privatization. Privatization was not considered feasible without first having a private sector. 
Priority was therefore accorded to developing a new nonstate sector by granting special 
privileges, directly and indirectly. The PRC vision is that, as the private sector becomes vibrant, 
state-owned enterprises (SOEs) will gradually be absorbed. Whether this vision will become a 
reality, will depend on the pace at which the SOEs can be transformed. Here lies the main risk 
for the PRC reform process. Currently, many SOEs are unprofitable and remain in operation 
only because of available subsidized credits from state banks and other financial institutions. 
However, a substantial percentage of the loan portfolio of these banks is nonperforming. Access 
to cheap loans has thus not resolved the situation of the enterprises, but has worsened the 
situation of the financial sector. 
 
17.  In sum, the PRC reform strategy is an example of home-grown reforms, and 
developing new approaches and concepts that are deemed appropriate to PRC conditions, 
while keeping an open mind about learning from all experiences, international and domestic. 
However, while the overall performance of the economy has been impressive, there are serious 
risks that emanate from the state enterprises and affect the financial sector. The Government 
recognizes that less intervention and progressive market reforms will be needed to address the 
problem.1 

C. The PRC’s Development Strategy and Needs, 1986-1997 

18.  The Bank’s operations in the PRC started in 1986 under the Seventh Five-Year 
Plan (SFYP) (1986-1990). During this period, the PRC was in the process of moving rapidly 
from a centrally planned economy to a market-oriented system. The objectives of the plan were 
to (i) maintain steady and balanced growth; (ii) achieve macroeconomic balance to facilitate 
growth of productivity and efficiency; and (iii) use the gain from economic growth to upgrade 
labor productivity, improve enterprise efficiency, rebuild human capital, and acquire the 
technology from abroad for continued economic and social development. The first stage of the 
plan (1986-1987) attempted to reduce excessive aggregate demand and to achieve 
macroeconomic balance between supply and demand. The second phase aimed at accelerating 
economic growth. The highest priority was assigned to those sectors that were bottlenecks in 
the economy such as energy, raw and semifinished materials, and transportation.  
 
19.  The Eighth Five-Year Plan (EFYP) (1991-1995) was marked by the stabilization 
and austerity program of the 1987-1989 period. The broad medium-term objectives of the EFYP 
were almost identical to those of the Seventh Plan. New features were the emphasis on 
improved living standards and the acquisition of technology from abroad. In setting the overall 
growth target, the EFYP sought to avoid an overheating of the economy. A 5-6 percent annual 
growth rate was targeted, which was lower than the average growth rate during the 1980s. 

                                                
1 It is also noteworthy that in a recent press conference on 19 March 1998, Prime Minister Zhu Rongji stated,  

“... under the interventions of Governments at various levels, there are many duplicated construction and 
some projects which have absorbed billions of investment. As soon as they are put into operation, they 
actually cannot find a market for their products and some existing enterprises have to be closed or 
suspended because of the newly established projects.” (China Daily, 20 March 1998).   
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Priority sectors for resource allocation included energy, transport and telecommunications, 
industry, agriculture, education, and science and technology. 
 
20.  Unlike the earlier plans, the EFYP was more indicative, reflecting the declining 
role of rigid central planning in resource allocation. During the plan period, the Government 
sought further diversification of the ownership structure in the industry sector. The EFYP also 
emphasized the economic development of impoverished regions and attempted intensive efforts  
to eradicate the remaining pockets of poverty in the interior provinces. Under the EFYP these 
provinces were encouraged to rely on their natural resources. To facilitate this, the Government 
emphasized the development of modern transport infrastructure using concessional loans for its 
financing. The EFYP also intensified efforts to address issues related to environmental 
degradation. 
 
21.  The Ninth Five-Year Plan (NFYP) (1996-2000) states that the Government will 
continue to implement market-oriented reforms aimed at transforming the country into a socialist 
market economy by 2000. Achieving balanced, efficient, and sustainable growth, coupled with a 
reduction in poverty, constitutes the essence of the country’s medium-term development 
strategy. The NFYP defines nine principles to guide the longer-term economic and social 
development over the next 15 years. These principles include: (i) maintaining sustained 
economic growth; (ii) achieving productivity and efficiency gains in the implementation of 
development projects; (iii) improving education and making greater use of modern science and 
technology; (iv) modernizing the agriculture sector; (v) reforming and upgrading the technology 
of SOEs; (vi) developing appropriate laws, regulations, and policies to support a market 
economy; (vii) using appropriate market mechanisms to develop the full potential of all sectors 
of the economy; (viii) narrowing regional economic disparities; and (ix) ensuring an equitable 
distribution of the gains from growth. 
 
22.  The NFYP notes the massive funding needed for infrastructure development and 
calls for instruments and incentives to channel a larger share of domestic savings, and to attract 
foreign capital into the sector. It also emphasizes that besides increasing investment, market 
forces will be used to improve efficiency in the provision and operation of infrastructure by 
adjusting prices, introducing competition, and commercializing management.  
 
23.  The NFYP places heavy emphasis on mitigating environmental degradation. The 
objective is to improve the environment in 52 major cities where pollution is most severe, 
prevent further degradation of natural ecosystems, and integrate the environmental protection 
program into national economic and social development planning. To meet the national 
objective of environmental improvement, environmental expenditures are expected to be 
equivalent to 1.5 percent of GDP per year during the NFYP. 
 
24.  As to regional development and antipoverty initiatives, a key thrust of the NFYP 
is to promote growth in the poorer inland provinces by (i) formulating an equitable fiscal transfer 
system; (ii) promoting investment, both domestic and foreign, in the interior regions; (iii) 
expediting the implementation of the economic reform program in the interior regions; (iv) 
accelerating infrastructure investment in the provinces in the interior regions; and (v) taking 
measures to reduce poverty, which tends to be concentrated in the interior regions and in rural 
areas. Poverty reduction is to be pursued through the continued implementation of the 8-7 
Poverty Reduction Program introduced in July 1993. The program aims to raise annual per 
capita incomes in over 600 poverty counties to at least Y500 (in 1990 prices) by the turn of the 
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century. This will be done by increasing the allocation of farmland; providing each household 
with a minimum plot (0.5 to 1 mu)1 for forest, orchard, or cash-crop cultivation; assisting 
households in setting up businesses; and providing an enclosed meadow or pasture for each 
household. The Government will also make efforts to (i) provide clean drinking water to the rural 
poor; (ii) improve and expand primary education and health facilities in rural areas; (iii) provide 
basic infrastructure, e.g., roads, electricity, telecommunications, and water in poorer counties 
and townships; (iv) protect and preserve the environment in remote mountainous areas, the 
Yellow Plateau, and the Yellow River basin; and (v) enhance opportunities for the poor to gain 
employment in township and village enterprises.  
 
25.  The financial resources needed to achieve the country’s development goals have 
been and will be substantial. Most of the needs will be met from domestic sources. On a net 
basis over the last 20 years, the PRC has had surplus in its current account balance. On a 
gross basis, foreign capital has played a small but important part in the investment program. 
During the first half of the 1990s, of the $200 billion of annual budgeted investment, only about 
$6 billion was financed from international sources. The Government’s intention was to use 
foreign capital on a modest scale. Its policy was to invest foreign borrowings secured on hard 
terms in financially viable projects that could generate the incremental cash flows needed to 
service loans. Priority continued to be placed on the development of infrastructure (energy, 
transport, communications, and water resources) and on the buildup of export capacity to create 
employment and to generate foreign exchange earnings. Concessional foreign loans were to be 
used to fund projects that could not service loans on commercial terms such as those in social 
sectors, which address poverty as a primary objective, most agriculture, health, and education 
projects and many environment projects. To tackle the problem of growing regional inequalities 
(not necessarily just poverty reduction), a policy decision was taken in 1995 to use foreign 
assistance from multilateral sources mainly in the less-developed regions. This coincided with 
the Bank’s own strategic and cross-cutting agenda.  

III. THE BANK’S ASSISTANCE STRATEGY AND PROGRAM 

A. Partner in Development 

26.  The Bank has been a partner in the PRC development program since 1986. PRC 
authorities generally appreciate the Bank’s contribution to the country’s development over the 
last decade. They have repeatedly emphasized that the contribution of international financial 
agencies such as the Bank and the World Bank cannot be measured by the financial flows 
alone.  The ideas and procedures introduced through Bank projects have been found to be 
useful for the country and are often extended to domestic projects with significant benefits to the 
economy. Among the specific contributions often mentioned are project appraisal techniques, 
competitive bidding procedures, environmental impact assessments, and acquisition of new 
technology. 

                                                
1 1 mu = .067 ha. 
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27.  The general atmosphere of cooperation between the Bank and PRC was 
conveyed by the following statement by Chen Yuan, deputy governor, People’s Bank of China 
(PBC): 

The last decade has witnessed the successful ADB involvement in the 
development of key sectors of PRC’s economy, covering most regions of 
China. The ADB has made available to China not only financial 
resources, but an access to the reform experience and advanced 
management expertise of other countries. As a result of such 
cooperation, PRC is better understood by and integrated with the world. 
The ADB, on other hand, has greatly enriched its operational experience 
bringing in full play its role as a multilateral assistance institution.1 

B. Constraints to Strategic Choices 

28.  Strategy formulation generally consists of an initial diagnostic analysis to 
determine critical weaknesses, followed by the setting of objectives, and the selection of 
instruments and action that can be employed to reduce the weaknesses and help attain the 
objectives. The thought process underlying the formulation of any strategy deals with choices to 
be made in setting objectives in accordance with the prior diagnosis and in selecting action 
parameters that can effectively monitor achievement of the objectives. In the context of the COS 
and CAP process of the Bank, a number of important considerations narrow the range of such 
choices. Most DMCs have their own strategic plans and their objectives play a prerogative role 
in the preparation of the Bank’s COSs. The Bank’s DMC operations, on the other hand, are 
guided by the Bank’s Medium-Term Strategic Framework (MTSF) that sets broad objectives and 
provides the context for individual country strategies.2 The parameters emanating from the two 
planning mechanisms sometimes prevail over the outcome of specific country analyses and limit 
the range of available objectives. That the two planning frameworks often are not aligned 
generally renders strategy formulation in the Bank a complex task. This must be borne in mind 
when evaluating the COS and CAP processes for the PRC. 
 
29.  The development strategy adopted by the PRC over the past two decades has 
been overwhelmingly growth-oriented. The PRC authorities have argued that a loss in economic 
growth of one percentage point would cost a multiple loss in employment growth and thus would 
increase poverty. The PRC authorities have not fully endorsed the Bank’s project classification, 
in which ‘growth’ and ‘poverty’ are mutually exclusive categories. They have insisted that the 
Bank provide Asian Development Fund (ADF) financing for projects that have poverty as a 
primary objective. These include projects in health and education and most projects in 
agriculture. Given the size of the PRC economy in relation to the Bank’s contribution to its 
financing needs, the PRC authorities have often displayed a strong self-confidence in arguing 
their approach. The Bank and other funding agencies have found it difficult convincing them of 
their own policies and strategic priorities. Even on more technical issues, such as competitive 
bidding procedures and construction supervision, donors have faced difficulties in obtaining full 
compliance from their PRC partners.  
 

                                                
1  People’s Bank of China. 1997. China-ADB: A Decade of Cooperation. Beijing: China Financial Publishing 

House. All references to China are to the People’s Republic of China.  
2  ADB. 1995. The Bank’s Medium-Term Strategic Framework (1995-1998), Manila: ADB. 
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30.  The planning and approval procedure for externally funded investments in the 
PRC allows only limited scope for the Bank to express its own ideas and suggestions at an early 
stage of the planning process. This has limited the choice of projects to be included in CAPs. 
Project proposals submitted by provincial governments as pre-feasibility or full-fledged feasibility 
studies undergo a lengthy and thorough screening and evaluation procedure by the State 
Development Planning Commission (SDPC). Only the final SDPC sanction makes such 
proposals eligible for submission to external funding sources. While this process may have been 
time-consuming and bureaucratic, it has ensured strong government ownership and 
commitment to project implementation. Most Bank-financed projects have benefited from this. 
They have been completed ahead of schedule and within budgets. While this aspect merits 
emphasis, its limiting nature for strategic project choices needs to be highlighted in the context 
of this study. It has, for instance, precluded the choice of sector lending that would have 
enabled phasing of investments to achieve a sharper sector and institutional focus.  
 
31.  The PRC authorities have in the past frequently confused the nature of growth-
oriented projects with the issue of cost recovery and loan repayment ability. Growth projects 
were defined by the Government as those which assured direct cost recovery and loan 
amortization, while others which generated economic returns that escaped the recovery 
mechanism through market prices were not covered by the definition and were thus not eligible 
for external financing on harder terms. Particularly the PRC’s insistence on the loan repayment 
capability of executing agencies (EAs) has significantly limited the choice of sectors for Bank 
lending and lending modalities. It has largely excluded sectors perceived as weak or soft, i.e., 
agriculture and social sectors, and has precluded adoption of the Bank’s sector and program 
loan approaches. 
 
32.  During the 12 years, since the Bank started operations in the PRC, the difference 
in the positions of the PRC authorities and the Bank has narrowed. The Bank’s strategic 
concern about poverty is more recognized today and has led to a change in the regional focus 
of Bank projects. There is also a greater willingness to consider projects in agriculture and water 
supply and wastewater treatment which in the past had not been eligible for Bank financing. 
These developments reflect an improvement in the quality of partnership and policy dialogue 
that the Bank has been conducting. A number of institutional changes in the PRC give rise for 
optimism that other desirable changes may occur in the future. Recognizing the problems 
associated with a fragmented government organization, the Government in 1998 introduced a 
process of consolidating the responsibilities for foreign debt management in the Ministry of 
Finance (MOF). In the future, it will be responsible for the activities of the Bank, the World Bank, 
Japan Export-Import Bank, and Overseas Economic Cooperation Fund, as well as borrowing 
and concessional assistance from other major sources. The new system brings the PRC closer 
to international practice. Moreover, in the proposed new setup, the PRC’s main development 
policy bank, namely, the State Development Bank, will play a key role in intermediating foreign 
borrowing from multilateral agencies. In particular, it is expected that in the future it will play an 
important role in the appraisal of all Bank projects and that SDPC will no longer be a key player 
in the detailed review of feasibility studies. However, there are still uncertainties regarding the 
role of the State Development Bank and SDPC, and the exact modalities of the new system are 
still being worked out.  
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C. The Bank’s Assistance Program, 1987-1997 

33.  As of 31 December 1997, the Bank had approved 64 loans to the PRC 
amounting to about $7.03 billion (Appendix 2, Tables 1 and 2). Of these, 22 are complete 
(Appendix 2, Table 3). All the loans were from the Bank’s ordinary capital resources (OCR). The 
Bank’s lending has concentrated on physical infrastructure, with the transport and 
communications sector accounting for 41 percent of total lending, and the energy sector another 
22 percent. The agriculture, industry, and finance sectors accounted for about 25 percent of the 
total, with industry accounting for about 10 percent and agriculture and finance about 7 percent 
each. Social infrastructure and environment-related projects accounted for the remaining 12 
percent. Details of Bank lending by sector are given in Table 1. 

Table 1: Sectoral Composition of Bank Lending to the PRC (as of December 1997) 
 
Sector 

Number of 
Projects 

Loan Amount  
($ million) 

Percentage 
(% of Total) 

    
Transport and Communications 25 2,888.0   41.1 

Energy  12 1,516.3   21.6 

Industry (nonagriculture)   6    733.3   10.4 

Finance   6    530.0     7.5 

Agriculture and Natural Resources   8    519.6     7.4 

Social Infrastructure   3    288.0     4.1 

Othersa    4    556.0     7.9 

Total 64 7,031.2  100.0 
 

a Others were mostly environment-related projects. 

34.  Table 2 depicts the Bank’s assistance program by year and sector. Bank lending 
increased significantly after 1990 and reached a peak of $1.2 billion in 1995. In 1997, lending 
declined to about $0.66 billion, but from 1998 to 2000, the lending levels are expected to be 
around $1.1 billion to 1.2 billion per year. 
 
35.  Of the 64 projects approved, 18 were cross-regional and the other 46 were 
dispersed in 18 provinces. The eastern and coastal provinces accounted for 24 projects and 36 
percent of the loan amount. The central provinces had 16 projects accounting for 22 percent of 
lending, while the western provinces had 6 projects with about 12 percent of the loan amount 
(Appendix 2, Table 4). 
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(Insert Table 2: Annual Distribution of Bank Lending here) 
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36.  The Bank’s assistance program since 1986 can be divided into two phases 
reflecting the major developments in the country: 

(i) The first phase (1986-1990), was a formative stage in the Bank-PRC 
relationship. The Bank’s operations accounted for about 7 percent of cumulative 
lending between 1987 and 1997. 

(ii) The second phase (1991-1997) coincided with significant reforms and economic 
development following Deng Xiaoping’s southern tour.  During this period, Bank 
operations in the PRC grew rapidly, and the Bank-PRC relationship reached a 
mature stage. 

1. The 1986-1990 Period: Formative Phase 

37.  The Bank commenced its operation in the PRC in 1986. The Bank’s interim 
operational plan from 1986 to 1990 was formulated based on the assumption that sources of 
financing for development projects in the PRC had already been committed under the SFYP. 
The Government was to identify projects for submission to the Bank. This left little room for a 
proactive role for the Bank to initiate and formulate an appropriate CAP at that time. The PRC’s 
needs were specific and required that (i) in the use of concessional foreign loans, priority should 
be given to the construction of such infrastructure facilities as energy, transport, and 
communications, and (ii) foreign commercial loans should be used in the more developed areas 
and for projects that would bring high financial returns, have strong potential for earning foreign 
exchange, and produce goods that can be substituted for imports. Given the circumstances and 
constraints that the Bank was facing in this phase of operation, it attempted to formulate 
strategic objectives in broad development terms. It was largely geared to obtaining a lending 
program consistent with the country’s specific needs and priorities.  
38.  During this phase, the PRC’s intention was to borrow mainly for its industries, 
either directly or through financial intermediaries. The PRC argument was that by upgrading the 
efficiency and productivity of existing industries with Bank assistance, the foreign exchange 
earning potential of the industries concerned could be enhanced significantly. More importantly, 
these industries could generate high rates of financial return for repayment of the Bank loans. 
For infrastructure projects, including energy, the Government’s priority was to use concessional 
loans, partly because of the relatively long gestation period of these projects and partly because 
these projects do not generate direct foreign exchange earnings. As a result of the Bank lending 
on OCR terms, the Bank’s operations were largely concentrated in the eastern coastal 
seaboard, which was the country’s economic heartland and had been chosen by the 
Government to be developed as a growth corridor for the whole country. 
39.  In the meantime, the interim strategy envisaged providing nonlending support to 
build up a project pipeline and to strengthen various institutions in key sectors. Large-scale 
macroeconomic and sector studies, however, were to be avoided considering the Bank’s limited 
resources and availability of these studies conducted by other organizations including the World 
Bank. 
40.  During the formative years, the Bank’s operations were guided by the interim 
operational strategy developed in 1987 as well as by the annual programming exercises. For 
the Bank’s internal purposes, multiyear country lending programs were prepared. These were 
revised substantially each year. It became clear that unlike in other DMCs, the Bank played a 
minor role during this formative stage in identifying projects to finance. It was, by and large, the 
central authorities, namely SDPC, who decided which were the projects to be funded.  
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2. The 1991-1997 Period: Rapid Growth Phase 

41.  As a result of continuous dialogue with the Government on the Bank’s desire to 
diversify its operational program to cover more energy and infrastructure projects, the 
Government allowed provincial governments with adequate foreign exchange repayment 
capacity to borrow from the Bank for selected infrastructure projects. This led to a major change 
in the PRC policy from 1991 to 1997 when Bank lending moved rapidly from industry and 
finance to infrastructure. Except for a carryover from the past loans such as the Laiwu Iron and 
Steel Mill Project1 the capacity-expanding industry projects were not included in the program. 
Instead, industry projects were aimed at energy conservation/environment improvement. 
 
42.  A new process of country programming was introduced by the 1992 Country 
Programming Mission (CPM). Among the distinguishing features of the new program were the 
following: (i) the proposed 1992 operational program represented the first multiyear program 
agreed with the Government; (ii) the program contained a well-diversified sector distribution with 
a significant shift from industrial projects to infrastructure projects in the transport, 
telecommunications, and energy (particularly clean energy such as gas and hydropower 
development) sectors; (iii) the program was characterized by increased Bank involvement in the 
less-developed central and western regions of the country; and (iv) the program included private 
sector projects supporting the Bank’s country strategy. The proposed private sector projects 
were to support capital market and financial sector projects as well as some private sector 
projects in the power utilities sector.  
 
43.  In this phase, PRC authorities changed their position about the sector 
composition of borrowing from the Bank and came up with strong arguments in favor of 
borrowing for infrastructure.  The reasons included (i) all past Bank projects in this sector had 
been successful and the Bank had gained significant expertise regarding infrastructure in the 
country; (ii) the PRC had similarly built up good project design and implementation capacity for 
infrastructure projects; (iii) infrastructure projects had proven to be economically and financially 
viable; (iv) infrastructure projects were easy to administer and supervise; and (v) the 
Government preferred Bank financing to be concentrated on infrastructure because of the 
sector’s perceived ability to service such loans.    
 
44.  From 1991 to 1997, the Bank program grew rapidly. The average lending level 
over this period was about $932 million per year. Apart from infrastructure (which was the area 
of concentration), there was substantial lending for the financial sector (including nonbanking 
financial intermediaries) and environment-related projects mostly in the industry sector. There 
were also much enhanced efforts toward making cofinancing arrangements with the private 
sector. 
 
45.  This period, however, also witnessed growing complexities in the Bank/PRC 
relationship. The Bank’s MTSF required that in terms of number of project loans, the Bank 
should achieve and maintain a 50:50 project mix between traditional growth projects and 
projects that had social and environmental improvement either as primary or secondary 
objectives. In terms of lending volume, the Bank was to maintain a 60:40 lending mix between 
traditional growth and social/environment projects. In light of this policy, the Government was 
requested to consider ways of allowing the Bank to increase its activities in the areas of 
agriculture, rural development and social infrastructure. Such initiatives could involve 

                                                
1  Loan PRC 21064: Laiwu Iron and Steel Mill Project, for $133 million, approved in March 1992. 
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(i) developing mechanisms to make People’s Bank of China (PBC) feel confident that provincial 
government guarantees would be adequate to ensure repayment; (ii) using budgetary or 
especially established funds; and (iii) cofinancing with soft funds provided by concessional 
sources. However, the PRC authorities insisted that the Bank’s operations should be primarily 
concentrated in infrastructure. They went on to suggest that the Government should not be in 
the onlending business (for the Bank loans), and the Bank should work primarily through 
financial intermediaries in the country. Because of the Bank’s concern about cross-cutting 
objectives, after 1995, infrastructure projects were redesigned. For example, road projects were 
shifted to the poorer, interior provinces and feeder roads to poverty villages were included in the 
project scope. Railway projects were located in poor areas and designed to spread project 
benefits widely in poverty areas. Power projects were redesigned to address environmental 
concerns by closing old, inefficient, polluting thermal plants and to reduce poverty by including 
rural electrification components. Also, as a result of continued requests from the Bank, water 
supply/wastewater treatment projects were gradually added to the lending program. 
 
46.  The Bank recognized that PBC wanted to involve financial intermediaries in order 
to confirm the financial analysis of projects, reduce the administrative burden on PBC, and 
reduce the risk of defaults by EAs as sub-borrowers from PBC. However, the Bank proposed to 
be selective. The use of financial intermediaries was to be limited to productive enterprises that 
were to become more commercially oriented, that could afford to service loans on harder terms, 
and that were subject to market forces. In other cases, such as social infrastructure and some 
agriculture and rural development projects, the Bank was not in favor of using financial 
intermediaries.  

D. Evaluating the Relevance of the Bank’s Assistance Strategy 

1. Relevance of the COS 1991 Strategy 

47.  The Bank’s first country operational strategy for PRC was formulated in 1991 
(COS 1991). The objective of Bank assistance was to help the country to achieve an economy 
that would generate efficient, sustainable, and equitable growth. Three strategic objectives, 
namely, (i) improving efficiency of the economy, (ii) reducing poverty, and (iii) protecting the 
environment and conserving natural resources, were formulated to provide a broad basis for the 
Bank’s medium-term operational strategy. It was recommended that one or more of these 
strategic objectives be addressed in the design of each Bank project. 
48.  In 1991, the Government was preoccupied with its stabilization and austerity 
program, which followed a period of instability during 1987-1989. The key issues in the EFYP 
were stability and macroeconomic balance along with enhancement of productivity and 
efficiency, enterprise reform, human capital formation, and acquisition of technology 
internationally. However, instead of linking its strategic objectives to the country’s specific 
development objectives in the EFYP, COS 1991 stated very broad objectives of helping the 
PRC to achieve efficient, sustainable, and equitable growth – objectives that could be stated for 
any country at any time. Thus, the COS 1991 provided limited directional guidance to Bank 
operations. In setting vague objectives, it also failed to provide a basis to monitor the 
implementation performance of the strategy.  
 
49.  The choice of poverty reduction as the second strategic objective met an internal 
Bank need but was not in line with the intentions of the PRC authorities. The Government has 
been unwilling to borrow from the Bank on OCR terms for poverty-related projects. COS 1991 
noted that for realization of the poverty alleviation objective, the Bank would have to significantly 
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deepen its understanding of the poverty problem. The COS 1991 therefore recommended that 
“Bank involvement be initiated through advisory technical assistance to study distributional and 
poverty issues because the Bank continues to lack any precise understanding of the extent and 
seriousness of existing poverty problems, let alone an informed estimate of likely future trends.” 
Because ADF resources could not be provided in the end, the initial work in pursuit of the 
poverty objective was largely inconsequential. 1 
 
50.  On environmental protection issues too, the Bank’s lack of concessional ADF 
resources was a constraint. However, the PRC authorities were seriously concerned about the 
environment and the Bank had already shown its ability to assist the country in institution 
building for environmental assessment and improvement. COS 1991 was right in guiding the 
Bank’s operations in the direction of incorporating environmental dimensions in its projects. 
Thus, identification of environmental protection as a strategic objective was appropriate in terms 
of the country’s needs and the Bank’s ability to deliver. 

2. Relevance of the COS 1997 Strategy 

51.  The current COS was finalized in 1997; it built upon the Ninth Five-Year Plan 
(NFYP) (1996-2000) and provided the bridge to the new phase of lending activities in the Bank’s 
operations. COS 1997 argued that the Bank’s operations in the PRC in the 1990s had evolved 
to meet emerging priorities of the Government and the realities concerning resource availability 
from the Bank. Consequently, no radical change in strategy was proposed. The only 
modification from the previous strategy was related to poverty reduction. Because ADF 
resources for specific poverty reduction projects were not available, the strategic objective of 
reducing poverty would be addressed indirectly. The previous strategic thrust of reducing 
poverty would be replaced by promoting economic growth to reduce poverty in inland provinces. 
By focusing the selection of projects, including traditional growth projects, on officially 
designated poverty counties, the poverty alleviation objective was to be addressed indirectly. 
Other measures in support of this objective included development of transport and 
communication linkages between rural areas and urban growth centers, providing better access 
to credit in poor areas, and spreading the examples of successful market-based reforms into the 
provinces in the interior regions. The reformulated objectives of the Bank strategy in the PRC in 
1997 were to 

(i) improve economic efficiency, 

(ii) promote economic growth to reduce poverty in inland provinces, and 

(iii) enhance environmental protection and natural resource  management. 
52.  Between 1991 and 1997, there were significant changes in the PRC. The 
economy moved from the post-1989 situation of slow growth and policies of austerity and 
caution on liberalization to a period of rapid growth and accelerated liberalization. Beginning 
1993, the Bank’s MTSF2 articulated strategic objectives in quantitative terms. This was an 
improvement over COS 1991. Despite these changes, COS 1997 argued that there was no 
need for a basic shift of strategic objectives.  One possible reason for the lack of response to 
changing circumstances was that the strategic objectives were sufficiently general and broad in 
scope to cope adequately with the changes and new challenges that had emerged in the PRC. 

                                                
1  The COS 1991 was drafted in the expectation that PRC would gain limited access to ADF. 
2  ADB. 1993. The Bank’s Medium-Term Strategic Framework (1993-1996), Manila: ADB. 
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53.  The objective of promoting efficiency as stated in COS 1997 was too broad. One 
(and perhaps the most) important function of the Bank’s operations is to make resource 
transfers and thus facilitate investment programs that will support the objective of promoting 
growth with efficiency rather than efficiency alone. Promoting economic efficiency could be 
interpreted as so broad in scope that it could encompass almost everything from the macro goal 
of greater efficiency in resource allocation to greater efficiency in a production process. It is this 
broadness that transforms an objective into a commonplace statement, and renders a strategy 
meaningless. A strategy has to provide direction, narrowing the range of options rather than 
leaving all options open. 
 
54.  Second, the argument that promotion of growth in interior provinces will achieve 
poverty reduction in the PRC was not substantiated. There was no rationale given as to why 
trickle-down would work more effectively in interior provinces than it did for the PRC as a whole 
or in other DMCs. The Bank study referred to in support of the argument1 only demonstrated a 
link between infrastructure development and average per capita income of the provinces (not 
poverty) and did not substantiate the argument of COS 1997. In addition, COS 1997 failed to 
demonstrate the value-added of Bank operations in the interior provinces. It was not clear what 
the Bank’s net contribution to poverty reduction would be compared with a scenario in which the 
PRC would handle projects in the interior provinces from its own resources.  
 
55.  In this context, it might have been useful to openly discuss the issue of differing 
perceptions between the Bank and the PRC authorities about poverty reduction as a strategic 
objective. The PRC view was that it was not realistic to have poverty-oriented projects using 
OCR. Some basic rethinking toward the poverty reduction objective might have been warranted. 
Bank funding from OCR could be used to help the poor because they often pay very high 
interest rates on their borrowing and are not always high credit risks. In many countries, OCR 
funds have been found acceptable for poverty reduction. Another approach might have been to 
focus on the new poor appearing as a result of growing unemployment and increasing old age 
insecurity. As the PRC authorities were trying to develop a social security system that had an 
important market component, OCR loans could have fitted well into these programs. 

3. Deficiencies in the COS Documents 

56.  The 1991 and 1997 COS documents elaborate at length on the so-called 
strategic thrusts in various sectors, but are weak on identifying instruments to achieve the 
strategic objectives. The Bank has two main instruments for achieving its strategic development 
objectives: its lending operations and its TA grants. The COS documents did not adequately 
review or analyze issues that are essential for strategy formulation, including: (i) the level of the 
lending program and resource availability in relation to absorptive capacity of the borrower; 
(ii) the distribution between lending and nonlending operations; (iii) the composition of lending 
programs by sector and region; (iv) the composition of lending by instruments; and (v) the 
composition of nonlending services, in particular, TA operations. Instead, the COS documents 
concentrated on broad issues of limited operational relevance. It was envisaged by the COS to 
“drive” the operational programs of the Bank and identify “sectoral priorities.” COS 1997 
formalized the evolving programs of the past rather than guiding future programs, and treated 
sectors equally, rather than prioritizing them. 

                                                
1  Liu Deshun. 1994. “A Comparative Analysis of Regions of China in Infrastructure and Economic Growth”. 

Development Research. 5 and 6. 
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57.  While there was agreement between the Bank and the PRC that levels of lending 
should be in the order of $1.2 billion per year, the composition of lending was an issue. The 
PRC authorities wanted to borrow mainly for infrastructure, while the Bank was trying to have a 
more balanced sector lending program. In 1997 the PRC authorities were also raising major 
issues about the use of financial intermediaries for channeling the Bank loans and the 
composition of Bank lending. All these would have had major implications for the Bank’s 
strategy and could have been discussed in COS 1997. But COS 1997 was largely silent on 
these issues and concentrated on broad strategy statements. 
 
58.  A particular shortcoming in the COS documents was the discussion of the 
modalities for use of TA resources. The Bank’s resources for TA programs represent an area of 
comparative strength of the Bank in relation to other partners in the PRC’s development such as 
the World Bank. Not all the strategic objectives of the Bank have to be achieved by lending 
programs alone. TAs could have served as a special instrument in the hands of the Bank to 
promote policy reforms and help design appropriate projects that might reconcile the differing 
perspectives of the PRC’s borrowing program and the Bank’s lending program. For some areas 
where lending on hard terms is not acceptable to the PRC authorities, TA grants and the 
associated policy dialogue could have a major effect. In fact on the issues of poverty reduction 
and helping development of interior provinces, a well-designed TA program that could contribute 
to the government policy in these areas might have a bigger impact than a lending operation by 
the Bank. In general, the Bank’s COS documents did not seem to treat TA resources as a key 
instrument and there was no coherent discussion in the entire COS 1997 document on the 
Bank’s potential for achieving the strategic objectives in the PRC.    

4. Linkages Between the COS and CAP 

59.  While the COS documents tended to focus on strategic thrusts, the concrete 
directions of the Bank’s operations have been provided by the annual country programming 
missions (CPMs) and the three-four year rolling CAPs that are updated every year on the basis 
of the CPMs and midyear country program reviews. The CAP is thus a document that provides 
evidence as to how the Bank intends to achieve the strategic objectives defined in the COS. In 
preparation for the CPM, detailed background papers are prepared reviewing the issues related 
to the economic conditions in the PRC, the status of ongoing projects, and the key issues for 
discussion with the PRC authorities. The CPM provides the basis for preparation of the CAP. 
 
60.  During phase one (1986-1990), the Bank did not have an explicit COS for the 
PRC. The interim operational strategy was stated in a country program paper (1987-1990) in the 
following terms: “… the Bank’s first few years of operations in the PRC should concentrate in 
the areas of energy selected industries (directly or through development finance institutions 
[DFIs]) which could afford these (OCR) terms… it is also proposed that the Bank’s assistance to 
PRC be concentrated geographically in eastern PRC.”1 The same document envisaged that the 
lending program would increase from about $450 million in 1988 to about $600 million in 1989, 
and should be somewhat larger in 1990 and 1991. 
 
61.  During this period, the Bank was largely a “taker of projects” offered by the PRC. 
In 1986 when the PRC joined the Bank, Government authorities noted that the sources of 
funding for projects in the SFYP had already been largely decided, and the projects offered to 

                                                
1  ADB. 1991. Bank Operational Strategy for the People’s Republic of China, para. 65, Manila: ADB. 
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the Bank would emerge along with new funding needs. A Bank request that the PRC consider a 
list of projects that the Bank found of high priority went unanswered. Thus, during the first 
phase, the Bank’s interim operational strategy did not have much impact on the Bank’s lending 
operations. Moreover, in the wake of civil events in 1989,  the actual lending levels fell far short 
of the levels envisaged in the country program papers of 1988 and 1989. 
 
62.  The impact of COS 1991 on operations between 1991 and 1997 was somewhat 
greater than that of the interim operational strategy. In line with the intentions of the PRC 
authorities, COS 91 envisaged that the Bank would provide substantial assistance to industries, 
either directly or indirectly through the development finance institutions (DFIs). COS 1991 also 
envisaged significant input into agriculture and human resource development. However in the 
early 1990s, there were clear signals coming from the Bank’s Board of Directors against 
increasing investment in SOEs and the Bank’s lending program moved away from industrial 
projects. Nor was it found feasible to have operations in education and agriculture along the 
lines proposed in COS 1991. The COS 1991 acknowledged that lending to these sectors would 
not be possible without ADF. On the other hand, as a result of continuous dialogue with the 
PRC authorities, the Bank was able to move strongly into the energy and infrastructure sectors, 
more than what COS 1991 envisaged. Geographically the programs began to shift from the 
eastern provinces to the interior provinces. These changes were formalized in COS 1997, thus 
validating the emerging trends in the Bank’s operations from 1991 to 1997. 
 
63.  While the strategic thrusts enunciated in COS 1991 did not play any decisive role 
in guiding the Bank’s operations from 1991 to 1997, the Bank’s dialogue with the PRC 
authorities did play an important role in the design of lending programs. For example, in the 
early 1990s, the Bank made it clear (even though it was not part of COS 1991) that it would no 
longer finance stand-alone projects to increase production in the SOEs. Some SOE projects 
were deleted from the pipeline (e.g., Shanxi Calcium Carbonate Plant and the Hebei Hendan 
Coal Gasification Plant), and the PRC authorities stopped proposing such projects. Consistent 
with the Bank’s request, an increasing number of environment projects were added to the 
lending program and the industrial projects focused on energy conservation and pollution 
abatement. At the Bank’s request, the road projects are now concentrated in corridors (rather 
than being scattered over the PRC as was the case before), and link roads are now being 
added to expressway projects. At the Bank’s initiative, power projects funded by the Bank are 
no longer small (100 megawatt) plants and greater emphasis is being put on transmission 
projects. Similarly, in the water supply area, the Government has been responsive to the Bank’s 
request and over time more water supply/wastewater treatment projects have been added to the 
Bank’s PRC program. 
 
64.  The extent to which COS 1997 guides the lending operations in the future 
remains to be seen, but the early indicators are encouraging. In line with COS 1997 objectives, 
the 1998-2001 program remains concentrated on investments in basic infrastructure with about 
60 percent of the Bank’s lending in the energy and transport sectors. Traditional economic 
growth projects now only account for about 30 percent of the proposed program, with the 
majority of projects having social and/or environmental concerns as a primary or secondary 
objective. Based on a review of the forward program, there are some departures from the 1997 
COS. Although the 1997 COS envisioned a continuing role for the Bank in telecommunications, 
the Bank has effectively withdrawn from the sector. There are also indications that the Bank 
may withdraw from the port sector because of PRC’s reluctance to allow the Bank to become 
involved in developing a national port sector strategy. In the financial sector, as envisioned in 
the 1997 COS, the Bank is working with PBC to strengthen its regulatory capacity and is 
examining the possibility of helping to improve the infrastructure in the financial sector by 
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processing a loan to improve the payments system. Although the COS 1997 includes provision 
for the Bank to support smaller commercial banks and nonbank financial institutions, no such 
projects are included in the forward pipeline. 

E. Evaluating the Efficacy of the Bank’s Assistance Strategy 

1. Progress in Achieving Strategic Objectives 

65.  In view of the weak linkages between the earlier COS and CAPs, it is not 
surprising that the projects approved from 1991 to 1997 were not designed specifically to 
achieve the strategic objectives of the 1987 interim strategy or COS 1991. Table 3 presents the 
data on Bank projects approved since 1987 according to the project objectives. Of the total 64 
projects approved for the period 1987-1997, the overwhelming majority (89 percent) of them 
was classified as having growth as the primary objective. Six of the projects had environment 
and 1 had human development as primary objectives. In addition, 17 of these projects had a 
secondary objective, 6 with environment, 3 with human development, and 8 with poverty 
reduction.  
 
Table 3: Development Objectives of Projects Approved since 1987 a 
 
 
SDO Classification 

Projects with 
Primary Objectives 

Projects with 
Secondary Objectives b 

   
Growth 
Environment 
Human Development 
Poverty Reduction 

57 
6 
1 
0 

- 
6 
3 
8 
 

SDO = strategic development objective. 
a Project approvals from 1987 to 1990 were classified based on project data of the Strategy and Policy Office. 

Project approvals from 1991 to 1997 were based on project and lending mix by SDO, (Appendix 2, Table 5). 
b Projects having secondary features to address social/environmental concerns. 

66.  It is noteworthy that none of the loan projects approved from 1987 to 1997 
claimed to have poverty reduction as its primary objective, although poverty is a major strategic 
concern of the Bank. Consistent with its impact of freeing up capacity, the efficiency objective is 
subsumed under the growth objective. It is, however, not clear which of the projects had an 
efficiency objective per se (as distinct from capacity expansion). Of the 8 projects that have 
poverty reduction as a secondary objective, 1 has been terminated prematurely;1 1 was judged 
unsuccessful;2 and 5 are in coastal provinces3, where the incidence of poverty is supposedly 

                                                
1  Loan PRC 26559: China Agribusiness Development Trust and Investment Corporation Project, for $50 

million, approved in December 1993.  
2  Loan PRC 21149: Hexian Pulp Mill Project, for  $49.6 million, approved in December 1988. 
3  Loan PRC 23156: Guangdong Tropical Crops Development Project, for $55 million, approved in August 

1992; Loan PRC 26453: Hainan Agriculture and Natural Resources Development Project, for $53 million, 
approved in September 1995; Loan PRC 26004: Fujian Soil Conservation and Rural Development Project, 
for $65 million, approved in September 1995; Loan PRC 21228: Yaogu-Maoming Railway, for $67.5 million, 
approved in June 1991; and Loan PRC 22270: Ports Development Project, for $88.8 million, approved in 
December 1991. 
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low. Only the 2 agricultural bank projects1 can be expected to contribute to poverty reduction 
through employment and income generation of subprojects. Overall, the Bank’s portfolio in the 
PRC has not made a significant direct contribution to the Bank’s strategic objective of poverty 
reduction. 
 
67.  The Bank’s contribution to environmental improvement in the PRC has been 
significant. Six projects had the environment as their primary objective and another six as their 
secondary objective. If environmentally oriented projects are defined broadly to include all those 
relating to air and water pollution, energy conservation, soil erosion, and reforestation, the Bank 
has provided about $1.7 billion (Appendix 2, Table 6) to support environment improvement in 
the PRC. Of this about $1.2 billion has helped to address the brown side2 of the pollution 
problem, and $0.3 billion to help to address green issues.3 The lending has been complemented 
by the provision of 85 TA grants totaling $47.8 million (Appendix 3, Table 1).  Together, these 
operations have focused on five objectives: (i) improving the policy, legal, and regulatory 
framework to strengthen environment management; (ii) building capacities in key agencies, 
including the National Environmental Protection Agency and local environmental protection 
bureaus; (iii) addressing environmental problems in selected urban centers; (iv) promoting the 
efficient use and conservation of soil, water, and marine resources; and (v) promoting the use of 
cleaner processes and clean coal technologies for industrial production and power generation. 
 
68.  Since the environment sector is generally regarded as a soft sector where OCR 
terms of the Bank loans may not be suitable, this success of the Bank is commendable. Among 
the factors that might have contributed to this outcome are (i) a judicious combination and 
proper sequencing of TA grants (Appendix 3, Table 2) and loan projects; (ii) long-term 
relationship with a niche agency; and (iii) combined and focused efforts of the projects, 
programs, and central departments of the Bank. Through appropriately conducted TAs, the 
Bank was able to demonstrate the possibility of a win-win situation in many environment-related 
projects. Investments supporting the introduction of new technology and machinery for 
industries such as fertilizer, cement, steel, and ceramics, as well as power generation for 
households and industries were shown to be cost effective in financial terms, while reducing 
energy consumption and air pollution. This demonstration was crucial in PRC’s acceptance of 
OCR loans for environment-related projects. 

                                                
1  Loan PRC 22236: Agricultural Bank of China, for $50 million, approved in November 1990; Loan  PRC 

26543: Agricultural Bank of China II, for $100 million, approved in January 1995. 
2  Brown issues deal with waste management, both liquid and solid, primarily from domestic, municipal, and 

industrial services. 
3  Green issues focus on the preservation of the natural environment, especially living natural resources. 
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2. Progress in Achieving Sector Development Objectives 

69.  This section evaluates progress made by Bank operations in achieving 
development objectives in key sectors, namely, agriculture, industry, finance, energy, and 
transport, specifically roads and railways. 

a. Agriculture and Natural Resources  

70.  COS 1991 indicated that the Bank’s assistance to agriculture would be in terms 
of poverty reduction and environmental protection, and priority would be given to projects 
directed to employment generation and increasing income of the rural poor in the less- 
developed areas. More specifically, it stated: “the strategic operational thrust of the Bank should 
focus on supporting ongoing reforms in food pricing policy while promoting the role of science 
and technology in agricultural development.” Other key areas where the Bank could render 
assistance were agricultural diversification and commercialization. Assistance could also be 
provided to improve grain storage and refrigeration and agro-processing facilities programs. 
Similarly for this sector, COS 1997 emphasized (i) targeting the poor as the main beneficiaries; 
(ii) developing income-earning opportunities by diversification into cash-crop production and 
creating employment opportunities in off-farm economic activities; (iii) improving the 
management, development, and rehabilitation of soil, marine, water, and forest resources for 
sustainable utilization, and improving the environment; (iv) modernizing agriculture through 
technological upgrading and development of market information systems; (v) expanding storage 
capacities and transportation linkages to urban centers; and (vi) strengthening institutions, 
including the restructuring of SOEs in the state farm system and rural areas. To improve the 
commercial orientation of the agriculture sector, some of the Bank’s financing was to be 
channeled through financial intermediaries to projects that have a significant impact on 
employment generation and value-added economic activities in rural areas. 
 
71.  Despite the Bank’s interest in providing assistance to the PRC in this sector, the 
Bank has been able to play only a limited role. The basic problem has been that the PRC 
authorities have been unwilling to borrow on OCR terms for agriculture projects, because in 
their view the financial rates of return may not be high and the borrowing entities may not be 
able to service the debts on time. Despite the evidence from other DMCs that agriculture 
projects can contribute effectively to economic growth and poverty reduction and be financially 
viable at the same time, the PRC authorities were unwilling to consider a longer portfolio of 
Bank projects in this sector. However, because of the Bank’s desire to achieve the strategic 
objectives of poverty reduction, the Bank was able to convince the Government to accept a 
limited number of projects in this sector. 
 
72.  As of 31 December 1997, eight project loans totaling $519.6 million were 
approved in this sector (Table 2) which was about 7.4 percent of the amount of total loan funds 
approved during this period. Similar efforts were made to provide TA and a total of 42 TAs for 
$23.3 million or about 19 percent of the total TAs were provided (Appendix 3, Table 3). Of the 
eight approved projects, one (North China Marine Culture Project)1 was cancelled. Two loan 
projects are complete and project performance audit reports (PPARs) have been done for both.2 

                                                
1  Loan PRC 26452: North China Marine Culture and Coastal Resources Management Project, for $70 million, 

approved in December 1996. 
2  PPA: PRC 21149: Hexian Pulp Mill Project, December 1998; and PPA: PRC 22236: Agricultural Bank of 

China Project, December 1994. 
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The Hexian Pulp Mill Project has not proven to be commercially viable and is now behind 
schedule in servicing the Bank loans it received from PBC. It appears to have a negative impact 
on the environment through its heavy use of water and chemicals in the bleaching. Moreover, 
there is no indication that it is contributing to poverty reduction. The Agricultural Bank of China 
(ABC) Project was judged generally successful in the PPAR and a Second ABC Project was 
approved in 1995. While the ABC projects, intended to help agro-processing industries, are 
appropriate in terms of the Bank’s strategic objectives, such onlending operations have proven 
difficult in practice, particularly because ABC is a commercial bank and does not have a 
mandate for directing lending for social objectives (such as poverty reduction). The Yunnan-
Simao Forestation and Sustainable Wood Utilization Project1 and the Hainan Agriculture and 
Natural Resources Development Project are currently experiencing implementation problems 
that raise questions about the sustainability of project benefits. The remaining two ongoing 
projects (Guangdong Tropical Crops Development Project and Fujian Soil Conservation and 
Rural Development Project) are currently being implemented without major problems. 
 
73.  Of the 42 TAs provided to the agriculture and natural resource sectors from 
1986-1997, 12 were project preparatory TAs (PPTAs) and 30 were advisory TAs (ADTAs). 
There were an excessive number of ADTAs that funded applied research that did not support 
the lending program or the Bank’s strategic agenda. On the whole, the Bank operations during 
1986-1997 have not produced significant performance for achieving the strategic sectoral 
objectives of COS 1991, in particular, objectives such as supporting ongoing reforms in food 
pricing policy and the role of science and technology in agricultural development. 

b. Industry 

74.  The Bank’s strategy, as spelled out in COS 1991, was to assist in (i) industrial 
restructuring and related reforms, (ii) upgrading of technical and managerial skills, (iii) fostering 
the development of small- and medium-sized industries including township and village 
enterprises, (iv) general infrastructure requirements of structural adjustment and more efficient 
utilization and conservation of energy, and (v) addressing environmental management issues. 
Over the years, the Bank’s emphasis in the sector shifted to include policy dialogue. COS 1997 
stated that the underlying rationale for the Bank’s involvement in the sector was to promote 
market-oriented reforms to enhance operational efficiency, reduce the consolidated public 
sector deficit accounted for by unprofitable SOEs, and contribute to the management of 
aggregate demand. Policy advice would constitute the core of Bank assistance in this sector, 
supplemented by selective Bank lending.  
 
75.  By 31 December 1997, the Bank had provided six loans and 17 TAs to this 
sector (Table 2 and Appendix 3, Table 3). Of the completed projects, project completion reports 
(PCRs) have been prepared for (i) Qingdao Tire Development Project and (ii) Anqing Acrylic 
Fiber Project.2 Both the PCR and PPAR prepared for the Qingdao Tire Development Project 
rated the project as generally successful. The PCR for Anqing Acrylic Fiber Project rated it 
partially successful and argued the case against lending to this type of industrial projects by the 
Bank. One loan, Nanning Integrated Pigment Project3 was withdrawn soon after approval 
because of the inability of a key supplier on technology to meet its commitments. The Lai-Wu 

                                                
1  Loan PRC 26003: Yunnan-Simao Forestation and Sustainable Wood Utilization Project, for $77 million, 

approved in June 1994. 
2  PCR: PRC 21196.  Qingdao Tire Development Project, August 1995; PCR: PRC 22252: Anqing Acrylic 

Fiber Project, December 1997. 
3  Loan PRC 21195: Nanning Integrated Pigment Project, for 46.5 million, approved in September 1988. 



 

 

22

 

Iron and Steel Mill Project is currently under implementation, and except for some initial start-up 
delay, no major problem was encountered. 
 
76.  The industrial projects for SOEs that the Bank supported during the first phase of 
its operations in the PRC have not been found suitable for Bank loans. In the industry sector, 
market considerations for the products are changing rapidly with continued trade liberalization 
during the 1990s. There are also rapid technological changes in product designs. Under the 
circumstances, project design has to be kept flexible and that is typically difficult for SOEs to 
provide as they have been the principal beneficiaries of the Bank’s industry sector loans. Also, 
individual Bank projects have not proved to be a strong vehicle for SOE restructuring, which are 
dependent on broader reforms of social security systems and legal and regulatory frameworks. 
 
77.  The recent focus of the Bank’s industrial operations on environmental issues has 
proven to be more successful. Two loans have been approved for this purpose: Fertilizer 
Industry Restructuring Project1 and Anhui Environmental Improvement for Industrial Pollution 
Abatement Project.2  In these operations, the focus is not on expanding the production capacity 
of the industries but on reducing their energy intensity and potential for environmental damage. 
It was found that there could be win-win situations in these operations, where savings in energy 
and other financial costs associated with environmental pollution can be large enough to repay 
the loans on commercial terms. 

c. Finance 

78.  In COS 1991, the Bank’s strategy was to assist in rationalizing and strengthening 
finance and DFI institutions, and to provide support to ongoing efforts for financial reforms. This 
was to be achieved by promoting the availability of a broader range of financial instruments and 
fostering new financial institutions to generate greater competition in the banking sector. Over 
the years, the Bank’s emphasis in the sector shifted more to policy dialogue. COS 1997 
stressed the need for (i) policy support to strengthen the role of PBC with corollary loans for the 
central banking infrastructure; (ii) policy support for the development of the regulatory 
framework and institutional strengthening of smaller banks, nonbank financial institutions, and 
the capital market; (iii) policy support for promoting competition and efficiency in the financial 
sector; and (iv) financing for credit lines to selected financial intermediaries for relending to 
subprojects that address the Bank’s cross-cutting concerns, e.g., poverty reduction and 
development of the private sector, and strategic objectives of environmental protection and the 
promotion of growth in the poor inland provinces. 
 
79.  By December 1997, the Bank had approved 6 loans (of $530 million equivalent), 
27 TAs ($9.2 million) in the financial sector, representing about 7.5 percent of the respective 
operation. In addition, the Bank also approved 5 private sector investments in the amount of 
$87.3 million. The Bank made a significant contribution to the Everbright Bank of China (EBBC) 
by providing both a public sector loan and an equity investment. Through the private sector 
window, the Bank financed two demonstration projects: (i) Xiamen International Bank, which 
was the first joint venture bank in the PRC; and (ii) the equity investment in EBBC, which was 
the first time that a foreign financial institution was allowed to take an equity position in a 
domestic bank. 

                                                
1  Loan PRC 22279: Fertilizer Industry Restructuring Project, for $250 million, approved in August 1993. 
2  Loan PRC 27092: Anhui Environmental Improvement Project for Industrial Pollution Abatement, for $112 

million, approved in November 1996. 
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80.  Five financial sector project loans have been completed and three PCRs have 
been prepared. All of the PCRs rated the projects as generally successful. However, if the 
experience of other developing countries is any guide, the problems with DFI loans and 
repayment problems with sub-borrowers may take time to surface and may not be evident soon 
after completion of the projects. Officials concerned with these DFIs indicated problems with the 
relatively high costs to sub-borrowers of the Bank loans (with exchange risk borne by the sub-
borrowers) and problems of compliance with the Bank criteria relating to poverty reduction, 
environmental, and gender issues. In view of the high foreign exchange risks associated with 
the Bank loans, two EAs, the China Investment Bank Project1 and Shanghai Investment and 
Trust Corporation Project,2 have chosen to prepay their loans to the Bank.  One of the 
borrowers under the Industrial Technology Finance Project3 has been closed down as has been 
China Agribusiness Development Trust and Investment Corporation Project (CADTIC)4 for 
financial viability problems. It appears that in general the Bank’s DFI and nonbank financial 
institution operations, as well as its TA operations (as evaluated in paras. 133-135) have been 
less than fully satisfactory. 
 
81.  On the basis of this experience, the Bank’s operations are now moving away 
from onlending operations toward infrastructure building for the financial sector. In particular, 
assistance is to be provided to PBC, developing its payments system and regulatory and 
supervisory system. This program seems to be highly appropriate to the circumstances.  

d. Energy  

82.  The Bank’s strategic objectives since 1991 as well as their evolution over time in 
this sector were appropriate. The Bank has been able to play an effective role in assisting the 
PRC in this sector. Initially, the Bank financed only generation capacity, both thermal and 
hydropower. This was clearly the priority in COS 1991. Gradually the power sector program 
evolved to include transmission projects and the forward program now includes more 
environment-friendly power projects. The formulation of power projects changed beginning 
around 1996. It included programs to close small, inefficient, polluting power plants. Rural 
electrification components in poverty counties were added, and large-scale tree planting to help 
absorb emissions from new thermal power capacity was supported. The Bank’s efforts to 
redesign traditional power projects to address the Bank’s cross-cutting objectives were 
consistent with the strategic objectives which were enunciated in COS 1997.  
 
83.  From 1986 to 1997, the Bank approved 12 loans ($1,516.3 million), representing 
about 21.6 percent of the Bank’s total assistance (Table 2). These have been supplemented by 
51 TA projects worth about $20.9 million (Appendix 3, Table 3). Consistent with the Bank’s 
strategic objectives for the sector, the majority of the projects were aimed at improving energy 
efficiency and providing support for institutional development of the energy sector and SOEs. 
Five projects shared the objective of increasing the use of domestic coal for generating electric 
power. Environmental protection was among the objectives of five projects. Two projects 
specified promoting foreign/private sector investment as their objectives, while two others had 

                                                
1  Loan PRC 21205: China Investment Bank Project, for $100 million, approved in October 1987. 
2  Loan PRC 21197: Shanghai Investment and Trust Corporation Project, for $100 million, approved in 

December 1988. 
3  Loan PRC 26234: Industrial Technology Finance Project, for $120 million, approved in December 1992. 
4 Loan PRC 26559: China Agribusiness Development Trust and Investment Corporation Project, for $50 

million, approved in December 1993. 
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development of hydropower among their objectives. Institutional development and policy 
reforms were primarily addressed through TA grants. Typical assurances in the project 
agreements included covenants about tariff reforms, as well as enterprise reforms.  TAs in this 
sector were generally successful and effective, and the PRC authorities acknowledge the 
Bank’s contribution. 

e. Transport   

84.  At the time of formulation of COS 1991, the PRC authorities appeared to be 
reluctant to borrow on OCR terms for infrastructure development. Consequently, in the transport 
sector, the Bank’s strategy was to give particular attention to the immediate and most pressing 
needs for railways, highways, and ports. This included (i) the upgrading and electrification of 
existing key routes of national railway systems as well as construction of important provincial 
railway lines; (ii) the construction of major highways that link major cities, improve access to key 
ports, and remove key urban transport bottlenecks; and (iii) the construction of additional 
berthing facilities and the installation of modern handling equipment in the major ports. Over the 
years, PRC authorities became more supportive of the Bank’s involvement in the sector, and 
the Bank has given higher priority to this sector, in particular, to the road subsector. COS 1997 
emphasized the need for assistance in the road subsector in which the Bank operations will 
focus on (i) the national trunk highway system; (ii) strategic provincial highways that improve the 
access of less-developed communities and rural areas to regional market centers; and 
(iii) selected urban transport systems. Relative to highways, Bank involvement was to be on a 
smaller scale for railways, ports, inland waterways, and telecommunications.  
 
85.  Over the years, the transport sector has become the area of concentration for the 
Bank’s operations in the PRC. By the end of 1997, 24 loans had been approved for the road, 
railway, and port subsectors, accounting for $2,788 million or about 39.7 percent of Bank 
lending to the PRC (Table 2). They have been supplemented with significant TA resources to 
help strengthen this sector (Appendix 3, Table 3). Through the TAs and project covenants, the 
Bank has tried to promote tariff reforms, institution building, better resettlement and environment 
plans, and mobilization of nongovernment resources for the sector. When the Bank began 
operations for highways, its projects were widely scattered. However, the Bank made a major 
effort to request projects that were in the main transport corridors. Subsequently, the Bank 
financed a series of successive projects in the northeast transport corridor. Approval of loans for 
this corridor was completed with the Board’s consideration of the Changchun-Harbin 
Expressway Project in November 1998. The Bank’s future pipeline of road projects is focused 
on transport corridors in the southwest and central provinces, in line with the Bank’s strategic 
objective of focusing on the poorer interior provinces. 
 
86.  Of the 24 projects in the sector, eight are closed (Appendix 2, Table 3). Five 
PCRs have been prepared,1 and they all show generally successful outcome. However, one 
PPAR that has been prepared for the Shanxi-Xiaoliu Railway Project,2 rated the Project as 
unsuccessful. This was the first railway project in the PRC. Because issues generic to railway 
projects were not adequately addressed at Bank appraisal, its failure highlights the need for 
Bank staff to apply careful and thorough due diligence in project appraisal notwithstanding the 

                                                
1  PCR: PRC 22105: Shanxi-Xiaoliu Railway Project, June 1994; PCR: PRC 21228: Yaogu-Maoming Railway 

Project, June 1994; PCR: PRC 23043: Guang-Mei-Shan Railway Project, June 1998; PCR: PRC 
22246:Shanghai-Nanpu Bridge Project, July 1997; and PCR: PRC 25261: Shanghai-Yangpu Bridge Project, 
August 1997. 

2  PPA: PRC 22105: Shanxi-Xiaoliu Railway Project, March 1998. 
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strong ownership of PRC authorities in project preparation. For the ongoing projects and TA 
operations, the Bank’s monitoring mechanisms show satisfactory performance. The EAs have 
been making good use of knowledge transfer and training opportunities provided under the 
projects, both in-country and abroad. 

IV. AN EVALUATION OF THE LENDING INVESTMENT LEVELS 

A. Contribution to the PRC’s Financial Needs 

87.  The time profile of the Bank’s financial assistance to the PRC is depicted in 
Figure 1 (Appendix 2, Table 2). From 1987 to 1997, the net financial resources transferred to 
the PRC were about $2.33 billion. The Bank approved its first two project loans to the PRC in 
19871 totaling about $133.3 million, but loan approvals for the PRC declined to about $40 million 
in 1989 and $50 million in 1990. 
 

88.  Since 1992, the Bank’s operations in the PRC have picked up considerably, and 
lending increased to above the $1 billion level in subsequent years. A number of projects 
included in the 1997 program slipped to 1998 because of differences in opinion between the 
Bank and the Government on certain project issues and counterpart funding constraints. This 
explains the drop in commitments during 1997. Disbursement performance from 1991 to 1996 
showed progressive improvement. However, increased principal payments, and prepayments 
resulted in a fall in net transfer of resources in 1997. From 1987 to 1997, the net resource 
transfer from the Bank was around $212 million per year, which was about 1 percent of the total 
long-term capital inflows received by the PRC during this period. 

                                                
1  Loan PRC 21205: China Investment Bank Project, for $100 million, approved in October 1987; and Loan 

PRC 21204: Fuel Conversion Project, for $33.3 million, approved in December 1987. 

Figure 1. Commitments, Disbursements, and Net Transfer of 
Resources
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B. Quality of the Lending Program 

1. The 1986-1990 Period 

89.  Bank commitments from 1986 to 1990 were about $505.9 million for eight 
completed projects; the bulk of the loans were targeted at the industry and financial sectors 
(Table 4). The Nanning Integrated Pigment Project for $46.5 million was withdrawn by the 
Government soon after approval. PCR ratings for the remaining seven completed projects were 
all generally successful. PPARs were done for five of the seven completed projects; two were 
found to be unsuccessful.1 Two other projects (Fuel Conversion Project and Qingdao Tire 
Development Project), which were rated generally successful by the PPARs, continued to face 
some financial problem at the time of the postevaluation. The Fuel Conversion Project was 
incurring losses at the time of the PPAR (1992 and 1993) and there was deterioration of the 
environment in the area due to a switch to coal. Similarly, under the Qingdao Tire Project, the 
financial performance of the three subprojects during the initial year of commercial operation in 
1993 was unsatisfactory. The rates of return were significantly below those at appraisal. 
 
90.  The PCRs for the China Investment Bank Project2 and Shanghai Investment and 
Trust Corporation Project (SITCO),3 rated them as generally successful but noted a number of 
emerging problems. SITCO was experiencing difficulty in marketing the Bank loan because of 
its high cost (after taking the foreign exchange risk into account) and requested cancellation of 
$12.8 million out of the total loan of $100 million. The PCR for CIB notes that SOEs accounted 
for a dominant share of CIB’s term lending, and that the quality of CIB’s loan portfolio in terms of 
increasing arrears was deteriorating. CIB in turn was concerned about the high cost of Bank 
loans after taking into account exchange rate movements. Both SITCO and CIB repaid the Bank 
loans prematurely. Although no PPAR was done for the two projects (CIB and SITCO) in the 
financial sector, the outcome of these two projects is considered less than successful. 
 
91.  Thus, of the eight projects completed from 1986 to 1990, only ABC is being 
implemented without a major problem. Many factors have contributed to this result. First, there 
are inherent difficulties with the Bank’s lending operations for industries, either directly or 
through financial intermediaries. Industries are subject to fluctuations of market conditions and 
they require flexibility that is generally difficult to achieve by SOEs. In addition, with the foreign 
exchange risk assumed by the sub-borrowers, the effective cost of the Bank loans often turned 
out to be quite high. Second, the selection process on the PRC side was not rigorous enough 
during this initial stage to check the viability of the proposed projects, and in retrospect, the 
quality of projects offered to the Bank was not high. Third, Bank staff was under pressure to 
expedite the processing of the projects and was not able to undertake in-depth feasibility studies 
before accepting them. As these were the first batch of PRC projects implemented by the Bank, 
lack of specific country experience also contributed to the resultant performance. In hindsight, 
the quality of project planning and preparation adopted by the PRC and the Bank from 1986 to 
1990 was variable. 

Table 4: Project Rating by Sector, 1986-1990 
 

                                                
1  PPA: PRC 21149: Hexian Pulp Mill Project, December 1998; and PPA: PRC 22105: Shanxi-Xiaoliu Railway 

Project , March 1998. 
2  PCR: PRC 21205: China Investment Bank Project, January 1996. 
3  PCR: PRC 21197: Shanghai Investment and Trust Corporation Project, January 1996. 
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Sector/Project  

 
Loan  
No. 

Loan  
Amount 
($ million) 

 
Approval  
Date 

 
Closing  
Date 

 
PCR  
Rating 

 
PPAR 
Rating 

       
Agriculture and Natural 

Resources 
      

Agricultural Bank of China 1055  50.0 29 Nov 1990 16 Jul 1993 GS GS 
Hexian Pulp Mill 0937 49.6 20 Dec 1988 15 Oct 1994 GS  US 
 
Finance 

      

China Investment Bank 0845 100.0 08 Oct 1987 16 Jun 1993 GS n.c. 
Shanghai Investment and 

Trust Corp. 
 
0933 

 
100.0 

 
13 Dec 1988 

 
27 May 1994 

 
GS 

 
n.c. 

 
Energy 

      

Fuel Conversion 0880 33.3 21 Dec 1987 18 Jan 1993 GS GS 
Industry        
Qingdao Tire Development 0897 86.8 11 Aug 1988 5 Jun 1996 GS GS 
Nanning Integrated Pigment 0904 46.5 27 Sep 1988 27 Sep 1994 Terminateda n.c. 

       
Transport and 

Communications 
      

Shanxi-Xiaoliu Railway 0948 39.7 31 Jan 1989 22 Mar 1994 GS US 
       
Total  505.9     
       

GS = generally successful; PCR = project completion report; PPAR = project performance audit report; PS = partly 
successful; n.c. = not conducted; US = unsuccessful. 
a Project was cancelled by the Government before loan effectivity. 
 

2.  The 1991-1997 Period 

92.  A total of 13 projects for an overall loan amount of $1.25 billion were completed 
during this period (Tables 5 and 6). Of these, two loans totaling $120 million were terminated 
prematurely. These were the North China Marine Culture Project and the CADTIC. The closure 
of CADTIC, due to insolvency, in early 1997 left the two loans without an EA. As a result, the 
loan agreement for the North China Marine Culture Project could not be signed and declared 
effective, and was allowed to lapse. CADTIC also defaulted on a number of Loan Agreement 
conditions and the Government decided to repay to the Bank the entire disbursed loan amount 
plus interest. The loan was closed in May 1998. The CADTIC project was a failed project. 
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Table 5: Project Rating by Sector, 1991-1997 
   
 
 
Sector/Project  

 
Loan 
No. 

Loan  
Amount 
($ million) 

 
Approval 
Date 

 
Closing  
Date 

 
PCR  
Rating 

      
Finance      
Industrial and Commercial Bank of  

China 
 
1104 

 
100 

 
01 Oct 1991 

 
5 Dec 1994 

 
GS 

      
Energy      
Shangxi-Liulin Thermal Power 1091 65 25 Jul 1991 6 Mar 1997 GS 
      
Industry (Nonagriculture)      
Anqing Acrylic Fiber 1116 105 12 Nov 1991 5 Dec 1994 PS 
     
Transport and Communications      
Shanghai-Nanpu Bridge 1082 70 28 May 1991 15 Mar 1995 GS 
Shanghai Yangpu Bridge 1188 85 17 Nov 1992 10 Feb 1998 GS 
      
 Total  425    
      

GS = generally successful; PCR = project completion report; PPAR = project performance audit report; PS = partly successful; US = unsuccessful. 
 
Table 6: Completed Projects without a Project Completion Report 
(as of December 1997) 
 
 Loan Loan Undisbursed Approval Closing Probable 
 No. Amount Balance Date Date Outcomea 

Sector/Project  ($ million) ($ million)    

       
Agriculture and Natural Resources       
North China Marine Culture  1498 70 - 03 Dec 96 03 Jun 98 Terminated b 
       
Energy       
Industrial Energy Conservation 1178 107 30.6 24 Sep 92 15 Nov 97 GS 
       
Finance       
Industrial Technology Finance 1206 120   0.3 10 Dec 92 10 Feb 97 USc 

China Agribusiness Development 
Trust and Investment Corporation  

1286 50 - 09 Dec 93 26 May 98 Withdrawn d 

       
Transport and Communications       
Guang-Mei-Shan Railway 1167 200 18.5 25 Jun 92 11 Aug 97 GS 
Shenyang-Benxi Highway 1168 50 – 02 Jul 92 16 Dec 97 GS 
Jilin Expressway 1262 126   0.0 29 Sep 93 16 Oct 97 GS 
Telecommunications 1243 100 24.4 17 Aug 93 15 Dec 97 GS 
       
 Total  823     
       
GS = generally successful; US = unsuccessful. 
a Probable outcome is based on best judgment on documented project performance report issues, current PCR missions, and discussions with 

EAs and Bank officials concerned. 
b Project was cancelled by the Government before loan effectivity. 
c Preliminary draft PCR rating subject to availability of further information. 
d The executing agency breached provisions of the Loan Agreement and the Bank cancelled the project with full repayment by the Government.  
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93.  Of the 13 completed projects, 4 were rated by the PCRs as generally successful, 
1 as partly successful, and 8 have yet to be evaluated (Table 6). Based on project 
administration notes and preliminary assessment by the PCR mission currently undertaking the 
evaluations, one project in the financial sector will probably be rated as unsuccessful and the 
other five as generally successful. No project in this period has yet been postevaluated by PEO. 
Based on PCR ratings and the number of loans terminated, it seems that the quality of the 
Bank’s portfolio from 1991 to 1997 has shown little or no improvement for the agriculture, 
financial, and industry sectors compared with the earlier period. In contrast, the completed 
projects in the energy and infrastructure sectors indicate a positive trend.  
 

3. Evaluation of Ongoing Projects 

94.  The Bank’s system of monitoring ongoing projects rates by three criteria: (i) 
progress in physical implementation, (ii) cost containment, and (iii) compliance with covenants. 
Of the projects approved prior to 31 December 1997, 42 are ongoing. A list of ongoing projects 
and their implementation issues is given in Appendix 4. Except for the agriculture and natural 
resources sector, the bulk of the ongoing projects reported smooth implementation. All ongoing 
projects were given an AAA rating. In contrast, substantial issues that awaited resolution 
plagued four of the five ongoing projects in agriculture. Nonetheless, these projects are all given 
an AAA rating. Major issues affecting project performance include (i) shortage of counterpart 
funding for the Guangdong Tropical Crops Development Project; (ii) shortage of skilled labor in 
the Yunnan-Simao Forestation and Sustainable Wood Utilization Project; (iii) institutional 
reforms needed to overcome weak accounting and taxation rules, and information system of 
ABC; and (iv) weak implementing agency that lacked business orientation in the implementation 
of the Hainan Agriculture and Natural Resources Development Project. These issues could 
significantly affect the outcome of the projects in due course. 
95.  The current Bank system for rating ongoing projects has weaknesses and a new 
format of monitoring implementation performance of these projects is gradually being 
introduced. In view of these Bankwide concerns and the lack of correspondence between the 
failed Bank projects and their self-evaluation during the implementation period, the ability of the 
system to judge the implementation performance needs to be improved. 

4. Private Sector Operations 

96.  During the reform era, the PRC attracted a significant amount of foreign private 
investment. By the end of 1997, the stock of foreign direct investment in the PRC was reported 
to be over $220 billion. The Bank’s private sector operations in the PRC have been relatively 
modest. As of December 1997, a total of $87.3 million was approved. A line of equity was 
approved in 1988 in conjunction with a line of credit provided through the Bank’s public sector 
window to the SITCO. Since then, the private sector operations have been relatively quiet. An 
increase occurred between 1991 and 1992 when three loans were approved (Table 7). It took 
until 1996, when an equity investment of $20.0 million was provided to EBBC.1 In the early 
phase of private sector operations, there was little or no coordination with the public sector 
operations. Until 1994, the private sector activities were neither included in the CAP nor 
considered in COS 1991, and there were no formal strategic objectives for private sector 
operations in the PRC. Rather than focusing on certain strategic objectives, the private sector 

                                                
1  Loan PRC 30040: Everbright Bank of China Project, for $60 million, approved in November 1996. 



 

 

30

 

operations merely reacted to proposals that were presented by various groups seeking private 
sector loans. Efforts were made in 1995 to strengthen the relationship between the public and 
private sector operations in the PRC and to develop strategic objectives for the private sector 
operations. This was documented in COS 1997. The Bank’s private sector operations in recent 
years focused mainly on (i) build-operate-transfer (BOT) or joint-venture projects; (ii) capital 
market debt and/or equity funds that target infrastructure, capital market development, 
enterprise reform, energy conservation, pollution abatement, and development in the interior 
regions; and (iii) stand-alone industry or financial sector projects with reform elements. 
Table 7: Profile of Private Sector Investment Operations as of December 1997 
(Amount in $ million) 
 
    Equity Facilities Total   
 
Company 

Invest 
No. 

 Loan 
Amount 

Line of 
Equity 

Invest-
ment 

Under-
writing 

Bank 
Funds 

Approval 
Date 

 
Current Status 

          
Shanghai SITCO  
    Ent.  Ltd. 

7031  0 3 0 0 3 13Dec 88 The whole SITCO equity line was 
cancelled in Aug 93. 

          
Xiamen Int’l  
    Bank (XIB) 

7070  0 0 10.3 0 10.3 25 Jul 91 XIB has fully disbursed its loans and is 
currently operating profitably. One of 
the problems of the XIB is the failure 
to produce its 1997 Annual Report. 
Due to this, interbank lines have 
decreased from $130 million early this 
year to $100 million. This situation 
could restrict XIB's business 
development. 

          
China Assets 
    (Holding) Ltd. 
    (CAHL) 

7072  0 0 4 0 4 19-Sep-91 CAHL continues to consolidate its 
investment in a few key industries. 
CAHL will also look for strategic 
partners for those investments that 
have not performed to the company's 
satisfaction. Overall, the performance 
of the company's investee companies 
was mixed. CAHL has fully disbursed 
its loans and is operating profitably. 

          
Guangzhou Pearl  
     River Power  

1177/ 
7087 

50 0 0 0 50 22-Sep-92 The company maintains its high 
productivity and efficient operation. 
The financial performance of the 
company remains healthy with a net 
profit in 4th quarter 1997 of Y171 
million on gross sales of Y1,194 
million. All outstanding dues to the 
Bank have been paid promptly. 

          
Everbright Bank of 
    China (EBBC)      

7127  0 0 20 0 20 05 Nov 96 EBBC continues to sustain good 
operations.  Loans granted and 
matured in 1997 totaled Y13.236 
billion of which 96.38% was 
recovered. Interest recovery rate is at 
90.67%. A series of working rules and 
regulations were enforced in the 
interest of risk control. 

          
Total   50 3 34.3 0 87.3   
          

 

97.  The portfolio performance in private sector operations is considered satisfactory. 
Of the five loans, only the SITCO was not sustainable and the line of equity had to be cancelled. 
The EA has since repaid all its debt to the Bank. All other loans and investments have had no 
major problem. The Bank deserves credit for investing in the first joint venture bank in the PRC 
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(Xiamen Investment Bank) and for being the first foreign financial institution to be allowed to 
take an equity stake in a domestic bank (EBBC). The Bank’s TA program also helped to 
improve the BOT framework in the PRC, to structure the bidding for the Changsa Power Project 
(which was the second BOT test case in the power sector) and the Chengdu Water Supply 
Project (which was the first BOT test case in the water sector).  

 

V. NONLENDING INSTRUMENTS: TECHNICAL ASSISTANCE AND OTHERS 

A. Technical Assistance Operations 

98.  TA operations are particularly important for facilitating policy reforms. They are 
helpful in increasing efficiency, reducing poverty, and improving the environment and can thus 
be more effective than a single-focus project approach. In particular, for the so-called soft 
sectors such as human development, agriculture, environment, and poverty reduction, where 
PRC authorities are unwilling to borrow on OCR terms, TAs should be the preferred instrument 
to promote the Bank’s strategic objectives to pave the way for viable lending operations.  
 
99.  As of December 1997, the Bank had approved 273 TA projects for the PRC 
totaling about $122.9 million. The Bank’s TA operations cover a diverse scope ranging from 
PPTAs to ADTAs in various subsectors. The annual TA program increased from about $3 
million to $4 million per year and reached about $20 million in 1997.  
 
100.  In terms of sectoral distribution, the pattern of TA operations (Table 8) differed 
significantly from lending operations. Agriculture and natural resources accounted for 19 percent 
of TA operations (compared with 7.4 percent of loans), while transport and communications 
accounted for 20 percent of TAs (41 percent of loans). The TAs reflect an attempt to contribute 
to the soft sectors such as human resource development and agriculture where PRC borrowing 
from the Bank was limited in the absence of concessional loans for the PRC.  
 

Table 8: Sectoral Composition of the Bank’s TA Operations in the PRC, 1986-1997 
 
 
Sector 

 
Number of Projects 

Amount  
($ million) 

Percentage of 
Amount 

    
Agriculture and Natural Resources 42 23.3 19.0 
Energy 51 20.9 17.0 
Transport and Communication 56 24.4 19.9 
Finance 27 9.2 7.5 
Social Infrastructure 22 11.6 9.4 
Environmenta 23 14.5 11.8 
Industry (Nonagriculture) 17 7.4 6.0 
Macroeconomic and Others 35 11.6 9.4 

 
Total 273 122.9  100.0 
    
TA = technical assistance. 
a If environment-related projects in other sectors are included, there were 65 projects with $26.45 million of resources in the 

environment sector. 
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1. Evaluation of Technical Assistance 

a. Evaluation by the Bank Staff 

101.  The Bank’s evaluation of TA operations in the PRC, as judged by both the TA 
performance audit reports (TPARs) and TA completion reports ratings, have been generally 
good. There were 39 TA completion reports prepared, 3 were rated partly successful, 1 was not 
rated, and the rest were all rated generally successful (Appendix 3, Table 4). Only five TPARs 
have been prepared (Appendix 3, Table 5), and all but one relating to institutional strengthening 
of the environmental protection agency in the PRC were found generally successful. In a 
recently concluded TPAR1 for 5 ADTAs in the financial sector, 2 were rated as generally 
successful2, and 3 partly successful.3 

b. Feedback on TA Implementation 

102.  Despite the overall favorable assessment of the performance by the Bank, there 
were concerns expressed by the counterpart agencies, including the EAs, over the TA program 
and its operational activities during the early phase of Bank operations. The general concern 
was that the Bank’s involvement in project preparation has provided limited value to the 
feasibility studies conducted by the counterpart agencies. Quite often, PPTA consultants were 
unfamiliar with local conditions and the counterpart agencies had to educate the consultants; in 
the end, the PPTA report was largely a re-hash of the counterpart’s feasibility studies. In 
general, based on feedback from the PRC both the counterpart agencies and consultants had to 
face several constraints, including, (i) difficulties to obtain raw data from the counterpart’s 
records; (ii) time constraints in producing the report; (iii) international experts unfamiliar with 
local socioeconomic conditions; and (iv) many foreign experts tending to impose their views on 
the counterparts. While the feedback from the PRC has merits, the process of implementing a 
PPTA in the PRC has been improved over the recent years. From the Bank’s perspective, many 
positive aspects of PPTAs were achieved. There were many cases when PPTA consultants and 
Bank missions revised or changed the recommendations of the local feasibility studies. Some 
local feasibility studies were deficient and did not qualify for ready adoption by the Bank. SDPC 
has relied on the Bank to identify and rectify such deficiencies. The crucial point is that Bank 
staff diligence in scrutinizing the PRC feasibility studies has been variable. The mere existence 
of local feasibility studies and the dominance of the PRC authorities in the project preparatory 
process should not relieve Bank staff from their duty to verify the soundness of project 
proposals. This is the main lesson learned from the failed railway project. 
 
103.  For ADTAs, the general perception from the counterpart agencies was that there 
should be effective follow-up upon the completion of TA studies. While the overall TA reports 
were found useful, a number of factors have resulted in many TA findings becoming obsolete 
too early. These factors included, among others, (i) lack of sufficient consultation with local 

                                                
1 TPA: PRC: Selected TAs for the Development of Financial Intermediation in the PRC, December 1998. 
2  TA PRC 30153: Capacity Building of the Everbright Bank of China, approved in October 1996 and TA PRC 

31158: Reform of the Rural Credit Cooperative System, approved in December 1996. 
3  TA PRC 27238: Institutional Strengthening of Commercial Finance, Management and Accounting, approved 

in January 1995; TA PRC 29523: Study of Foreign and Joint Venture Banks, approved in August 1996; and 
TA PRC 29526: Institutional Strengthening of the State Development Bank of China, approved in October 
1996. 
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counterparts during ADTA implementation; (ii) suggestions and recommendations made in the 
reports appear to be out of context with the sociocultural conditions of the beneficiaries; (iii) lack 
of ownership by the counterpart agencies, as many TAs are supply-driven by the Bank to meet 
certain requirements of the Bank; (iv) lack of translation of the reports into Chinese; and (v) 
inadequate follow-up actions by the Bank. To verify these general perceptions by the 
counterpart agencies, a survey was conducted through a set of questionnaires sent to the EAs 
of 40 ADTAs, of which 29 EAs responded.1 To summarize the responses, the report focused on 
two key questions, namely, those relating to the sustainability of the benefits of TAs and the 
performance of international consultants. For 14 of the 17 environment-related TAs, the benefits 
were judged sustainable but the performance of the consultants was judged medium to low for 
most projects. For the financial sector the effectiveness was judged poorer for 3 out of 6 
projects, the benefits were not regarded as sustainable and for most of the projects the 
performance of the international consultants was judged low to medium. For the other 6 TAs, 
the benefits were judged sustainable for 5 projects; but here again the performance of the 
consultants was judged medium to low in most projects. Thus, the answers from the EAs 
regarding the effectiveness of TAs convey a picture of partial success. Analysis of the survey 
results are presented in Appendix 5. 

2. TAs for the Environment  

104.  The Bank has provided a substantial amount of TAs for the environment in the 
PRC. These TAs, along with the lending operations have covered five major areas: (i) improving 
the policy, legal, and regulatory framework to strengthen environmental management; (ii) 
building institutional capacity in key agencies, including the National Environmental Protection 
Agency (NEPA) and local environmental protection bureaus; (iii) addressing environmental 
problems in selected urban centers; (iv) promoting the efficient use and conservation of soil, 
water, and marine resources; and (v) promoting the use of cleaner processes and clean coal 
technologies for industrial production and power generation. 
 
105.  To help build the necessary capacity for the legal and regulatory framework for 
good environmental management, the Bank has provided assistance to train staff of the 
Environment Protection Committee of the National People’s Congress. The Bank has also 
helped develop a legal information system to support the Committee’s law-drafting and other 
activities.  In the area of legislation, assistance was provided to help draft amendments to the 
Water Pollution Prevention and Control Law, which was passed in May 1996. Under Bank 
assistance, the general environment law was also reviewed. The Bank has provided further 
assistance to help review and revise the proposed land administration law, the framework law 
relating to natural resource conservation, and the law and implementing regulations for the 
management of toxic chemical products. The Bank’s TAs have also helped to strengthen 
environment standards, update effluent and emission standards, establish pollutant control 
standards based on total loads, and build institutional capacity to enforce environmental 
policies. The Bank has made a major contribution to building capacity for environmental impact 
assessment, both at the national level in the NEPA and in the local environmental protection 
bureaus. The Bank’s loan projects to address environmental problems in six cities—Qingdao, 
Tangshan, Chengde, Dalian, Beijing and Hebei—have been combined to strengthen the 
institutional capacity of the local environmental protection bureaus in these cities. The Bank’s 

                                                
1  Eleven were not able to furnish any response because the agencies concerned, while it acknowledged the 

implementation of the TAs, could not find any record on the follow-up activities nor the TA reports. Thus, 
they have no ownership of the TAs, suggesting that there were no sustainable benefits.  
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TAs have helped the State Science and Technology Commission to establish a center for the 
transfer of environmentally sound technology. This center will help to increase the ability of 
enterprises to select, evaluate, import, and use environmentally sound technology. 
 
106.  The contribution of the Bank’s TAs in the area of the environment is widely 
recognized. This success was made possible by: (i) substantial TA amounts that ensured 
impact; (ii) combining lending and TA activities so that TAs can demonstrate the benefits of 
investment in environment and investment provides a mechanism for implementing the 
strategies suggested by the TAs; (iii) selecting a niche agency in the PRC (in this case the 
NEPA); and (iv) providing a focal point for the overall management of environmental TAs within 
the Bank. 

3. TAs for Fiscal Policy Reform 

107.  TAs in support of fiscal policy reforms have also been successful. Since the 
introduction of economic reforms in 1978, the fiscal situation in the PRC has deteriorated. Fiscal 
revenues as a percentage of gross national product fell from 26.7 percent in 1979 to 16.6 
percent in 1992 and the share of central government revenue declined as decentralization of 
economic management to the provincial level allowed widespread negotiation of tax exemptions 
between local enterprises and local governments. In 1991, MOF requested a series of TAs for 
institutional strengthening to improve its skills in policy analysis to support the fiscal reform 
program. In response, at least one TA was included in the program each year from 1991 to 
1997.  These TAs listed in Appendix 3, Table 2 focused on (i) fiscal relations between the center 
and provinces, ways of strengthening the overall revenue effort, and macroeconomic control at 
the center; (ii) study of subprovincial fiscal relations particularly of the impact of the 1994 fiscal 
reform on local government budgets, and ways of improving revenue equalization so that there 
would be greater efficiency and equity in the provision of public goods and services across all 
levels of government; (iii) policy and regulatory framework as well as financial management of 
the social security system in the PRC, and how to efficiently finance the social security 
obligations currently undertaken by the public sector; (iv) ways and means of consolidating 
budgets to incorporate many of the resources managed by local governments as 
extrabudgetary funds and self-raised funds; and (v) a study of municipal public finance to assist 
the government in identifying the responsibilities that the municipal level of government will 
assume under the 1994 fiscal reform program to ensure that expenditure responsibilities are 
adequately funded and a minimum level of service delivery prevails in urban areas. 
 
108.  The evolving government policy in the fiscal reform area has been consistent 
with the recommendations of these TA reports, and a TA audit found these TAs to be generally 
successful. Similar to the environmental TAs, factors contributing to the success are (i) 
allocation of a significant amount of resources in a multiyear framework; (ii) working with an 
effective and responsible agency on a sustained basis; and  (iii) having a focal point in the Bank 
for overseeing these TAs, which in this case involved cooperation between the Programs 
Department and Economic Development and Research Center.  
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4. TAs for Enterprise and Financial Sector Reforms 

109.  Among the examples of less successful TAs are those in the areas of enterprise 
and financial sector reforms. As noted in Appendix 3, Table 2, the Bank has provided seven 
ADTAs worth about $4.03 million in the area of enterprise reforms. However, these TAs have 
been scattered among various agencies in the PRC and their management handled by various 
units within the Bank. There is little evidence that the TA recommendations were being followed-
up and acted upon. The feedback from counterpart agencies was predominantly negative. PRC 
authorities or peers in the aid community do not convey any recognition of a significant impact 
of these TA studies on the policy dialogue within the PRC. Within the Bank, there seems to be 
no focal point for enterprise reform work and the CAPE team could not even find copies of all 
the consultants’ reports on TAs in the enterprise sector. Nevertheless, the Bank was able to 
make some contributions to individual enterprise level reform, e.g., through conversion of the 
Qingdao Tire SOE into a joint venture, the partial listing of Lai-Wu Steel Plant, and enterprise 
reforms adopted for Anqing Acrylic and in two energy conservation projects, the Fertilizer 
Restructuring Project and Anhui Environment Project. 
 
110.  In the financial sector, the Bank has provided substantial TA. Apart from the 
PPTAs for lending support to project operations, there have been 17 ADTAs totaling $6.7 million 
approved from 1987 to 1997. However, these have been disbursed among various agencies in 
the PRC, and the answers to the questionnaire relating to financial sector TAs suggest that they 
did not generate a sustainable policy impact in the country.  

5. TAs for Private Sector Development 

111.  In addition to its financial support, the Bank has tried to help improve the climate 
for private sector investment in the PRC in several sectors, in particular in power, transport 
(roads and ports), water, and finance through a number of TAs (13) and policy dialogue.  
 
112.  In the power sector, the Bank assisted the Government in developing an 
appropriate policy, regulatory, and institutional framework to attract direct foreign investment.1 
The Bank-financed foreign investment seminar held in 1994 in Shanghai examined ways of 
mobilizing foreign investment in the PRC power sector, with a focus on competitive build-own-
operate/BOT schemes. Another conference held in Suzhou discussed issues related to 
corporatization of power utilities and the requirements for mobilizing finance through 
shareholding options. The Bank also assisted the Government in the competitive bidding 
process for the Changsa power project in Hunan. 
 
113.  In the road sector, the Bank helped Hebei Province to develop a range of 
financial instruments for tapping domestic and international sources of capital. This was made 
possible by (i) reviewing the various modalities available in the market, including domestic 
capital markets; (ii) assessing the legal and regulatory framework for highway financing; and (iii) 
assisting in the institutional strengthening of the provincial construction department. The Bank 
has approved assistance to help develop institutional capacity to promote corporatization, 
leasing, and other measures to attract greater private participation in the road sector.  
 

                                                
1  TA PRC 29028: Policy, Regulation and Institutional Framework for Foreign Direct Investment in PRC Power 

Sector, for $751,000, approved in December 1995. 
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114.  In the port sector, a Bank-financed seminar of Port Investment and Competition 
in 1993 helped identify the constraints to private sector development in the PRC. Consistent 
with the recommendations of the seminar, the Government has (i) liberalized tariff controls on 
container traffic and other general cargo; (ii) removed the allocation controls applicable to 
containers and general cargo; (iii) allowed the formation of cooperative companies to provide 
the welfare services for labor previously provided by the State for employees of private sector 
operators; (iv) allowed the formation of private joint ventures to gradually replace the 
government controlled shipping company agency services; and (v) improved access to ports by 
developing transport networks in the hinterlands in an integrated manner.  
 
115.  In the water sector, the Bank-sponsored seminar in October 1996 resulted in the 
provision of Bank support for the preparation of the Chengdu Water Supply Project. This will be 
the first BOT water supply project in the PRC to be awarded on the basis of a transparent 
international competitive bidding process. The objectives of Chengdu Project TA were to help 
prepare a model project proposal and tender and contract documents. In addition, the TA 
helped train responsible staff in the water sector in the evaluation of tenders from private sector 
bidders. 
 
116.  In the financial sector, the Bank’s private sector operations helped to finance pilot 
projects through which PBC tested models to open up the PRC’s financial sector to foreign 
financial institutions. The Bank’s representative in the Board of Directors of the Xiamen 
International Bank has taken a leading role to draft revised Articles of Incorporation of the bank 
to improve governance in line with the best international practice. Drawing upon this experience 
and a Bank-sponsored conference on financial sector development, the Bank approved a TA to 
improve the regulation and supervision of PBC of foreign and joint venture banks. Through its 
active participation in the board meetings of EBBC, the Bank has helped to bring best 
international bank practices to the attention of the Board of Directors of the Xiamen International 
Bank.  

B. Overall Assessment of TA Operations 

117.  The effectiveness of TAs has been mixed. Lessons to be learned can be drawn 
from both the successful and the relatively unsuccessful TAs: 

(i) There is a need to formulate a more focused TA program supporting clearly 
defined strategic objectives. COS documents should incorporate a section on TA 
strategic objectives. Future CPMs should make concerted efforts to focus the TA 
program to link directly with the strategy objectives of COS and the lending 
program of CAP in PRC. 

(ii) The Bank process for PPTAs should take into account PRC’s own project 
investment procedure (see Appendix 2, Figure 1). On the other hand, there is a 
need to undertake policy dialogue with MOF and SDPC to find ways in which 
Bank could participate in the early stages of project formulation.  

(iii) There is a need for greater selectivity in ADTA operations and the introduction of 
TA clusters can produce good results.1 The cluster of TAs provided to the State 
Environment Protection Administration is a good example. There are other 
similar, theme-oriented clusters, including SDPC’s forthcoming formulation of the 
Tenth Five-Year Plan and longer term perspective paper; social security reforms 

                                                
1  The recently revised TA policy of the Bank (R119-97: Review of the Bank’s Technical Assistance Operations 

issued on 10 July 1997) provides staff with administrative tools to process cluster TAs. 
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covering pensions, urban unemployment, health care; financial sector reforms; 
fiscal reforms; and SOE reforms. 

(iv) Although the TA ratings determined by the Bank have been good, Bank staff 
resources devoted to TA have been inadequate to perform the required 
supervision during implementation. On average, less than ten days of staff time 
are spent per TA per year on supervision. There is a need to increase staff input 
for supervision to improve the effectiveness of the Bank’s TA operations.  

C. Economic and Sector Work 

118.  The Bank’s economic and sector work (ESW) program in the PRC is relatively 
small. The Bank’s annual staff budget for ESW in the PRC is only about 0.5 of a staff-year, 
which compares with about 8 staff-years in the World Bank. The Bank’s ESW consists basically 
of updating the economic situation in the PRC for its operational and reporting needs, and an 
occasional analytical and sector piece made possible by gaps in the work program of the staff. 
Hence, ESW has not been an important part of the Bank’s operations in the PRC.  

D. Aid Coordination 

119.  Currently, the PRC prefers not to have a formal aid group to coordinate its 
external assistance. The aid administration is fragmented even within the Government. Until 
recently, PBC was responsible for the Government’s relationship with the Bank. World Bank 
activities were under the purview of the Ministry of Finance, and the Ministry of Foreign Trade 
and Economic Cooperation handled all matters related to the United Nations Development 
Programme (UNDP) and the bilateral agencies. SDPC, under the guidance of the State Council, 
acts as the coordinating arm of the Government in matters relating to external assistance. To 
promote aid coordination, the UNDP Office in Beijing arranges informal meetings of aid 
agencies and publishes an annual report on development assistance in the PRC based on the 
information submitted by major aid agencies. However, in September 1998, the Government 
undertook significant reforms in its civil service structure and placed all aid-coordination under 
the responsibility of MOF. 
 
120.  The World Bank Group provides the most multilateral development assistance in 
the PRC. Its operational strategy focuses on poverty reduction, environmental improvement, 
alleviation of infrastructure bottlenecks, and macroeconomic and enterprise reforms. Main 
sectors of operations include agriculture, transport, energy, industry, education, water supply, 
and health. Its annual lending program during the 1990s has been $2 billion-$3 billion with the 
share of concessional lending declining from about 30 percent in the early 1990s to about 10 
percent in recent years.  UNDP assistance to the PRC under its third country programming 
exercise, which ended in 1995, amounted to $145 million over five years. For the current 
program (1996-2000), UNDP assistance amounts to about $35 million annually. It focuses on 
human resource development including job creation in inland areas, and public administration 
and management.  
 
121.  Japan, through its Overseas Economic Cooperation Fund (OECF) and Japan 
International Cooperation Agency, is the largest source of bilateral financing to the PRC and is 
mainly involved in physical infrastructure (ports, roads, railways, telecommunications, and 
energy development), water resources development and environment improvement projects. 
The Fourth Yen Credit (1996-1998) signed in early 1995, amounts to Y580 billion ($4 billion-$5 
billion equivalent). Other sources of bilateral funding include Australia, Canada, France, 
Germany, Italy, and the United Kingdom. These respective financial assistance programs 
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consist of mixed credits to support commercial interests. The TA cooperation programs of most 
of these bilateral agencies are focused on technological and management improvement, 
environmental improvement, strengthening institutional capabilities, and social development. 
 
122.  The Bank has maintained consultations with other aid agencies without any 
explicit effort to identify its comparative advantages and concentration on the areas thus 
identified. Given its intellectual and financial resources, the World Bank has often played a key 
role in policy dialogue on development with the PRC Government. In some sectors such as the 
financial sector, an effort was made to have an explicit division of labor between the World Bank 
and the Bank (with the Bank focusing on the smaller banks and nonbank financial 
intermediaries and the World Bank on larger commercial banks). However in practice, the World 
Bank has not been able to undertake any major operations in the financial sector for the last 
seven years and the Bank has gradually replaced the World Bank as the main source of 
multilateral assistance to PBC. The Bank has maintained consultations with other aid agencies. 
During the mid-1990s, as part of the COS 1997 preparation, there was an effort to identify 
complementary roles for the Bank, World Bank and Japan in various sectors. There are regular 
consultations between the Bank, OECF, and Japan Export-Import Bank for PRC and other 
countries. The country programming missions visit each embassy of major bilateral donors. 
However, methods to improve coordination with other donors should be improved. 

E. Cofinancing  

123.  During the 1990s, the Bank made a concerted effort to increase the amount of 
cofinancing in its PRC operations. The Bank was the first multilateral agency to use commercial 
cofinancing in the PRC. As of 31 December 1997, the Bank had arranged a total of $1,333.3 
million in cofinancing for the PRC for 17 projects, including $1,071 million from commercial 
banks, $155.0 from the Export-Import Bank of Japan, $64 million from European Investment 
Bank, $42.5 million from export credit, and $0.75 million from UNDP for the two TAs. Despite 
several efforts to attract concessional cofinancing from bilateral sources to soften the terms of 
the Bank lending to the PRC, such cofinancing has been limited. Cofinancing continues to be 
concentrated on commercial cofinancing. This pattern of cofinancing is expected to continue as 
the pipelines of bilateral agencies in the PRC are full, and there is little additional financing 
available to cofinance Bank-assisted projects. Commercial cofinancing, using both parallel 
cofinancing and the complementary financing schemes, has accounted for the largest share of 
cofinancing activities ($1,071 million or 80.3 percent of total cofinancing). In line with the Bank’s 
decision to recognize domestic cofinancing starting in late 1996, the amount includes $510.5 
million cofinancing from domestic sources. The remaining 19.7 percent was from official sources 
(16.5 percent) and export credit (3.2 percent). The type of cofinancing differs from Bankwide 
experience as shown in Table 9. 
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Table 9: Cofinancing in the PRC 

(As of 31 December 1997) 
 
   Commercial  
 Official 

Cofinancing 
Export 
Credit 

 
Parallel 

 
CFS 

 
Subtotal 

Total 
Cofinancing 

       
PRC 219.75 42.50 866.00 205.00 1,071.00 1,333.25 
 (16.48)  (3.19) (64.95) (15.38) (80.33) (100.00) 
Bankwide 18,645.85 

(71.28) 
4,439.41 
(16.97) 

2,405.96 
(9.20) 

669.08 
(2.55) 

3,075.04 
(11.72) 

26,160.30 
(100.00) 
 

CFS = Complementary Financing Scheme; PRC = People’s Republic of China. 

 

VI. AN ASSESSMENT OF OVERALL PERFORMANCE 

124.  To assess the overall performance of Bank operations in the PRC, quantitative 
performance indicators have been developed. Despite some subjective elements inherent in this 
approach, quantitative indicators are useful for measuring performance on an ordinal scale over 
time and among countries.  
 
125.  For ease of classification, only three levels of performance—high, medium, and 
low—are considered for each performance category. The overall assessment is obtained as a 
simple average of these ratings, which provides a wide range of outcomes. (Further 
sophistication can be introduced later if weights can be assigned to different performance 
categories.) The performance categories are the ones discussed in the preceding sections. One 
point worth emphasizing here is the distinction made between efficacy and effectiveness. The 
former refers to progress in achieving strategic and sector objectives as defined in the COS 
documents, whereas the latter refers to progress in achieving objectives as defined in the 
individual projects. 
 
126.  Table 10 presents the ratings based on the discussion in the preceding chapters. 
The overall rating for the first phase (1986-1990) is 1.5, i.e., at the midpoint of low to medium 
performance. During phase II (1991-1997), there is a significant improvement, and the 
performance level is 2.05, i.e., slightly above the medium-level performance.1 

                                                
1  Programs East Department has expressed major concerns about the methodology employed, particularly in 

terms of subjectivity and lack of weights. PED has suggested that more weight should be given to project 
quality than to the other criteria. PED does not believe that the rating arrived at by Postevaluation Office’s 
methodology fairly reflects overall performance.  
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Table 10: Overall Assessment of the Bank Operations in PRC, 1986-1997 
 
 Performance Performance 
 Level a Level  
Performance Category (1986-1990) (1991-1997) 
   
1. Relevance and Efficacy of Strategy and Programs   
   
   A.     Relevance   
            1. Identification of strategic objectives n.a.  
                a. Economic efficiency  2 
                b. Poverty  2 
                c. Environment  3 
            2. Instruments to deliver on  n.a. 2 
                strategic objectives   
            3. Operationalization of instruments n.a. 1 
   
   B.     Efficacy   
            1. Progress toward achieving strategic objectives n.a.  
                a. Economic efficiency  1 
                b. Poverty  2 
                c. Environment  3 
            2. Progress toward achieving sectoral objectives n.a.  
                a. Agriculture  1 
                b. Finance  1 
                c. Industry  1 
                d. Energy  3 
                e. Transport and Lending  3 
   
II. Effectiveness of Lending and Nonlending Operations  
   
   A.     Completed Lending Operations   
            1. Agriculture 2 2 
            2. Finance 2 1 
            3. Industry 1 2 
            4. Energy 2 3 
            5. Transport and Communications 1 3 
   
   B.     Nonlending Operations   
            1. PPTA 1 2 
            2. ADTA 2 2 
            3. Co-financing and private sector investment 1 3 
   
  Overall 1.50 2.05 

 
n.a. = not applicable, because there was no COS during this period; ADTA = Advisory TA; PPTA = Project Preparatory TA. 
a  Performance level consists of the following: High:3; Medium:2; Low:1. 
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VII. OVERALL ASSESSMENT AND LESSONS FOR THE FUTURE 

A. Overall Assessment 

127.  The Bank operations in the PRC since 1986 have been characterized by a 
supportive rather than interventionist approach. The Bank’s strategy formulation and country 
programming has been constrained by a number of factors, including those that emanated from 
a divergence in the strategic objectives of the PRC and the Bank. In light of these constraints 
and the Bank’s own development agenda, the Bank’s operations departments managed to 
devise an assistance program that struck a balance between the needs of the PRC and the 
Bank. However, in so doing, there appears to have been inadequate linkage between the 
Bank’s assistance strategy (as spelled out in the COSs) and the CAPs (which reflects the 
country’s assistance program). The Bank's COSs tend to focus on key strategic objectives along 
the lines advocated by the Bank’s MTSF. The initial COS did not adequately consider that the 
PRC authorities would borrow from OCR resources only if projects were commercially viable 
and ensured debt service. There was relatively little concern on the part of the PRC in the past 
to link projects with the Bank’s strategic objectives. The initial COS’s strategic objectives 
coverage was too broad to be operationally effective and too inward looking to gain the 
operational support of the PRC planning authorities. On the other hand, the CAPs have often 
reflected decisions made by the PRC about its investment programs and their allocation to the 
aid agencies without a significant link to the COSs. Over time, the operations departments were 
able to assemble a project portfolio that came closer to the Bank’s strategic objectives. 
 
128.  The quality of the Bank’s portfolio in the PRC has been mixed. During the 
formative years (1986-1990), the Bank’s portfolio was constrained by teething problems, and 
loans totaling about $505.9 million were approved. Eight projects were approved but one was 
terminated soon after approval. During implementation, all projects were given AAA ratings, and 
the PCRs rated the seven completed projects as generally successful. However, PPARs 
conducted for five of the seven completed projects revealed a success rate of 60 percent. 
PPARs rated two projects as unsuccessful. In the subsequent period (1991-1997), 13 projects 
were completed, although two were terminated prematurely. As in the earlier phase, the project 
supervision and PCR ratings were all successful (except for one PCR rating of partially 
successful). No PPAR has yet been conducted for these recently completed projects. 
Preliminary assessment of the projects indicates positive outcomes. 
 
129.  The Bank has a relatively large TA program in the PRC. The annual TA program 
increased from about $3 million to $4 million and reached about $20 million by 1997. The 
program covers project preparation, policy reform, capacity building, and regional cooperation, 
among others. It serves as a nonlending instrument to provide support to the Bank’s lending 
operations. The TA program in the PRC seemed to be too diverse, and except for the 
environment and fiscal policy reform sectors, there was not enough focus to bring about 
substantial impacts in particular areas. The Bank’s country strategy documents gave little 
emphasis to TA as an instrument for promoting reform measures and for institutional 
strengthening. PPTAs were often criticized as ineffective with little or no value added. However, 
too little involvement of the Bank in the feasibility study process has, at least in one case, 
contributed to project failure. Many ADTAs were supply-driven and lacked ownership by the 
PRC. The cluster of TAs for the environment sector has proven to be a success story and 
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should be used as a model to be used for other niche sectors/agencies. Thus, there is need for 
greater selectivity in TA operations and the TA strategic objectives/program should be clearly 
spelled out in the COS. 
 
130.  An assessment on the overall performance of the CAPE reveals that there is 
significant improvement in Bank’s overall performance from the 1986-1990 period to the 1991-
1997 period. 

B. Lessons for the Future 

1. Weakness in the COS 

131.  The COS responded well to the internal needs of the Bank, although the initial 
COSs were too broad to be operationally effective and measurable. The COS documents were 
perceived by the PRC as Bank-driven without much relevance to the PRC reality. This explains 
the frequent inconsistency between the COSs and the CAPs, based largely on projects selected 
by the PRC authorities. The COS document should conform to the objectives of the PRC or be 
more transparent about the difference in strategic views. This would provide the basis for 
identifying the instruments available to the Bank to achieve its strategic objectives. The COSs 
and the CAPs should more adequately analyze the range of action parameters available to the 
Bank, including distribution between lending and nonlending operations, lending by sector and 
region, and TA and ESW operations. The COSs should also develop indicators to monitor long-
term development objectives and prepare action plans to correct deviations from those 
objectives as they occur. In defining the strategic objectives, there should be frank discussion 
with PRC authorities as to their feasibility in view of the Bank’s constraints and the PRC policies.  

2. Linkages between Strategic Objectives and the Assistance Program 

132.  The strategic objectives outlined in COS 1991 and COS 1997 tend to be too 
inward looking to gain operational support of the PRC planning authorities. The CAPs, which 
present the multiyear rolling programs of loans and TAs, are often a reflection of the decisions 
made by the PRC about their investment programs and their allocations to the aid agencies, 
with little linkage to the strategic objectives of the Bank. The CAPs embodied the borrowing 
program of the PRC rather than operationalization of the COS. There is a need to realistically 
assess the constraints faced by the Bank’s operations in the PRC and resolve the differences of 
views between the Bank and the PRC. Operations should focus more sharply on specific 
strategic issues where the Bank has a comparative advantage, for example, the environment 
and fiscal policy reform areas. The CAP should in turn more fully reflect the strategic directions 
of operations agreed between the Bank and the PRC. This requirement is more adequately met 
by the 1997 and 1998 CAPs. 

3. Focus of the Bank’s Assistance Program 

133.  The PRC’s need for financial institution building, resources, and policy reforms is 
enormous, and the Bank’s assistance program is relevant in the sense that it can contribute to 
the needs of the country. However, the Bank’s resources are limited and have been scattered 
thinly over many sectors and regions without creating a critical mass for significant impact. The 
lesson of experience is that the Bank should aim at identifying niches for itself, taking into 
account its limited resources and staff constraints, rather than trying to meet the PRC’s needs 
over a wide spectrum. 
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4. Preparation of PRC Operations 

134.  Projects financed by the Bank in the PRC were mostly identified and formulated 
by the Government. The Government has been not just the owner but author of its projects. The 
EAs took pride in their capability and sometimes entertained little or no intervention in their 
project designs. This is a reflection of strong ownership that the Bank has often advocated. This 
study provides a first insight into the development outcome for projects that were approved and 
completed during the formative years (1986-1990) of PRC operations. This outcome was 
generally less than satisfactory (60 percent success rate). This should be a signal to the PRC 
planning authorities that weaknesses exist in their project formulation and planning processes. 
That the Government is aware of this, is demonstrated by the recent creation of an Inspectorate 
within SDPC. The mission of the Inspectorate is to ensure and improve project quality. This will 
open an avenue for the Bank to pursue active policy dialogue with the PRC planning authorities 
and enable the Bank’s involvement in the early project formulation phase rather than at the 
postfeasibility study stage.  

5. Use of TA Resources 

135.  The TA program is an important nonlending instrument that could improve project 
quality, strengthen institutional capability, and contribute to policy reforms. The TA program was 
found effective in areas such as environment sector and fiscal policy reforms and less effective 
in other areas. In general, the TA resources have been scattered over a large number of 
operations with inadequate coordination and supervision. There were also no strategic 
objectives formulated for the TA operations, and many TAs were supply-driven to satisfy the 
Bank’s own internal needs. There is inadequate ownership on the part of the PRC’s EAs for 
many TAs implemented. The lesson of experience for the PRC is that TA resources can be very 
effective instruments to bring about capacity building and policy reforms. The ways and means 
of using the Bank’s TA resources more effectively should be considered more fully in COS and 
CAP documents. Cluster TAs to assist the long-term development of niche counterpart agencies 
should be defined. For better management of TA resources, the staff in project departments 
should be involved more fully in TA programs. There is also a need to consider how TA funds 
could be used more effectively to assist staff in designing and implementing TA projects. 
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APPENDIXES 
 
 
 
No. 

 
Title 

 
Page 

Cited on 
(page, para.) 

    
1 Comparative Perspectives of the Economy 45 2,8 
    
2 Loan Processing and Approvals 47 9,33 
    
3 Technical Assistance Processing and Approvals 55 19,67 
    
4 Summary of Current Project Implementation Issues of 

Ongoing Bank Assisted Projects (as of 31 August 
1998) 

 
 
66 

 
 
29,94 

    
5 Technical Assistance Survey Questionnaire Analysis 73 33,103 
    
    
 
 


