
• 0 .. 
J 11 

Confidential 

TO 
The Managing Director 

' The Deputy 11anaging Director o-.·rr;;, December 20, 1974 

FAOM Andreas Abadjis (\ . (1., 

suBJ"cr , Republic of China - Article XIV Consultation Discussions 

A staff team comprising.Messrs. W.G.L. Evers, J.B. Stepanek, B.C. Stuart, 
and myself visited Taipei from December 2-13, for the 1974 Article XIV Consulta
tion discussions. The Chinese delegation was headed by Mr. S.Y. Wang, Vice 
Minister of Finance. The mission also had discussions with the Minister of Finance 
and the Governor of the Central Bank of China. 

As a result of the sluggish world demand for its principal exports, such 
as textiles, plywood, and electrical and electronic goods and components, the 
economy of the Republic of China is expected to show practically no growth in the 
second half of this year; for the full year, real GNP is expected to grow by 
3.3 per cent , compared with an increase of 11.9 per cent in 1973. Export indus
tries have been burdened with excessive inventories of imported raw materials 
and exportable goods, and continuing layoffs have created an unemployment problem. 
Preliminary estimates indicate a reversal in the trade balance from a US$766 
million surplus in 1973 to a US$800 million deficit in 1974. However, as a result 
of a much larger net inflow of capital, especially short-term capital, the 
overall balance of payments deficit is expected to be less than US$100 million 
this year . 

In view of the foregoing difficulties, and following the recommendation 
of a group of Chinese professors, certain members of the Economic Committee of 
the Cabinet (e.g., the Minister of Finan~e) were in favor of floating the New 
Taiwan dollar . The press had given publicity to this reconnnendation, and upon 
the mission's arrival it was reported that the exchange rate would be the main 
topic of our discussions. However, following the depreciation of the Kore.an won, 
the Government did not take similar action, but adopted a wait-and-see attitude , 
apparently at the insistence of the Governor of the Central Bank. The Minister 
of Finance explained that they were under strong pressure to depreciate the 
currency since both countries competed in the same markets, and the competitive
ness of the Chinese exports had been eroded by the sharp price and wage increases 
in 1973 and the opening months of 1974. The Minister said that the authorities 
were in close contact with the business community and were following the effects 
of the Korean action on the Chinese export industries and unemployment, and that 
in a month or so the Gove:rnment would reappraise the appropriateness of the 
exchange rate of the 1h?w Taiwan dollar. He mentioned that cases had already been 
reported to him of foreign buyers asking Chinese exporte:cs to lower their prices 
by 10 per cent or lose orders to their Korean competitors. I indicated that the 
decision taken was the right one, since the Chinese economy had achieved a large 
measure of price stability in recent months which could have bee.n jeopardized 
by a devaluation: the consumer price index had increased by 2.5 per cent during 
eight months to October 1974, although, compared with October 1973, it was 35 per 
cent higher. I expla:f.ned the circumstances whi ch l ed t o the deprecic..::icn of tlie 
won, and the fact that Korea was making subst3ntial adjustments in the pTices of 
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petroleum products, electricity and transp:Jrtation which would ,lt in higher 
costs and prices; if China could maintain a relatively stable c ·./price 
structure, especially in view of the easing of the pressure for :.arge wage 
increases, the competitive edge that Korea had gained could diminish or disappear. 
I also discussed briefly the guidelines for floating and the possibility of an 
appreciation of the New Taiwan dollar thereunder, as happened in the case of the 
Hong Kong dollar, and certain other disadvantages that a floating rate might have 
for China. 

On November 15, 1974, an "anti-slump" program was announced by the 
Government aimed at assisting the ailing export industries. It included expanded 
credit facilities to these industries and a reduction in the statutory reserve 
requirement against time and savings deposits. On December 10, further credit 
facilities for export industries were introduced, all bank interest rates were 
reduced by 0.5 per cent, and a number of minor financial incentives were given 
to export industries. We pointed out that although credit measures to help 
export industries were necessary, these could result in an appreciable expansion 
of total credit. Therefore, it was desirable to establish an overall credit 
ceiling to avoid excessive credit expansion; the ceiling should be in line with 
the expected growth of the economy, the balance of payments projections, price 
expectations and interest rate policy. Regarding fiscal policy, the budget 
presented to the Legislative Yuan was balanced; however, we expect that it will 
show a surplus, since revenues appear to have been underestimated. 

The restrictions on short-term foreign borrowing by exporters and 
importers were substantially relaxed this year, and consequently the net inflow 
of short-term capital increased markedly; the inflow of direct investment and 
long-term capital also increased. In view of the low debt service burden, China 
is in a favorable position to incur additional foreign indebtedness to finance 
its current large infrastructure program, and for other purposes. However, the 
Minister of Finance pointed out that they had been effectively·barred from using 
the resources of the IBRD and the Fund, .and expressed concern regarding future 
access to Eximbank resources; China has been relying heavily on such resources 
for the financing of infrastructure and other projects. 

During '1973, imports were substantially liberalized, and tariff rates 
were reduced both in th.at year and in 1974. However, the authorities indicated 
that in view of the difficulties experienced by. domestic industries and the 
increase in unemployment, as well as the turnaround in the balance of payments, 
they had taken certain restrictive measures on imports. The importation of 
fully assembled cars was prohibited as were imports of color TV sets from Japan. 
In addition, the authorities introduced on November 15, 1974, a regulation 
providing that applications for licenses to import certain raw materials would 
be refused if locally produced goods were in excess supply and were being offered 
at prevailing international prices; 1.10 applications for licenses have been refused 
so far. Although sympathizing with the problems confronting the authorities, 
we e}.rplained the rationale of the Rome Communiqrn{,and pointed to the considerable 
protection that the adoption of the Voluntary Declaration concerning trade 
measures would provide to countries, like China, which rely heavily on exports. 
Regarding the Declaration, they said that they were studying the matter,. and 
would in due course reply to the Managing Director's letter. 

cc: ~TR Mr. Tun Thin 
FAD Mr. Ahrensdorf 
LEG 
RES 
TRE 



INTERNATIONAL MONETARY FUND 

November 20, 1974 

Mr. Palmer: 

Mr. Tun Thin has redrafted 
the covering memo and page 8 of 
the brief, and copies of each are 
attached. Please let me know if 
you have any comments so that I 
may send you the final version 
of the brief. 

Attachment 

n ~O ~ 
W reas Abadiis 
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Office Mem oratldu m 
The Managing Director 

TO The Deputy Managing Director 

FROM Tun Thin and Donald K. Palmer 

SUBJECT : Republic of China 
Consultation 

Briefing Paper for Article XIV 

DATE: November 20, 1974 

Attached is the briefing paper on China for your approval. It 
bas been cleared with Messrs. Silard (LEG) and Miller (TRE). We would 
appreciate receiving your comments by the end of the day on November 26. 

The brief bas argued that on the basis of available information 
there is no immediate need for depreciation of the new Taiwan dollar. 
However, it is likely that China would react by proposing a depreciation 

r-----.,, in its exchange rate and/or a move to a floating rate system should the 
·....__/ Korean i;._ron be depreciated later; Korea is a major competitor of China in 

the United States, Japan and other markets. 

Attachment 
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REl?UBLIC OF CHINA 

Briefing Paper - 1974 Article XIV Consµltation 

.Prepared by the Asian Department and the 
Exchange and trade Relations Department 

Approved by Tun Thin and Donald K. Palmer 

November 20, 1974. 

I. Introduction 

The .1974 Article XIV consultation discussions with China will be 

held in Taipei, from December 2 to December 13, 1974. The staff team will 

consist of Messrs. Andreas Abadjis (ASD) (head of mission), WillemG. L. 

Evers (ASD), Brian C. Stuart (ETR), James B. Stepanek (ASD), and a secretary. 

Quota: 

Use of Fund 
Resources: 

Fund holdings 
of NT$: 

Last Article 
XIV Consul.., 
tat ion: 

SDR posit ion: 

Par value, central 
and represen
tative rates: 

II. Fund Relations with China 

SDR 550 million, of which SDR 59.9 million has been paid 
· in· gold. 

A gold tranche purchase was made on October 20, 1971. 

100 per cent of quota. 

Staff discussions were held in April 1973 and .the Executive 
Board Decision was taken on July 18, 1973. Decision No. 
4013-( 73/75) is attached to this paper. 

China is a participant in the Special Drawing Account, 
but has opted not to receive allocations so far, 

An ·initial par value of NT$ 40 per U.S. dollar was agreed 
with the Fund on September 4, 1970~ On May 8, 1972, the 
par value was changed to NT$43. 4286 per special drawing 
right, corresponding to NT$40 per US$1; on the same date, 
China availed itself of wider margins, Decision No. 3639-
( 72/42). On February 16, 1973, ·the Government established 
a central rate of NT$45. 8413 per special drawing right, 
or NT$38 per US$1 (Decision No. 3875-( 73/14), adopted 
February 17, 1973). The establishment of the centra~ 
. rate represented a depreciation of 5 .26 per cent from the 
par value expressed in gold. The new Taiwan dollar has, 
since, been pegged to the U.S. dollar. The representative 
rate for Fund accounting in new Taiwan dollars is the 
midpoint of the buying and selling rates for the U.S. 
dollar as determined by the Central Bank of China. 
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Mr. Quinton, from the fiscal panel, assisted in the 
adoption of the brussels Tariff Nomenclature from .. 
May 1971 to. November 1973. ·Mr. J.C. Duignan, from 
the fiscal panel, prepared a report on a value-added 
tax for the Republic of China in 1970 an4 visited 
Taipei in January 1974 to assist in the preparations 
for the introduction of the tax. A CBS mission visited 
Taipei during March 19 74 to assist in the revision of 
tlie Central Banking Act. 

III. Recent, Economic Developments 

The rate of growth of the economy accelerated in 1973. Real GNP 

increased by 12.3 per cent, compared with an average rate of growth of 

11.4 per cent in the preceding three years, and an average rate of 9'.5 per 

cent envisaged by the current Four_.Year Economic Development Plan 1973-76. 

Per capita income at current prices increased by 20 per cent to US$446 in 

1973. The population growth rate has been falling, and in 1973, for the 

first time, it was below 2 per cent. Preliminary estimates indicate that 

the rate of growth in real GDP will decline to about 8 per cent in 1974. 

·supply shortag.es, the.decline in the world demand for the country's exports, 

and the high cost of agricultural and industrial materials, especially oil 

and related products would be the main factors responsible for the ~xpected 

decline in the rate of growth. 

As in other countries, inflation has become the principal problem 

confronting the authorities in Taiwan. Following a period of relative 

price stability, 'consumer pi; ices increased by 30 per cent and wholesale 

prices by 40 per cent during 1973. Imported inflation was an important 

factor, but a strong· expansion .in domestic demand financed by a marked 

increase in credit also. contributed to the price inf lat ion. In 1973, 

the authorities took a number of measures to counter inflation, including 

increases in interest.rates, the issuing, for the first time, of Treasury 
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bills to reduce the.liquidity of the banking.system, and considerable 

tariff reductions and relaxation of import restrictions. In January 

1974, the Government announced that in order to break· the inflationary 

·psychology it would. permit 11once for all'' large. priee· increases with the 

intention of subsequently stabilizing them at a higher .level. Govern

ment subsidies on petroleum products, steel bars, soybeans and other 

key commodities were removed, and ptices arid r.ate.s of public utill.ties 

and other Government goods and _services were 1ncreased. ·At the same 

time, Central Bank and commercial bank loan interest rates and rates on 

commercial bank deposits were increased by 3-4 percentage points to a 

range of 14.0-17 .5 per cent lending rates and 10-15 per cent for 

deposit r.!:ltes. Prices increased by 29 per cent during the first three 

months,of 1974 but have tended to stabilize thereafter. The consumer 

price index in July 1974 was about 50 per cent higher than iri July 197.3. 

Additional tariff reductions were introduced in.October 1974. Wage 

increases accelerated: in 1973, the manufacturing wage index wa·s, on 

the average, 22 per cent higher than in 1972, and in May 1974, it. was 

44 per cent higher than the 1973 average. 

Little information is available on the 1973/74 (July 1-June 30) and 

1974/75 budgets~ because they are not published. Money supply increased 

at a more rapid rate in 1973 ( 47. per cent) than in 1972 ( 35 per cent) and 

1971 (19 per cent). Th:ls increase was associated.principally with the large 

expansion in credit to the private and public enterprise sector ( 45 ·per cent); 

and also with the increase in net foreign assets ( 22 per cent). On the 

other hand. net credit to Government declined substantially ·i~ 1973. Qua~i

money rose at a lower rate ( 22 per cent) in 1973 than in 1972 ( 32 per cent). 
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·possibly because of the ·decline in real rates of interest and a shift 

in liquidity preference. During the first eight months. of 1974, money 

supply decreased by 3 per cent. Net foreign assets iecorded a decline 

equivalent to 11- per cent of money supply at the end of 1973. Credit to 

the private sector and public enterprises rose by 26 per cent compared 

with a 32 per cent increase during the first eight months of 1973, but 

the decline in net credit to Government was approximately one half. of the 

decline during the same period in 197 3. The .rate of increase in quasi-

money ( 23 per cent) was approximately the same as in the first eight 

months of 1973. 

During· 1973, China's balance of payments continued its strong per-
' 

formance of ear lier years: the fifth consecutive surplus was registered 

amounting to SDR 323 million. Export earnings increased sharply by 51.per 

cent and, although import payments increased at an even higher rate, the 

net result was a further improvement in the trade balance. Exports to·. 

the United States and Japan accounted for 38 and 19. per cent, respectively, 

of total exports while imports from these countries accounted for 25 and 

38 per cent, respectively, of total imports. Despite substantial increases 

in receipts from· long-term loans and direct investment; the capital account 

showed a deficit during 1973 owing to a large increase in short-term export 

financing. 

During the first six months of 1974, China's balance of payments 

moved into deficit, owing·mainly to a large rise in imports; exports were 

5.6 per cent higher than. in the first half of 1973. The trade balance showed 

a deficit of US$262. million, in contrast to a surplus of US$357 million 

during the first six months of 1973. The capital account showed a surplus 



5 

,during the. first half of 1974 owing to a reflow of short-term capital 

as well as to a rise in receipts from long-term loans. The balance of 
': 

payments showed an overall deficit of US$271 million, in 'contrast to 

a surplus of US$323 million in the first half of 1973. 

Imports of crude oil increased from 3 .4 million tons in 1971 to 

ll.2 million tons in 1972, partly in order to build up stocks. ·In 1973, 

they· declined to 5 .4 million tons, but increased again to 10. 7 million 

tons during the first six months of 1974. 

Gross official internation·al reserves increased by SDR 70 million 

Q during 1973, and by SDR 42 million during the first eight months of 

1974. At the end of August 1974, they amounted to SDR 978 million, 

0 

equal to about two months of imports. 

The exchange and trade control systems continue to involve restric

,t.ions. .Ho,we:ver, since 1970, imports have been gradually liberalized by 

shifting commo.dities from the controlled to the permissible list. In 

March 1973, 2,000 items were added to the permissible list, which now 

include.s some 15,000 items versus 460 on the controlled list. In July 

1974, imports of automobiles and color TV sets from Japan were suspended 

while the number of color TV sets imported from ,the United States and 

Europe was restricted. Since February 1973, China's trade-weighted effec

tive exchange rate has appreciated by about 3 per cent •. During 1974, 

the effective exchange rate has remained relatively stable. At the end 

of Octob.er the rate was virtually unchanged from the May 1971 level. 

IV. Topics for Discussion 

In 1973, the Chinese economy recorded again a rapid rate of growth, 

but, in contrast to preyious experience, it was accompanied by a sharp rise 
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in prices which continued during the opening.months of·l974. The balance 

of payments showed an overall deficit during the first half of 1974, 

and the rate of growth of real GNP is· estimated at about two thirds of 

that in 1973, owing prfocipally to the adverse impact of the slowdown 

in world economic activity on China's export industries. 

Currently, inflation is the most important problem confronting the 

authorities. ·In an economy as open as the Chinese economy where both 

exports and . imports of goods and ·services exceed 50 per cent of GNP, 

Q external factors have a marked influence on price developments. However, 

the large credit eJi:pansion has contributed to demand pressures. The 

0 

staff team .will review the measures taken so far to curb inflation; 

following the upsurge at the beginning of 1974, prices have declined 

slightly •. The staff will inquire about price prospects and the future 

role Qf fiscal and credit policies in relation· to the Government's 

balance of payments and growth objectives. Recent developments in time 

and savings deposits and interest rate policy will be examined, and 

developments .in the long-term capital market will be assessed. 

~The Government has recently announced a program for large capital 

expenditures on infrastructure, the development of which had.not kept 

pace with industrial expansion. ·The adoption of this program may also 

be related to the recent decline in economic growth and the deterioration· 

in export prospects. The staff team will inquire ~ether the objectives 

of the Four-Year Development Plan ( 1973-76) have been amended, especially 

with. regard .to the role that had been assigned to exports of providing 

the main impetus to economic growth; the implications of such a change 

for the balance of payments prospects will be discussed. 
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The reasons for the· reversal of the trade balance from a surplus to 

a deficit in .the first half. of this year will be examined .. Recent develop-. 

,ments and prospects for Taiwan's expo:r;ts of manufactµred goods, including 

textiles, will be asses.sed in the context of the recessionary trends in 

the country's major markets, and the restrictions . placed on certain Chinese 

exports in these mar~ets. The. factors behind the sharp increase in imports 

in the first half of 1974. and import prospects for 1975 will be discussed; 

import liberalization measures taken in 1973 were, of course, one of the 

factors behind the large increase in imports. The staff team will request 

information about any recent foreign borrowings, as well as any special 

arrangements made for financing oil imports. The outlook for foreign 

investment will be discussed, and, more generaUy, the. overall balance 

of payments prospects for 1975 will be assessed. The mission will also 

obtain latest data on outstartding .external debt and the debt profile. 

China's prorated maximum acce.ss to the oil facility amounts to 

SOR 272. 95 million under Option D ( SM/74/220, Table 5). In view of the 

deteriorating balance .of payments position, the Chinese authorities ·may 

raise the question of using the Fund's oil facility. The staff team 

will, of course, have to examine whether a balance of· payments need . 

exists,·on the basis of more recent data; the latest data show that 

gross international reserves had actually increased during the first 

eight months of 1974. However, in the case of China, there is·another 

consideration that should be taken into account, viz., that a request 

for a purchase under the oil facility ma:y raise broader issues in. the 

Board discussion of ·such a· request, and the mission should point this 

out to the authorities. 
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Since February 1973 when the new Taiwan dollar depreciated by 5.26 per 
/ 

cent in terms of gold, the trade-weighted effective exchange rate has appre-

ciated by 3 per cent. At the request of the Government, Chinese professors 
. . 

of economics in U.S. universities made a _study last summer in which they 

recommended that the new Taiwan dollar should be allowed to float in order 

to improve the trade balance. The staff feels that in the case of China 

where sj:>eculative capital flows are not important, floating the rate may 

not be an appropriate solution. Although there was a sharp deterioration 

in the trade balance in the first half of this year, this was due principally 

Q to a sharp .increase in 'imports reflecting partly restocking in various 

commodities including oil. Exports of. manufactured goods, ~uch as textiles 

and plywood, have been encountering difficulties, owing mainly to the 

slowdown in the world demand for such products; the prospects in this 

regard are, of course, unclear. The extent to which China can borrow 

abro'ad next year is uncertain, but its low debt service ratio at present 

suggests that it may be able to do so at an adequate scale. On the basis 

of available information, the staff believes that there is no immediate 

.<::) need for depreciating the exchange rate, but will, of course, examine recent 

balance of payments developments and prospects, and adjustment policies 

with the Chinese authorities. The staff team will also explain to the Chinese 

authorities the implications of the guidelines for floating. 

China continues to maintain comprehensive exchange and trade controls, 

some of which are applied restrictively. Although a substantial liberaliza-

tio_n of imports was implemented in 1973, 463 items, or 3 per. cent by number, 

I 

I 

-~ 
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still remain on the controlled list. In July 1974, imports of automobiles 

and color TV sets from Japan were su.spended, and imports of color TV sets 

from the United States and Europe were restricted. Tjle staff team will 

inquire about the reasons and nature of these restrictions, and will draw 

·the attention of the authorities to the importance of avoiding measures to 

restrict trade and current payments in meeting the balance of payments 

problem. The staff team will examine existing exchange and trade restric-

tions and their implementation, and will explore the scope for liberaliza'."" 

tion. The authorities' positive response to the ilVoluntary Declaration on 

() Trade Measures" contained in the C-20 Communique of June 13, 1974, will 

be. encouraged. 
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INTERNATIONAL MONET.ARY FU:ND 

China - 1973 Article XIV Consultation 

Executive Board Decision - July 18, l.973 

1. This decision is taken by the Executive Directors in concluding 
the 1973 consultation with the Republic of China pursuant to Article XIV, 
Section 4, of the Articles of Agreement. 

2. During 1972 economic growth continued at ahigh rate. Since 
about mid-1972 price increases tended to accelerate and toward the end of 
the year became a matter of concern. Both cost-push factors related 
mainly to external developments and demand pull factors due to substantial 
monetary expansion generated in large part by the e;&:ternal sector played 
a role. The Fund welcomes the authorities' efforts to restrain the growth 
of liquidity, including the more active use of debt management and monetary 
policy and to take other measures to curb price increases, and recommends 
further strengthening of such policies. 

3. The balance of payments strengthened further in 1972 with a 
growing current account surplus and some revival of net capital inflow, 
and exports and imports significantly exceeded expectations. Developments 
in the first part of 1973 .suggest a .continuation of these trends. Some 
of the policies adopted recently should have some countervailing effects. · 
The Fund we~comes the authorities' continuing intention·to adapt policies 
in the light of changing circumstances. 

4. Both internal and external developments facilitated the recent 
substantial liberalization of' restrictions on imports and some relaxation 
of restrictions on current payments. The Fund believes there still 
remains scope for moves in this direction, and that further liberalization 
would be conducive to achievement of internal and e.~ternal policy objectives. 



Mr. Abadji• November 18, 1974 

Donald x.. Palmer 

China - Col'leult~tion Briefing Paper 

I have two comnents to aake on the brief 1111 paper, both •lating to 
page 8. 

1. In diac118aiug possible use of the oil facility, you appear to refer to 
a decline of net international reserve• in the first half of 1974. However, the 
criterion for use of the oil facility 19 groaa international re•erves. On the 
basis of the fact that aross international re•ervea rose by SDR 42 llillion during 
the first 8 months of 1974 (page S), China would not qualify for the use of the 
oil facility. 

2. Perhaps uuintentionally, the briefing paper gives the iapreaeion that 
the staff baa no position as to the preferred fora of the uchange rate system. 
While, in present circumatancee, the etaff might have to go along with a floating 
ezcbange rate systa, if one were introduced, I would still think it would be 
our preference that the Chinese continue with the existing system. If there 1• 
agreement on this Yiev, I think the briefing paper •hould reflect it. 

cc: Mr. Evans 
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REPUBLIC OF CHINA 

Briefing Paper - 1974.Article XIV Consultation 

Prepared by the Asian Department and the 
Exchange and Trade Relations Department 

Approved by Tun Thin and Donald·K. Palmer 

November ' 1974 

I. Introduction 

The 1974 Article XIV consultation discussions with China will be 

held in Taipei, from December 2 to December 13, 1974. The staff team will 

consist of Messrs. Andreas Abadjis (ASD) (head of. mission), Willem G. L. 

Evers (ASD), Brian C. Stuart (ETR), James B. Stepanek (ASD), and.a 

secretary. 

· Quota: 

Use of Fund 
Resources: 

Fund holdings 
of NT$: 

Last Article 
XIV Consul
tation: 

SDR position: 

Par value and 
central rate: 

II. Fund Relations with China· 

·SDR 550 million, of which SDR 59.9 million has ·been 
paid in gold. 

A gold tranche purchase was made on October 20, 1971. 

100 per cent of quota. 

Staff discussions were held in April 1973 and the 
Executive Board Decision was taken on July 18, 1973. 
Decision No. 4013-(73/75) is attached to this paper. 

China is a participant in the Special Drawing Account, 
but has opted not to receive an allocation. · 

An initial par value of NT$40 per U.S. dollar was agreed 
with the Fund on September 4, 1970. On May 8, 1972, 
the par value was changed to NT$43.4286 per special 
drawing right, corresponding to NT$40 per US$1; on the 
same date, China availed itself of wider margins, 
Decision No. 3639-(72/42). On February 16, 1973, the 
Government established a central rateof NT$45.8413 
per special drawing right, or'NT$38 per U.S. dollar 
(Decision No. 3875-(73/14), adopted February 17, 1973). 
The establishment of the central rate represented a 
devaluation of 5.26 per cent from the par value expressed 
in gold. The new Taiwan dollar has, since, been pegged 
to the U.S. dollar. 
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Mr. Quinton, from the fiscal panel, assisted in the 
adoption of the Brussels Tariff Nomenclature from 
May 1971 to November 1973. Mr. J. C. Duignan, from 
the fiscal panel, prepared a report on a value-added 
tax for the Re,public of Chin& .. in 1970 and visited 
Taipei in January 1974 to assist in the preparations 
for the introduction of the tax. A CBS mission visited 
Taipei during March 1974 to assist in the revision of 
the Central Banking Act. 

III. Recent Economic Developments 

The rate of growth of the economy accelerated in 1973. Real GNP 

increased by 12.3 per cent, compared with an average rate of growth of 

11.4 per cent in the preceding three years, and an average rate of 9.5 per 

cent envisaged by the current Four-Year Economic Development Plan 1973-76. 

Per capita income at current prices increased by 20 per cent to US$446 in 

1973. The population growth rate has been falling, and in 1973, for the 

first time, it was below 2 per cent. Preliminary estimates indicate that 

the rate of g.rowth in real GDP will decline to about 8 per cent in 1974. · 

Supply shortages, the decline in the world demand for the country's exports, 

and the high cost of agricultural and industrial materials, especially oil 

and related products,would bethe main factors responsible for the expected 

decline in the rate of growth. 

As in other countries, inflation has become the principal problem 

confronting the authorities in Taiwan. Following a period of relative price 

stability, consumer prices increased by 30 per cent and wholesale prices 

by 40 per cent during 1973. Imported inflation was an important factor, 

but a strong expansion in domestic demand financed by a marked increase in 

credit also contributed to the price inflation. The authorities took a 

number of measures to counter inflation. Short-term foreign borrowing was 
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restricted in April 1973 and the reserve requirement on savings deposits 

was increased in July of that year. Increases totaling 4.0"-5.5 percentage 

points in interest rates on loans.of the Central Bank and loans and deposits 

of commercial banks were introduced in July and October. Savings certifi

cates and Treasury bills were issued for the first time to reduce liquidity 

of the banking.system. In April 1973, a price freeze was imposed.on govern,... 

ment enterprises, and subsid:i,.es for certain essential commodies were 

introduced. In addition, export controls on certain products in short supply 

were announced in September and October. Imports of many products were 

liberalized in March of 1973, and country of origin restrictions for many 

products were dropped during the second half of the year •. Tariff reductions 

of up to 50 per cent for certain foodstuffs and raw materials were effected 

at various times throughout the year. In January 1974, the Government 

announced that in order to break the inflationary psychology it would permit 

"once.for all" large price increases with the intention of subsequently 

stabilizing them at a higher level, •. Government.subsidies.on petroleum 

products, steel bars, soybeans and other key commodities were removed~ and 

prices and rates of public utilities and other Governnient goods .and services 

were increased •. At the same time, Central Bank and commercial bank loan 

interest rates and rates on commercial bank deposits were increased by 

3-4 percentage points. Prices increased by 29 per cent during the first 

three months of 1974 but have tended to stabilize thereafter. The consumer 

price index in July 1974 was about 50 per cent higher than in July .1973. 

Additional tar~ff reductions were-introduced in October 1974. Wage increases 

accelerated: in 1~73, the manufacturing wage inde~ was, on the average, 

22 per cent .higher than in 1972, and in May 1974, it was 44 per cent higher 

than the 1973 average. 
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Little information 'is available on the ·1973/74 (July 1-June 30) and 

1974/75 budgets, because they are not published. Money supply increased 

at a more rapid rate in 1973 (47 per cent) than in 1972 (35 per cent) and 

1971 (19 per cent). This increase was associated p~incipally with the large 

expansion in credit to the private and public enterprise sector (45 per 

cent), and also with the ·increase in net foreign assets (22 per cent). On 

the other hand, net credit to Government declined substantially in 1973. 

Quasi-money rose at a lower rate (22 per cent) in 1973 than in 1972 (32 per 

cent), possibly because of the decline in real rates of interest and a 

shift in liquidity preference. During the first eight months of 1974, 

money supply decreased by 3 per cent. Net. foreign assets recorded a decline 

a 32 per cent increase during the first eight months · of 1973. The decline 

in .net credit . to Government was approximately one half of the decline during 

the same period in 1973. The rate of increase in quasi-money (23 per cent) 

was approximately the same as in the first eight months of 1973. 

During 1973, China's balance of payments continued its strong per-

formance of earlier years: the fifth consecutive surplus was registered 

amounting to SDR 323 million. Export earnings increased sharply by 51 per 

cent and, although import payments increased at an even higher rate, the 

net result was a further improvement in the trade balance. Exports to 

the United States and Japan accounted for 38 and 19 per cent, respectively, 

of total expor~s while imports from these countries accounted for 25 and 

38 per cent, respectively,of total imports. The trade surplus with the . 
United States increased by SDR 188 million to SDR 603 million in 1973, while 
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the trade deficit with Japan declined by SDR 111 million to SDR 511 million 

in 1973. Despite substantial increases in receipts from long-term loans 

and direct investment, the capital account showed a.deficit during 1973 

owing to a large increase in short-term export financing~ 

During the first six months of 1974, China's balance of payments moved 

into deficit, owing mainly to a large rise in imports; exports were 56 per 

cent higher than in the first half of 1973. The trade balance showed a 

deficit of US$262 million, in contrast to a surplus of US$357 million dur~ng 

the first six months of 1973. The capital account showed a surplus during 

the first half of 1974 owing to a ·reflow of short-term capital as well as 

to a rise in receipts from long-term loans. The balance of payments showed 

an overall deficit of US$271 million, in contrast to a surplus of US$323 mil-

lion in the first half of 1973. 

Imports of crude oil increased from 3.4 million tons· in 1971 to .. 
11.2 million tons in 1972, partly in order to build up stocks. In 1973, 

they declined to 5.4 million tons, but increased again to 10.7 million tons 

during the first six months of 1974. 

~ Gross official international reserves increased by SDR 70 million 

_ / ~ during 197~ and by SDR 42 million during the first eight months of 1974. 

t' 
~ 
/1 \ 

At the end of August 1974, they amounted to SDR 978 million, equal to about 

two months of imports. 

The exchange and trade control systems continue to involve restrictions. 

However, since 197q imports ?ave been gradually liberalized by shifting 

commodities from the controlled to the permissible list. In March 1973, 

2,000 items were added to the permissible list, which now includes some 
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15,000 items versus 460 on the controlled list. In July 1974, imports of 

automobiles.and color TV sets from Japan were suspended while the number 

of color TV sets imported from the Un~ted States an~"Europe was restricted. 

Since February 1973, China's trade-weighted effective exchange rate has 

appreciated by about 3 per cent. During 1974, the effect~ve exchange rate 

has remained relatively stable. At the end of October the rate was virtually 

unchanged from the May 1971 level. 

IV. Topics for Discussfon 

In 1973, the Chinese economy recorded again a rapid rate of growth, 

bu~ in contrast to previous eXperience, it was accompanied by a sharp rise 

in prices which continued during the opening months of 1974. The 

balance of payments showed an overall deficit during the first half of 1974, 
l"J 

and the rate of growth of real GNP is estiinated at about two thirds of that ,_..- ~". f '7-». 
~-~~ ..... ,..........,, ... --........ ....._.,_,_~ 

in 1973, owin~ principally to the adverse impact of the slowdown in world 

economic activity on China's export industries. 

Currently, inflation is the most important problem confronting the 

authorities. In an economy as open as the Chinese economy where both exports 

and imports of goods and services exceed 50 per cent of GNP, external factors 

have a marked influence on price. developments. However, the large credit 

expansion has contributed to demand pressures. The staff team will review 

the measures taken so far to curb inflation; the credit measures have been 
....-5':-::.--::::-~:;-::.:;:::"'::;'::.':':'.'..' 

successful in slowing down the rate of. :credit expansion,_,J!Jld·;--following the 
~~~-_ ........ __ .._ __ . ~"""' 

upsurge at the beginning of 1974, pri~=have declined slightly. The staff 

will inquire about price prospects and the future role of fiscal and credit 

policies in relation to the Government's balance of payments and growth 
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_objectives. Recent developments in time and·savings deposits and interest 

.rate policy will be examined~ and developn:ients· in the 16ng-term capit~l 

market will be assessed. 

The Government has recently announced a program for large capital·. 
. . . 

expenditures on infrastructure, the development of which.had not kept pace· 

with industrial expansion. The adoption of this program may also be related 
. . . 

to the recent decline in economic growth and the· deterioration in export 

prospects. The staff team will inquire whether. the.objectives of the Four-/ 

Q · Year Development Plan (1973-76) have been amended, especially with regard 

to the role that had_heen assigned t:o exports of providing the main impetus 

to.economic growth; the imp'lications·of such a change for the balance·of 

payments prospects will be discussed. 

The reasons for the reversal of the trade balance from a su:t;plus .to 

a def_icit in the first half of this year will be examined. Recent develop-·. 

ments and prospects for Taiwan's exports of manufactured goods, including 

textiles, will C!e assessed in the context of. the recessionary trends in 

the country's major markets, and the restrictions placed on certain Chinese 

exports in these markets. The factors behind the sharp increase in imports 

in the first half o_f 1974·, and import prospects for .1975 will 'be. discussed; 

import liberalization measures taken in 1973 were, of course, c;me of the 

factors behind the large increase in imports. The staff team will request 

information about any recent foreign borrowings) as well .as· any special . 

arr~ngements made for financing oil imports. The outlook for foreign invest-

ment will be discussed, and, more generally, the overall balance of payments 

prospects for 1975 will be assessed. The mission will also obtain latest-

data on-outstanding external debt and the debt profile. 
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.. 
China's prorated maximum access to the oil facility amounts to 

SDR 272.95 million under Option D (SM/74/220, Table 5). Although balance 

of "payments projections for 1974 ar~ not availablei· there was an overall 

deficit of US$271 million in the first .half of the year. In view of this 

~ and the uncertain export outlook, the Chinese authoriti~s may bring up the 

~ question of using the Fund's oil facility in their discussions with the 

~~ mission. Besides the question· of balance of payments need which the staff 

co~ld examine, in the case of China, a request for a purchase under the oil 

facility may raise broader issues in the Board discussion of such a request. 

Therefore, the mission should point out these considerations to the 

authorities. 

At the request of the Government, Chinese professors of economics in 

u.s: universities made a study last suIImler in which they recommended, inter 

alia, that the new Taiwan dollar should be allowed to float. Recent 

newspaper reports indicate that the authorities are considering implementing 

this recommendation. The study stated that floating would have a favorable 

effect on the trade balance, would guard against present uncertainties 

regarding other currencies in the area, and would reduce fluctuations in 

the external balance and hence facilitate the management of domestic 

liquidity. 

If the Chinese authorities indicate that they wish to introduce a 

ng exchange rate system, the staff team would state that , from the beginning, 

should be allowed to floa t freely, and that Central Bank inter-

ntion should essentially be limited to smoothing out erratic fluctuations 

.. 
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in the rate and to guiding the' rate within a range which would be consonant 

with balance of payments viability and reserve objectives "&i.scussed with the ... 
. 

Fund. The staff team will also point- out that the system will be subject 

to Fund surveillance in terms of the guidelines.for floating, and that this 

would. involve frequent consultations between the Fumi. and· the authorities 

in implementing the guidelines; also that the trade-weighted effective - . ' 

rate of exchange should be the relevant measure for evaluating the exdhange· 

. rate movements from month to month and quarter to quarter •. · 

China continues to maintain comprehensive exchange and. trade controls, .. · 

sol!le of. which are .applied restrictively •. Although a substantial. liberaliza:_ 

tion of imports was implemented in 1973, 463 items, or 3 per cent by number, 

still remain on the controlled. list. In July 1974, imports of automobiles 

and color TV sets from Japan were .suspended,. and .. imports of colo.r TV sets. 

from. the Unit.~d States and Europe ·were restricted. ·The staff team will 
. 

inquire about the-reasons and· nature of these restrictions, and will draw 

the attention of the authorities to the importance of avoiding meai:;ures to 

restrict trade and current payments in meeting the balance of payments 

problem. The staff team will examine existing exchange and trade restric-

tions and their implementation, and will explore the.scope for liberalization • 

. The authorities' response to the "Voluntary Declaration on Trade Measures" 

contained in the C-20 Communique of June 13, .1974, will .be sough:t. ·· 
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. .. , : -. V.• . P!'opos.~d Decision . 

'. 

The. :f'oll~wing drDft. decision .is :~ubmi tted f'oi c~nsideration by the. 
Executive Directors: ;. ~. :. - . · .. _; ... . . ~. , . . . . . . . ~· .i: . 

1. This decision is taken by the Executive.Directo::-s in concluding 

the 1973 consultation with tho Republic of Chiria pursoont. to Article XIV, 
. . 

Section. 1~,. of the Articles o:f ... ~grr~ment. . . _ 
' ·. .... . . 

2~ During 1972 economic grOWl;h contin11c;d at. a .lrl.gh rate. Since · 

abou~ mid-197.2 p=:.·ica increa~es J'.snded to accelerate and toward the end 

·o~ the year became a matter of 'conce::.·ri~ · . Both coat•:push ·f'ac~ors related . ... 
mainly to externs.l developments and·dell)and pull factors due to substantial 

mo11etl:!rY eA°iJansio·n generated in large part !JY the · ex:te:=n...'11 sector. played 
.. 

a·i-01e·.: ·T!!e Fund.\iefcomes ths authorities·' efforts. to restrain the growth 

of· liquidi t;V,,_, incJ.,udi:qg th~ mor.e active us~ of C.~bt.' man!l.g~ment and monetar.y 

policy and to .~ake other r:iec.sui·es to . cU:!'b price increo.se$,;, an1 recommends 
• .. 

further strengthening of sue~ policiee • 

3. The balance of pay-.inents strength~ned flAI'iiher in l972 with a grow

ing current accou.."1.t SUl'J?lUs_ and eome re1:iv11l of· net· ceIJi'tal inflow; and 
. . ' . 

· exporta and. imports :dgnificantly exceeded. ezj;Jectetions. Developments in 

the f:i.rst :part of 1973 sugg~st a continuation of' theee :trends •. _ Some of the 

policies adopted recently should have some countervailing effects. The 

. Fund welcomes the authorities' continuing intention to adapt policies in· 

the light of changing. circuostancies. 

-4. Both internal acl. external developments t"ucili.tated the recent 

· substantial libe:rali~ation of restrictions on iiq;orts and some relaxation 

of restrictions on current payments. The Ft:nd be~eves there still remains 

scope for moves in this direction, a!'l:l that further liberalization would be . · 

conducive to acl;rl.evement of internal and external policy objectives. 
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China: Factors Relating to the Exchange Rate 

1. Net foreign assets of the banking system increased by US$342 million I 

During the first nine months of 1974 they declined by !JS$224 million. At 

the end of September they amounted to US$1,653 billion. Official reserves, 

as recorded in IFS, increased by US$84 million in 1973 and by a further US$51 mil

lion during the first eight months of 1974. Movements in official reserves 

are not compatable with changes in net foreign assets of the banking system; 

there is a long-standing discrepancy between official reserves as reported t o 

IFS in US dollars, and the net reserves in new Taiwan dollars of the Central 

Bank. 

2. The trade balance moved from a surplus of US$587 million in 1973 to a 

deficit of US$589 million during the first six months of 1974. During the 

first ten months of 1973 the trade deficit amounted ot US$1,105 million. The 

deterioration in the trade balance resulted from the fact that import payments 

rose faster than export receipts. Import prices during the first six 'months 

of 1974 were 33 per cent higher than in 1973 whereas export prices increased 

by 28 per cent. The terms of trade declined by 4 per cent between 1973 and 

the first half of 1974. The most important factor responsible for the reversal 

of the trade balance was, however, the fast increase in import volume while t he 

export volume tended to stagnate. The import volume index rose by 31 per cent 

between 1973 and the first six months of 1974 while the export volume index 

declined by 1 per cent. The sharp increase in imports payments for the firs t 

ten months of 1974 indicate a continuation in the increase in volume. Impor t pay

ments during this period were 98 per cent higher than compared with the same 

period in 1973. Expprt earnings, by contrast, rose only by 36 per cent. Part 

of the increase in import payments between 1973 and 1974 is due to higher .vo lume 
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and prices of oil imports. The volmne of oil imports amounted to 10.7 million 

tons during the first six months of 1974 as against 5.4 million tons for _all 

of 1973. Payments for oil imports amounted ot US$352 million or ll.9 per cent 

of total imports payments during the first six months of 1974 as against 

US$99 million or 2.6 per cent of total import payments during 1973. 

3. The appreciation in the trade weighted exchange rate of about 3 :per 

cent since February 1973 can hardly be held responsible for the deterioration 

in the trade balance, particularly as the appreciation of this rate took~ a 
(,........,_) 
\....J more permanent character only after May 1974. During the same period, i.e., 

0 

since February 1973, Japan's trade weighted exchange rate depreciated by about 

11 per cent while Korea's trade weighted exchange rate appreciated by about 

3.per cent. Imports to Japan during the first ten months of 1974 comprised 

19 per cent of~:total exports, i.e., ·the same percentage as in 1973. Imports 

from Japan declined from 38.per cent of the total to 33 per cent. Exports to 

the United States, China's most important trading partner declined from 38 per 

cent to 33 per cent of the total; imports from the United States remained 

unchanged at 25 per cent. 

4. One factor that may have had an important impact on the deterioration· 

of the trade balance is a possible reversal of the stock cycle. National 

accounts data show a decline in stocks of US$82 million in 1972 and of US$41 million 

in 1973. During the first si..~ months of 1974, raw materials accounted for 61 per 

cent of total imports and capital goods for another 33 per cent. 

5. Traditionally, export growth has been the most important contributing 

factor to overall economic growth and investments in export industries have been 

relatively more important than investments in infrastructure. Inadequate 

infrastructure facilities have recently become a bottleneck for further growth 
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In early 1974 the authorities announced a 'major program of infrastructural 

investments invisaging expenditures of US$1.9 billion. The shift in the in

vestment patterm toward more infrastructural projects mar have had some detri

mental effect on the balance of trade. · This effect is likely to be more pronounced 

in 1975 than it was in 1974. These investments may, in the short run, hamper · 

export growth and require an increase in imports. The effect on the balance 

of payments could be offset by an increas~ in savings or,more likely.by an 

increase in long term foreign borrowings. The low debt service ratio (about 

5 per cent) would indicate that such additional foreign borrowing is feasible. 

6. Net domestic credit increased by 25.1 per cent during the first eight 

months of 197 as against 2~.3 per cent during the similar period in 197 • 

These rates of credit expansion appear inconsistent with the delicate balance of 

payments position and the decline in growth during 1974. However, to some 

extent, these figures should also be judged against the increase in prices 

particularly of imported commodities, as well as changes in stocks. 

Conclusions 

On the basis of the.~developments mentioned above, it would appear that 

the major emphasis for balance of payments adjustments would have to ·fall on 

internal policies and that there is little prima facie evidence for a major 

change in the exchange rate. However, the balance of payments outlook for 1975, 

on which little is known at present, may warrant some modification of this 

judgment. WhiJ.e a major change in the rate wauld thus seem immature at present, 

the Chinese authorities may want to float . the new Taiwan dollar because of 

uncertainties with regard to other currencies in the area. 
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Table China: Foreign Trade Jan.-Oct. 1974 

(In millions oLU.S. dollars) 

In Per 

Industrial products 4,039.7 85.4 

Processed agricultural products 450.1 9.5 

Agricultural products 241.0 5.1 

Total exports 4,730.8 100 

R.clw materials 3,588.2 61.5 

Capital goods 1,901.5 32.6 

Consumer goods 346.4 5.9 

Total imports 5,836.1 100 

United States 1,708.7 36 

Japan 92L5 19 

Other 2,100.6 45 

Total exports 4,730.8 100 

United States 1,472.6 25 

Japan 1,916.3 33 

Other 2,447.2 42 

Total imports 5,836.1 100 

cent 



China. Trade Bal.a.nee 

": 

1973 Ja11.uary--October 
1973 . l97Ij: 

Exports ·4,405 3,473 4,731 

Imports 3,818 2,951 5,836 

Trade balance 587 522 -1,105 
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REPUBLIC OF CHINA 

Briefing Paper - 1973 Article XIV Consultation 

Prepared by the Asian Department and the 
Exchange and Trade Relations Department 

Approved by Tun Thin and Donald K. Palmer 

March ' 1973 

I. Introduction 

The 1973 Article XIV staff consultation discussions with China will 

be held in Taipei, Taiwan, from April 11 to April 20~ 1973. The staff 

team will consist of Messrs. Joachim Ahrensdorf (head of mission), 

John B. McLenaghan, Mrs. Hui-Chen Wu Yang, and a secretary. Two members 

and secretary of the team will arrive in Taipei on April 8, 1973 to 

initiate the work. 

Quota: 

Use of Fund 
Resources: 

Fund holdings 

·II. l''und Relations with China 

SDR 550 million; of this SDR 59.9 million has been 
paid in gold. 

A gold tranche purchase was made on October 20, 1971. 

of NT$: 100 per cent of quota. 

Last Article 
XIV C.:onsul
tation: 

Staff diScussions held in March 1972 and Executive· 
Board Decision taken in June 1972, Decision No. 3679-
(72/53). 

SDR position: No allocation was made. 

Par value and An initial par value of NT$40 per U.S. dollar was agreed wi.th 
central rate:the Fund on September 4~ 1970. On May 8, 1972, the par value 

was changed to NT$43.4286 per special drawing right and 
corresponded to NT$l10 per US$1. At the same time, China 
availed itself of wider margins, Decision No. 3639.-(72/42). 
On February 16, 1973, the Government established a central 
rate of NT$45.8413 per special drawing right, or NT$38 per 
U.S. dollar. Decision No. 3875-(73/14, February 17, 1973). 

/ 
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Technical Mr •. s~ G. Quinton from the fiscal panel was assigned 
assistance: for a term of one year to assist the Chinese Customs in 

the adoption of the llrussels Tariff Nomenclature, 
beginning in May 1971. His services have been extended 
for another term of one year with effect from May 4» 19/2. 

III. Recent Economic Developments 

In 1972, the economy continued its rapid growth of recent years. 

Preliminary ~stimates show that GNP in constant prices rose by 11.0 per 

cent compared with an average annual growth rate of 10.4 per cent in 

the preceding three years. Pe.r capita income in current prices is estimated 

to have increased from the equivalent of US$329 in 1971 to US$372 in 1972. 

The targets set in the Fifth Four-Year Economic Development Plan (1969-72) 

were either met or surpassed. In January 1973~ the Government launched 

the Sixth Four-Year Economic Development Plan (1973-76) which envisages 

that real GNP will grow at an annual rate of slightly above 9.0 per cent 

during the Plan period. 

Money supply increased by 33 per cent in 1972~ considerably higher 

than the average annual rate of increase in 1967-71. The rapid increase 

in the net foreign assets of the banking system and the continued expan-

sion of bank credit.to the private sector were the main factors responsible 

for the rapid monetary expansion in 1972. These expansionary forces were 

offset to a large extent by a rapid increase in time and savings deposits 

and a considerable decline in net bank credit to the public sector reflect-

ing improved budgetary performance of the Government. The price rise in 

1972 was the highest in recent years; wholesale and consumer prices rose 

by 7 per cent and 4 per cent, respectively, due partly to higher costs of 

imported goods. In January 1973, money supply rose by nearly 10 per cent, 

while wholesale prices rose by another 4 per cent. 
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The overall balance of payments .which registered substantial 

surpluses in 1970 and 1971 is estimated to have recorded a surplus 

of the order of $200 million in 1972. Exports increased by 46 per cent 

and imports increased by 43 per cent, and as a result» there was a 

further substantial increase in the trade surplus. Exports to the 

United States and Japan accounted for 41 per cent and 13 per cent, 

respectively, of total exports. The shares of these countries in imports 

were 29 per cent and 38 per cent, respectively. The trade surplus with the 

United States increased to $450 million in 1972 while the trade deficit 

with Japan increased to $675 million in 1972 (on exchange settlement 

basis). Based on data for the first half of 1972 (latest available), 

net direct investment was somewhat higher than in the corresponding 

period of 1971, while there was a sharp increase in private short-term 

capital, mainly trade credits. Capital inflow (net) 0 on account of the 

government sector was insignificant in both periods. 

Of ticial holdings of international reserves totaled $738 million 

at the end of 1972, of which $87 million was in gold and $651.million 

in foreign exchange. They increased by $212 million during the year. The 

foreign exchange holdings were equal to about three-months imports at the 

level of 1972. 

' The exchange and trade control systems continue to involve some 

restrictions. Beginning in mid-1970, the authorities embarked on a major 

import liberalization program which envisaged gradual shifting of a large 

number of commodities from the controlled list to the permissible list. 

An automatic approval system was introduced, and a general licensing system 

was established for imports by large manufacturers and other direct users. 

From September 1972, imports from Japan were limited 'to $20,000 per order 

while impo.;:.ts from
1

sources ~ther than Japan were ea~ed and facilitated 

(J ti--,.· /_,vl.{A~ considera.bly. f'"'{ 

.~·) 
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IV. Issues for Discussion 

1972 was another year of sustained economic growth attended by the 

third successive, sizable surplus in the balance of payments. This outcome, 

however, was not without some offsets on the domestic side in the form of 

increasing difficulty in containing the liquidity creating effects of the 

rise of foreign assets and a rapid expansion in domestic credit, and a 

sharp upturn in the rate of price increase. In the context of reviewing 

with the authorities their internal and external policy objectives over 

the short- to medium-term, the staff team will direct its attention to the 

following specific issues.· 

1. The sixth .!!'our-Year Economic Development Plan which was launched 

recently provided the overall growth objectives over the period 1973-76. 

The Plan envisages an annual rate of growth in GNP of approximately 9.0 to 

9.5 per cent over the next four years, a rate that is somewhat less than 

that achieved during the previous Plan. The Plan, not yet available to 
,,/~~ ,. t Jj ' ~(...... >lfV c__. C..~L-<-~--

the staff in full seems to~eek o ~ntin~the successful development 

strategy adopted in the preced:f.-~g· Pl~n,. with tontinue~emphasis on the 

growth of export oriented manufacturing industries. [Jhe staff team will 

explore whether adaptations are being made in the Plan, as well as for 

the long-range plan, in the light of developments since their formulation. 

It will try to assess if the targets seem feasible and to what extent 

adaptations may be warranted. This assessment will focus in particular 

on the balance of payments objectives. 

2. While the overall fiscal performance has been sound in recent years, 

the growth. in banking system credit to the private sector, which has 

averaged 23 per cent a year for the past five years, coupled with rising 

·: 
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external surpluses since 1969, has produced increasingly large additions 

to the money supply. This pattern was repeated in 1972 despite a decline 

in credit to the public sector and despite the assistance of leakages 

from the system through transfers of time deposits to the Central Bank. 

At the same time, after many years of modest price 

a marked deterioration in price performance in the 

increases, there was 
~~!L_<l.,~ 
year ended January 1973 
/ 

partly as certain cost-push factors, e.g. increasing international prices 

of primary products and the yen revaluation, exerted additional pressures 
'2-c'l~.L-~··c c~"-·0 .c...:'1· ,;ls,i.(..,J....,""?,,/ ... .:./· 

, .. , "u / 
on prices; on the other han<)liquidity ratiosi for_!=Be_~~n~y continued 

to &,:cig""-·;hese developme:ts ind:i.c'ate the need for a critical review 

of credit and other policies and their applicatio1}1, and the possible need 

for more effective policy instruments. Progress and plans tor ad~ptations 

in fiscal policies will be reviewed. The long-term objective of lowering 

interest rates will be examined in the context of its appropriateness for 

short-term policy objectives, In addition, the staff team will discuss 

the operation of the securities market, as well as the development of the 

long-term capital market and the degree of specialization among financial 

intermediaries. 

3. The balance ot payments recorded another impressive surplus in 1972. 

Despite an adverse movement in the terms of trade, the trade surplus 

rose by 34 per cent compared with the previous year while net capital 

inflow appears to have increased compared with the previous year when 

there was a marked·decline. These developments occurred despite ~ 

adverse influence)of the revaluation of the yen in December 1971, and 

the less favorable climate for inward foreign investment during 1972. 
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The staft team will assess the balance of payments prospects against 

the background of the recent change in the relationship between the new 

Taiwan dollar and the currencies of China's major trading partners, the 

influences of commercial policy in China and of r~t!ictions on Chinese 
t3vv'l~ . 

goods in important export markets, and the cl~te for toreign investment. 

4. There were important developments in 1972 with respect to China's 

economic relations with Japan, particularly the limitation placed on 

the size of individual import orders ... from that country as a means of 

reducing China's chronic trade deficit with Japan. With respect.to 

official borrowing from Japan, the Chinese authorities have announced 

that they will make no further borrowings. The staff team will assess 

the scope for diversification of imports and the impact on the internal 

cost structure of alternative sources of supply of raw materials and 

intermediate goods, especially in view of the increasing price competition 

being experienced by Chinese manufactures in markets abroad. 

5. China has long maintained comprehensive exchange and trade controls, 

some of which are applied restrictively, although in the view of the staff 

there appears to be little justification on balance of payments grounds 

for their retention. The import liberalization program which was intro~ 

duced in 1970 was suspended for a time from late 1971 as a result of 

economic and other uncertainties. It was subsequently resumed on a more 

modest scale. However, on March 15, 1973, a further substantial liberali-

zation of imports was announced, with.the trans~er of 2,367 items from the 

cont.rolled list of imports to the permissible list) leaving only 463 items 

or 3 per cent by number on the controlled list. The removal of these 

impediments to imports is regarded as timely. Although the staff has only 
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limited information of the latest measures, it appears that imports 

-still on the controlled list are largely comprised of imports controlled 

as a matter of course in developed countries. In view of the effective 

depreciation of the new Taiwan dollar in February 1973j the staff team 

will explore the scope for a further relaxation of exchange and trade 

restrictions. In this respect, the staff team will be mindful of the 

sentiments expressed by Executive Directors on the occasion of their 

consideration of the establishment by China of a Central Rate (EBM/73/14--

0 February 17, 1973). 

6. With respect to external indebtedness, the long-term debt profile 

appears to remain favorable. Aside from a review of prospects for long-

term loans, discussion in this area will therefore focus on the shorter 

end, both in terms of import financing arrangements and on the policy with 

r 
respect to short-term financial credits. !The outlook for direct foreign 

L--
investment in China will also be review~d·)· 
-----~---~--------------·--··· -·- -· - ·---~--- --------~ 
7. In November 1972 international reserves as reported in IFS totalled 

C· US$826 million, while on the monetary survey basis net foreign assets at that 

date amounted to about US$1.4 billion. The staff team will follow up the efforts 

ot last year's mission to reconcile the discrepancy between the two series. 

8. The staff team will review any changes since the last consultati_on 

in the gold market, including exports and imports, domestic nonmonetary 

uses, and regulations governing private ownership. In view of recent 

developments in the price of gold in world markets, there is special 

interest in the working of the open tender marketin~ system through the 

Central Trust of China which was adopted in November 1971, and trends 

in domestic prices. 
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The Managing Director 

TO The Deputy Managing/ Director DATE.April 24 , 197 3 

// ,1 ,,... 
FROM , J . Ahrensdorf // hf 
SUBJECT : China - 197 3 Article XIV Consul tat ion 

Discussions were held in Taipei from April 11 to April 20 . The 
mission included Mrs . Yang and Mr . McLenaghan. 

The Chinese authorities have become increasingly concerned about 
financial and related price developments. In 1972 real GNP grew at a 
rate of about 11 per cent, exceeding considerably the Plan target and 
expectations at the beginning of the year. The overall balance of pay-
ments surplus was US$537 million and the trade surplus was US$592 million. 
This generated a considerable increase in domestic liquidity which was 
slightly larger than the one generated by bank credit to private and 
public enterprises . As a result, · the money supply increased by 33 per 
cent in 1972 and apparently by nearly 40 per cent in the 12-month period 
ended March 1973 . These rates are considerably in excess of those ex
perienced in recent years . Associated price increases were by and large 
accelerating since last fall and reached an annual rate of about 13 per cent 
by February 1973. In the last decade or so, prices had increased at an 
average annual rate of less than 2 per cent. In the light of these develop
ments the authorities introduced a number of measures since around mid-1972 
to restrain financial expansion and to mitigate the cost-push effects of 
the general rise of world market prices of primary products and of the 
revaluation of the yen . These measures included steps to reduce Central 
Bank lending and the placement of newly created certificates of deposit with 
banks as a substitute for increases in legal reserve requirements against 
deposits which are by and large at their statutory limits, Noteworthy is 
that for the first time fiscal policy has been used in a truly compensatory 
sense by issuing government bonds in a situation of fairly strong budgetary 
surplus in order to mop up excess liquidity. Steps were also taken to 
restrain liquidity increases by curbing inflows of short-term capital for 
conversion into domestic currency and generally restraining foreign sho..rt
term borrowings. Not very long after the Board discussion on the proposed 
new central rat~ for China in mid-February, a rather wide- ranging liberaliza
tion of import restrictions was announced, Some relaxations in restrictions 
in invisible trans~tions were made or are under consideration. Also, some 
steps were taken to restrain exports of certain key commodities temporarily 
and, more broadly, to simplify and reduce the rather elaborate system of 
financial export incentives. 

The staff team endorsed the changes in the direction of financial and 
----- ---other policies taken in recent months as appropriate under the emerging 

circumstances . Considering the projection of another large overall balance 
of payments surplus for 1973, the team plead for a continuation and strengthen
ing of the policies pursued in the recent past in order to restrain financial 
expansion originating both from the current as well as the capital account of 
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the balance of payments, and to liberalize restrictions on current payments 
and transfers. In particular, it urged caution as to further reductions in 
nominal interest rates in view of the likely adverse effects of the recent 
sharp drop in real interest rates on savings habits and willingness to hold 
liquid assets. 

Toward the end of the mission, I had occasion to discuss at considerable 
length the whole spectrum of financial .policies in the present situation with 
the Governor of the Central Bank. In this context he raised thoughts, apparent
ly put forth in certain circles, of issuing negotiable foreign exchange certifi
cates to exporters in lieu of foreign exchange proper, or of introducing an 
exchange rate policy along the lines of crawling pegs. I referred to the observa
tions of a number of. Executive Directors at the discussion of China vs proposed 
new central rate, which implied some uncertainties as to the adequacy of the 
new proposed central rate. The draft minutes of that Board meeting had been 
made available to the Chinese authorities. At that Board meeting there was a 
fair degree of unanimity that assessment of the adequacy of the exchange rate 
adjustment of February should be-deferred for at least six months. Subsequent 
to that Board discussion, China had liberalized its restrictions on imports to 
a significant extent, and also those on some invisible transactions and took a 
n.umber of measures to restrain the influx of liquidity from abroad. Against 
this background, I ·expressed the view that the impact of these measures on the 
balance of payments would be felt only after a certain lag and that, therefore, 
for the time being the merits of modifications of the exchange system appeared 

·doubtful,· 
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Mr . Palmer April 27, 1973 

John B. McLenllf',han ~ 
China: 1973 Article XIV Consultation 

As a. supplement to Mr. Ahrensdorf'a Ba.ck-to-Office Report of April 24, 
1973, the follmrinB additional comments may be of interest in the1 lir,ht of the 
special attention focused by the mission on the exchange rate and the exchange 
and trade syatem. The presence in Taipei as an advisor to the Chinese deler.a
tion of the Ec.onoMic Minioter in Washington (Mr . Martin Wong), who had been 
informed by Mr. Hebbard of the main points of the Executive l3oard ' o discussion 
on the new central rate for the new Taiwan dollar on February 17, 1973, indi
cnted tho.t the Chinese authorities were fully cor,nizant of the mission ' s effort 

/ to ·m:;3esa the adequacy of the exchange rate and th.e exchange and trade syatem. 

Durine the diocussions, considerable emphasis was placed by the 
Chinese reprcsentntiveo on the import liberalization effected in March when some 
2,360 itemD were tra.nsferrecl from the controlled to the :pennissihle list of 
imports . 'l'he authorities referred on neveral occasions to the present il'lport 
re~ime a.s one "completely free of' restrictions ." Althour,h some 400 itemn 
remained on the controlled list of impoJ"ts, they include itema which were snicl 
to be thane kept under control in moat countries, e . g ., silver , p;old, J11ilitary 
equip~ent, c.rugs, etc . In some other respects it seemed that moves in the 
direction of a more liberal trade and exchange system had l>een taken recentl;v-
a a direct result of the strengthening balance of paymentn position and of 
the p;rovinB difficulties for domestic monetary rnana.e;ement of a l arp;e influx 
of foreign exchanr,e . While limits continued to be plo.ced (a.nd enforced) on 
exchange allowances for certain payments for invisibles , the scope or tho 
nllmre lcea ha.cl been broadened in certain areas, and consideration lm.s heinp, 
p:iven to a further relo.xation , e . g., the provision of· exchange for tourist 
travel. With reapect to exports, the Chinese rc1>reoentatives indicated that 
they were planning to use their administrative discretion to reduce the 
extent and the impact of fiscal incentives for exports , without in Rn~· vny 
departinB f'rom the basic approach of ncti ve encourap,ement of export industr:i.efl. 
In this context, however , it was significant that they were troubled by the 
queotion of \rhat nhould lle the optir.nun ratio for Taiwe.n of exports to GHP 
which on present forecasts \Tas expected to exceed 45 per cent in 1973. There 
WJre also some intereoting devel opments with respect to capital inflovs nnd 
their influence :ror domestic monetary management . Certain men.suren had 
heen taken in recent weeka in order to reduce the deote.bilizin~ effecto 
of unwanted ahort-term capital inflows . These measures included the nbolitiort 
of the rip,ht of repatriation of capital acquired in f uture in the form of 
ohort-term foreign borrowing , as well as step·s 'to avoid or reduce reliance 
on deferred pnyr.ients for imports. With respect to the last mentioned 
r.1eo.oures, it vao pointed out that while nearly 85 per cent of exports vere 
on n ca.ah settlement lmais, imports increasinp,ly had been financed on a 
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defel"red pa;i.tm.ents basis; given the rapid growth. in foreign trade in; recent . 
years, the leads and lags involved hnd been a. significant f'a.ctor iri adding ·. 
·to domestic liquidity,. 

With respect to e:f.'forts to reduce the imbalances in trade with 
major trading :partners 11 the Chinese representatives indicated that a 
:major concern wa~~ the reduction of the by now very large trade surplus 
with the United States. So:me fears were held that a continued gr01rth 
in the sm·plus would resi.llt in the imposition of stringent q"t10ta9 on 
ex.ports from Ta:bran. In the context of trade with Japan 51 the mission 
was told that ·there had been some relaxation of the measure imposed in . 
September 1972 limiting imports from that country. The original measure 
had placed a limit of' US$20i>OOO in individual orders of' machinery :fr01Jl 
,Japan •. The limit wi:~s subsequently increased to US$200 11 000. The ·mission 
was told that. the measure 'lras administered. flexibly in the light of' the '· 
needs o:t individual industries. In its preliminary a.ppraisBl the sta.i'f 
terun :pointed out that it· was not necessarily in the interests of· any· one. 
country l;I nor of the world econon~y to seek to achieve a ba.lancin~ of 
trade on a strictl;'( bilateral ha.sis. 

As indicated in the· Back-to_.OffiCe Report~ . the exchange rate had 
been r:,iven considerable attention within the Government and, ve understand. 
in aeo.dem:tc circles M well. While the authorities had moved a good deal 
in the direction o:f liberalizing the exchange and trade aystem, it vas 
equ;:i.lly clear tha:t considerable scope remained •. · In the light of. the 
moven so recently taken, however:> it seemed appropriate that some time 
~1houlcl lapse bef'ore/r.easoned assessment could he. made of their . significnnce 
for the existing exchange rate. 

cc: Mr. de Looper 
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C Office Memorandum 
"'~1'4Ril~ 

TO Mr. Palmer DATE: April 27, 1973 

FROM John B. McLenaghan ~ 

SUBJECT ' China: 1973 Article XIV Consultation 

As a supplement to Mr. Ahrensdorf's Back-to-Office Report of April 24, 
1973, the following additional coJ1D11ents ~ be of interest in the light of the 
special attention focused by the mission on the exchange rate and the exchange 
and trade system. The presence in Taipei as an advisor to the Chinese delega
tion of the Economic Minister in Washington (Mr. Martin Wong), who had been 
informed by Mr. Hebbard of the main points of the Executive Board's discussion 
on the new central rate for the new Taiwan dollar on February 17, 1973, indi
cated that the Chinese authorities were f'Ully cognizant of the mission's effort 

·to assess the adequacy of the exchange rate and the exchange and trade system • 

During the discussions, considerable emphasis was placed by the 
Chinese representatives on the import liberalization effected in March when some 
2,360 items were transferred from the controlled to the permissible list of 
imports. The authorities referred on several occasions to the present import 
regime as one "completely free of restrictions." Although some 400 items 
remained on the controlled list of imports, they include items which were said 
to be those kept under control in most countries, e.g., silver, gold, military 
equipment, drugs, etc. In some other respects it seemed that moves in the 
direction of a more liberal trade and exchange system had been taken recently 
as a direct result of the strengthening balance of payments position and of 
the growing difficulties for domestic monetary management of a large influx 
of foreign exchange. While limits continued to be placed (and enforced) on 
exchange allowances for certain payments for invisibles, the scope of the 
allowances had been broadened in certain areas, and consideration was being 
given to a f'Urther relaxation, e.g., the provision of exchange for tourist 
travel. With respect to exports, the Chinese representatives indicated that 
they were planning to use their administrative discretion to reduce the 
extent and the impact of fiscal incentives for exports, without in any way 
departing from the basic approach of active encouragement of export industries. 
In this context, however, it was significant that they were troubled by the 
question of what should be the optimum ratio for Taiwan of exports to GNP 
which on present forecasts was expected to exceed 45 per cent in 1973. There 
were also some interesting developnents with respect to capital inflows and 
their influence for domestic monetary management. Certain measures had 
been taken in recent weeks in order to reduce the destabilizing effects 
of unwanted short-term capital inflows. These measures included the abolition 
of the right of repatriation of capital acquired in future in the form of 
short-term :foreign borrowing, as well as steps to avoid or reduce reliance 
on deferred payments :for imports. With respect to the last mentioned 
measures, it was pointed out that while nearly 85 per cent of exports were 
on a cash settlement basis, imports increasingly had been financed on a 
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deferred payments basis; given the rapid growth in foreign trade in recent 
years, the leads and lags involved had been a significant factor in adding 
to domestic liquidity. 

With respect to efforts to reduce the imbalances in trade with 
major trading partners, the Chinese representatives indicated that a 
major concern was the reduction of the by now very large trade surplus 
with the United States. Some fears were held that a continued growth 
in the surplus woul.d resul.t in the imposition of stringent quotas on 
exports from Taiwan. In the context of trade with Japan, the mission 
was told that there had been some relaxation of the measure imposed in 
September 1972 limiting imports from that country. The original measure 
had placed a limit of us$20,ooo in individual orders of machinery from 
Japan. The limit was subsequently increased to us$200,ooo. The mission 
was told'that the measure was administered flexibly in the light of the 
needs of individual industries. In its preliminary appraisal the staff 
team pointed out that it was not necessarily in the interests of any one 
country, nor of the world economy to seek to achieve a balancing of 
trade on a strictly bilateral basis. 

As indicated in the Back-to-Office Report, the exchange rate had 
been given considerable attention within the Government and, we understand, 
in academic circles as well. While the authorities had moved a good deal 
in the direction of liberalizing the exchange and trade system, it was 
equally clear that considerable scope remained. In the light of the 
moves so recently taken, however, it seemed appropriate that some time 
should lapse before/'reasoned assessment coul.d be made of their significance 
for the existing exchange rateo 

cc: Mr. de Looper 
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Discussions were held in Taipei from A:;?ril 11 to April 20. 
mission included Mrs. Yang and Mr. McLenaghan. 

The Chinese authorities have become increasingly concerned about 
financial and related price developments. In 1972 real GNP grew at a 
rate of about 11 per cent, exceeding considerably the Plan target and 
expectations at the beginning of the year. The overall balance of pay
ments surplus was US$537 million and the trade surplus was US$592 million. 
This generated a considerable increase in domestic liquidity which was 
slightly larger than the one generated by bank credit to private and 
public enterprises. As a result,·· the money supply increased by 33 per 
cent in 1972 and apparently by nearly 40 per cent in the 12-month period 
ended March 1973. These rates are considerably in excess of those ex
perienced in recent years. Associated price increases were by and large 
accelerating since last fall and reached an annual rate of about 13 per cent 
by February 1973. In the last decade or so, prices had increased at an 
average annual rate of. less than 2 per cent. In the light of these develop
ments the authorities introduced a number of measures since around mid-1972 
to restrain financial expansion and to mitigate the cost-push effects of 
the general rise of world market prices of primary products and of the 
revaluation of the yen. Tnese measures included steps to reduce Central 
Bank lending and the placement of newly cre&ted certificates of deposit with 
banks as a substitute for increases in legal reserve requirements against 
dc.\posits which are by and large at their statutory limits. Noteworthy is 
that for the first time fiscal .Policy has been used in a truly compensatory 
sense by issuing government bonds in a situation of fairly strong budgetary 
surplus in order to mop up excess liquidity. Steps were also taken to 
restrain liquidity increases by curbing inflows of short-tenn capital for 
conversion into domestic currency and generally restraining foreign short
term borrowings. Not very long after the Board discussion on the proposed 
new central rate for China in mid-February, a rather wide-ranging liberaliza
tion of import restrictions was announced. Some relaxations in restrictions 
in invisible transactions were made or are under consideration •. Also, some 
steps were taken to restrain exports of certain key commodities temporarily 
and, more broadly, to simplify and reduce the rather elaborate system of 
financial export incentives. 

The staff team endorsed the changes in the direction of financial and 
·-other policies taken in recent months as appropriate under the emerging 

circumstances, Considering the projection of another large overall balance 
of payments surplus for 1973, the team plead for a continuat.ion and strengthen

of the policies pursued in the recent past in order to restrain financial 
expansion originating both from the current as well as the capital account of 
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the balance of payments, and to liberalize restrictions on current payments 
and transfers. In particular, it urged caution as to further reductions in 
nominal interest rates in view of the likely adverse effects of the recent 
sharp drop in real interest rates on savings habits and willingness to hold 
liquid assets~ 

Toward the end of the mission, I had occasion to .discuss at considerable 
length the whole spectrum of financial policies in the present situation with 
the Governor of the Central Bank. In this context he raised thoughts, apparent
ly put forth in certain circles, of issuing negotiable foreign exchange certifi
cates to exporters in lieu of foreign exchange proper, or of introducing an 
exchange rate policy along.the lines of crawling pegs. I referred to the observa
tions of a number of.Executive Directors at the discussion of Chinavs proposed 
new central rate, which implied some uncertainties as to the adequacy of the 
new proposed central. rate. The draft minutes of that Board meeting had been 
made available to the Chinese authorities. At that Board meeting there was a 
fair degree of unanimity that assessment of the adequacy of the exchange rate 
adjustment of February should be·deferred for at least six months. Subsequent 
to that Board discussion, China had liberalized its restrictions on imports to 
a significant extent, and also those on some invisible transactions and took a 
number of measures to restrain the influx of liquidity from abroad. Against 
this background, I expressed the view that the impact of these measures on the 
balance of payments would be felt only after a certain lag and that, t:herefore, 
for the time being the merits of modifications of the exchange system appeared 
doubtful. 
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The Managing Director 
TO The Deputy Managing/ Director 

FROM 
.,/,t. 

71 J . Ahrensdorf ,/ i r 
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SUBJECT • China - 1973 Article XIV Consultation 

Discussions were held in Taipei from April 11 to April 20 . 
mission included Mrs . Yang and Mr . McLenaghan. 

The Chinese authorities have become increasingly concerned about rll 
financial and related price developments . In 1972 real GNP grew at a v"v 
rate of about 11 per cent, exceeding considerably the Plan target and 
expectations at the beginning of the year . The overall balance of pay-
ments surplus was US$537 million and the trade surplus was US$592 million. 
This generated a considerable increase in domestic liquidity which was 1 
slightly larger than the one generated by bank credit to private and 
public enterprises . As a result, · the money supply increased by 33 per 
cent in 1972 and apparently by nearly 40 per cent in the 12-month period 

· ended March 1973 . These rates are considerably in excess of those ex
perienced in recent years . Associated price increases were by and large 
accelerating since last fall and reached an annual rate of about 13 per cent 
by February 1973 . In the last decade or so, prices had increased at an 
average annual rate of less than 2 per cent . In the light of these develop
ments the authorities introduced a number of measures since around mid-1972 
to restrain financial expansion and to mitigate the cost-push effects of 
the general rise of world market prices of primary products and of the 
revaluation of the yen . These measures included steps to reduce Central 
Bank lending and the placement of newly created certificates of deposit with 
banks as a substitute for increases in legal reserve requirements against 
deposits which ar.e by and large at their statutory limits . Noteworthy is 
that for the first time fiscal policy has been used in a truly compensatory 
sense by issuing government bo~ds in a situation of fairly strong budgetary 
surplus in order to mop up excess liquidity . Steps were also taken to 

. restrain liquidity increases by curbing inflows of short-term capital for 
conversion into domestic currency and generally restraining foreign short 
term borrowings . Not very long after the Board discussion on the proposed 
new central rat~ for China in mid-February , a rather wide-ranging liberaliza
tion of import restrictions was announced . Some relaxations in restrictions 
in invisible transactions were made or are under consideration. Also, some 
steps were taken to restrain exports of certain key commodities temporarily 
and, more broadly, to simplify and reduce the rather elaborate system of 
f inancial export incentives . 

The staff team endorsed the changes in the direction of financial and 
-------other policies taken in recent months as appropriate under the emerging 

circumstances . Considering the projection of another large overall balance 
of payments surplus for 1973, the team plead for a continuation and strengthen
ing of the policies pursued in the recent past in order to restrain financial 
expansion originating both from the current as well as the capital account of 
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the balance of payments, and to·liberalize restrictions on current payments 
and transfers. In particular, it urged caution as to further reductions in 
nominal interest rates in view of the likely adverse effects of the recent 
sharp drop in real interest rates on savings habits and willingness to hold 
liquid assets. 

Toward the end of the mission, I had occasion to discuss at considerable 
length the whole spectrum of financial .policies in the pre.sent situation with 
the Governor of the Central Bank. In this context he raised thoughts, apparent
ly put forth in certain circles, of issuing negotiable foreign exchange certifi
cates to exporters in lieu of foreign exchange proper, or.of introducing an 
exchange rate policy along· the lines of crawling pegs. I referred to the observa
tions of a number of. Executive Directors at the discussion of China vs proposed 
new central rate, which implied some uncertainties as to the adequacy of the 
new proposed central rate. The draft minutes of that Board meeting had been 
made available to the Chinese authorities. At that Board meeting there was a 
fair degree of unanimity that assessment of the adequacy of the exchange rate 
adjustment of February should be.deferred for at least six months. Subsequent 
to that Board discussion, China had liberalized its restrictions on imports to 
a significant extent, and also those on some invisible transactions and took a 
number of measures to restrain the influx of liquidity from abroad. Against 
this background, 'I expressed the view that the impact of these measures on the 
balance of payments would be felt only after a certain lag and that, therefore, 
for the time being the merits of modifications of the exchange system appeared 
doubtful. 
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The 197j Article XIV staff consultation discussions with China will 

be 11eld il.1. Ta'ipei~ Taiw.2.n, from kpril 11 ·;:o Ap:>=il 20, 1973. The staff 

team will consist oi Mess:cs. Joachim Ahre:i.1sdorf (head of ruission), 

John B. HcLenagha.n~ Mrs. Hui-Chen Wu Yang, and a secretary. Two members 

:::~::::·:::yw::k~he 
teart1. will a:crive in Taipei on April 8~ 1973 to 

j II. Ch:Lna 

l 
Quo~a: 

i ,, 

Use! of Fund 
P .. bso1:rrces: 

·'"' 
Fund holdings 

of NT$; 

Last Article. 
XIV Consul
tation: 

SvR.position: 

?ar valt:.e. and 
central 
rate: 

t:iDR 550 million; of this SDR 59. 9 million has been 
paid i:.."l. gold. 

. A gold trwi.che pu:rchase 'WUS made on October 20, 1971. 

100 per cent of quota. 

· Staff discussio11s helci. in lfarch J.972 and Executive 
Board Decisi01.1 ·;:aken in June. 1972, Decision No. 3679-
(72/53). 

China is a participant but opted not to receive an 
allocation. 

An iuit:Lal par value of NT$40 pe't' U.S. dollar Wa8 eg1:e:ctl with 
the Ft:.:..;.d on Septembe.r l; ~ 1970. On May 8) 19 72 ~ the j?&:C v2lue 
was changed :to NT$Lf3. 4286 per special drawing right and 
cor;:-esponded to NT$Li0 pe:r US$L At the same time~ Cl-o.ina 
availed i.tself of wider margins, Decision No. 36:39-(72/~:.2). 
On Februaryl6~ 1973, the Government established a .central 
rate of NT$45. 8·U3 per special drawing right~ or NT$38 pe~c 
U.S~ dollar. Decision No. 387':.i-(73/14, .l:<'ebruary 17~ 1973). 
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Teclmicel H:c • S . G. fro~11 tb.e fisc~-1..l p.&i1el "tva's assig11e.ci 
yea.J:: to assist: 'Che Chinese Customs in a3sistance: for 

the c:.doption. of the (Erussels Tat:iff ·1\!or1,e11clature.;; 
bezi11nir:g i11 1971. .Eis se:;.:·vices have been extended 
for ar10.the::- tel.···111 of one yc;;.r with effec·:: :trom Hay 4, 1972, 

III. H.~:;c.errt Ec·or~c:n:tc. De\:rr2.J.O~)n1~:.11ts 

.Lr. 1972 ~ the ec01.10my col.":.tii:med its nip id growth of recen'c 

Prelimi'r.ary estiruates show that GNP in constai·.t prices rose by 11. 0 per 

ce:nt ·compared with a11 average 2.i.1.nual growth :.:ate. of 10. 4 per cent in 

the preceding three years. Pe:i: capita income ilJ. currm.1t prices is. 

e.stir.c.ated to have increased th:= (;:Cfuive:~lent of US:;i329 in 1971 to 

US$372 in 1972. The set in the Fifth ]'our;..Year Economic Develop-

meit P1,an (1969-72) were either met or ourpassed. In January 1973~ the 

Go1e.rnment launched the Sh~th Foar-Ye&L' Eco11omic :Qevelopment Plan (1973-76) 

::r :~:i:::·:e::·:u:::: :: :::: ::::0:~ = ar.~ua1 rate of slightly 

M0i.1ey supply i;,1c1'.'ea.seci.. b:J. 33 , p~i: cent in 1972 ~ cm1siderably higher 

th2n the average a:i.1nual rate of increase in 1967-71. 'The rapid inc:Lease 

iil the 11et foreign assets of the bai.1.king system and the continued e:(p2.i.1-

sio:i:l of bank credit to private sec.tor w;:::.re the main factors responsible. 

fo1:: the ra.:.::iid monetary expansion in 1972. These e:cpansiouary fore es we::~ 

partly offset by a rapid ii.1c"Tease in. tima and savings de.posits and a 

considerable declfa-.e ir. net bank cre.dit to the public sector reflecting 

improved budgetary pe:rfotu1ance of the Gove.rnr;1e:o.t. The price rise in 

1972 was the highest il.1 rece11t years; whole.sale mi.cl consumer prices :·osc 

by 7 cent and 4 pei: ce1i.t~ respectively~ due partly to higher costs of 

imp:i:oted goods. In Jam.iary 1973~ money supply rose by r1early 10 per ce;.1t~ 

while wholesale prices rose by another 4 per ce11t. 
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si..;:;:.·pluses iii 1970 a;.i.d 1971 :Ls est::.'.m~tcd to hc:.VC :CGCOrded a SU'..:'."plus 
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respectively) of total c:;;:po::cts. · The sha::-cs of these countries in 

imports wer0 29 per cent and 38 pc:.: CE:.i.Yl:;. reqJectively. The t:;:ado 

su:ci=llus with the Uni·ced States inc::ce:.asecl to SDR Lf15 iriillion 'in. 1972 · 

\·i'hile t:ne ·c.rade deficit with Japan increc.sed to SDR 622 million in 

~ 9!2 (0•1 exc~1ange settlement basis). Based on data for the first 

:~' f or 1972 (latest available), net dfrect investment was some\qhat 

.:i:;_ ,.her than in the corre3ponding period of 1971~ while there was 

I 
&. rharp increase hi. inflow of private sl1.0::Ct-tern1 capital~ mainly t:rade 

credits, Capital inflow (net) on account of the goven1ment. secto1:' 

1 was ins;ignificant in both periods. 
A 

Gold and official holdings of internad.m.1al :;:eserves totaled 

SDR 680 million at the end of 1972~ of which SDR 80 million was in 

gold and SDR 600 million. in foreigr1. e~l'.change. Gold and foreign 

excha~ge holdings increased by SDR 195 million during the year. They 

wc.:.re equal to about th::ee-·r,1onths impor-<::s at the level of 1972. 

The exchange and trade control systems continue to involve some 

:ces·~rictions. Beginning ir.. mid-1970 ~ the aud1ori ties embarked 01i.. a major 

import liberalization program which envisaged gradual shifting of a large 

nll1nbe.r of co1rG11odities from the controlled list to the ·pe:tmissible list. 

·An automatic approval systeio. was ii.-1troduced~. and o. generp.l licG1~sin~ syst-=:m 

was established. for imports by large manufacturers and other direct users; 
.J 
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IV, Issae3 fo~ Discussion 

wir1 the autho:cicies thei:c i:nternal ·and external pol.icy oojectivc:.s ove:r 

.J,f "''o··t •o -ed·'u·1-·er:o the staff team will tli>:ect its attention to -c;1e 

;l~l::i:g-s;ec:fi: :s:ue:: 

11.) The sixth Four-Ye~n: Economic Development Plan which was launched 
; j 

;:-b¢en.dy provided t:he overall, growth objec·:::ives ovet the period .19"/3~76. 
! i . 

T~1h l?larl z1wi8a'"'·es · a~1 a.rrtmal · l:'ate of ~:~rowth in GNP of a'•)~J:Co~d.nw.tel ~r 9. 0 to 
'~ < "t,.;) - ,. .. " ' , 

9. 3 per cer.t over: the next i;our years~ a :cate that is somewhat lesc~ than 

The. Plan~ no·i.: yet availai;)le to 

the s·taif in full seer.ls t:o seek to co;.1:t:fr,ue. the successful development 

growth of export oriented manufacturing iri.d.ustrie.s, The staf :Z team will 

e:-::no:ce w:lethe:c aclaptatio;.1.a a:ce beir.g made in the Plan, as ·well as :for 

the long-range plan, in the lir:·ht of develo·0ments since their fo:c;;mlat:i.on, 
' Q ~ . 

I·c will t:ry to assess if the ta:.:gets see:..u. feasible and to tvhat exte:1.1t 

.;1daptatfons may be war:ranted. 'I"ii.is assassmen.t will focus in particular 

on the balance of payments objectives. 



.. 

) 

0 

0 

') ,_ . While the overall f isca:L perfoJ:J.11.s:;.1ce has &ou::iO. in :::ecent 

years, the giowth in banl<i.ng system creciit to the private Sector) Which 

has averaged 23 per cent a.year for the past five years~ coupled with 

rising external surpluses since 1969 ~ has p:rnduc.cd inc;:-easingly la,rge additions· 

to the money supply. This pa·;::t;zrn wc:.s repeated in 1972 ·despite a decl.ine 

in c:redit to tl1e public se~to;: a:nd despite. the assistance of leakages 

frqm the system through t:ransfe"i:'s 0£ -ciTI1e deposits . . to the Central Bank. 

At the same time~ after many years of modest price increases; there was 

a marked deterioration in price perf9i..l!lance i:r1 the twelve-month period 

c;nded Janua:cy 1973 partly as certain cost-push factors; e .• g. increns:tng 

internatiori.al prices of primary products ar1.d the yel.1 revaluatiori., e~terted 

ad<li tional pressures on prices; on t:i1e ot'her har .. d liquid asset holdii1gs 

:Leladve ·co GNP continued to increase.. These developments indicate t:l1c 

! ;.1e;;;d :fo~ a critical review of credit ar.d other policies and their applicatfons ~ 

and the possible need for more effective policy instru~euts. Progress 

an<i rlans for adaptations in fiscal policies will be reviewed, The long-

term] objective of lowe:c~ng irrterest rates will be examined in the co11te:ct 
j 

of i..'~s appropriateness for short-teJ..ill policy objectives.· In addition, 
. . 

the staff .team.will discuss the operation of the securities market, as 

well as the. development of the. lo.ng-term capital market and the d;egree 

of specialization amo.ng finmi.cial ii.i.termediaties. 

3. ·The balance of payments recorc1ed another impressive surplus in ,1972. 

Despite an adverse movement in the terms of trade, the trade surplus 

rose. by 34 per cent compared with the· previous year while net capital 

infiow appears to have increased compared ·w·ith' the previous year wher;. 

there was a marked decline. These developmeri~s occurred despite 

adverse influences of the revaluation of the yen in December.1971, and 

the less favorable climate for inward foreign investment duri.ng 1972. 
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Lf. Ti:ie.re wc:ce iu.porta;.1t .:levelo;_Jments ir. 1972 with respect to China r 8 

eco:..-wmic relations with J'apa.i-.. ~ paiticula:cly t:J:,e li;nitation -placed o;.1 the 

size of in.:iividual import ot"ders from that com1t:cy as a means ox reducing 

.f:rom J.;1.pan, ·L:he Chinese authorities have s1u1ounced th&t they wili make 

no fu:cthe.:r bot";:owings. The sta£f team will a.csess the scope fo:;: dive:csificc;-

i::im~ I oi imports and the i"1i,:JZ.Ct Oi.l. tb.e internal cost st;:-uctm:e of alte;:,-nativc 
. I I 

isouftes of supply of raw materials and.inte•mediaN goods, especially in 

/vicJ..rj of the increasing price· competitio:..1 bei.• .. g expe;:-ie1.1ced by Chipese manuf:o.c-· 

tur&h iJ.~ ma:cke.ts abro;:id. 
I J 

5. · f J China l~as long mai'i.1.t:ained comprehe;.1sive e.-~chm:i.ge and trade conttols, 
! J 

sor.-'.?) of \vh.ic~1 are applied rest;:ict:ive.ly,, altho.ug:1 in i:h':l view of the staf:( 

there a;;>pears to be little justificatio•• a-..• balance. of payme.11t:s grouncis 

fo~ tlieir re.ten tioA.1. The in-.port liberalization program which was intro...: 

<luccd i;.1 1970 was suspended for a tir..ie :;::;;o•n late 1971 as a result. of 

economic and other Ui"i.certainties. It was t:>uboequently 'l:"esumed on a 1110:.:e 

modest: scale. However; on Ma:.:ch 15, 1973, a fur·;:he.r substai1tial libel:'a1i~ 

i 
zation of impo-rts was annour.cecl.~ with the t:ral1sfer of 2,367 items from th~ 

controlled list of imports to the. peru:issible list. leaving oi.1ly 463 item:;; 

or 3 per cent by number on the controlled list. The removal of these 

: :i.:;.1pediments to . impo.:ts is ;::egc.:rded as tirii.ely. .Althou..;h the staff has only 
" . Cl 

limi.ted information of the late.st rneasure.s, it. appea:cs tl1at imports 



• 

0 

0 

7 

still on the corfcrolleO. list ::.'.:Ce largeJgcoff(p:cised of imports cont:coiled 

as a matter of course in developed co-i.:.r:cTies. · T.we s';:;aff tea:m will d.iscus.s 

with the C.hinese authori·bies the conside:rations 1·i·hicn ·ocire most he.avil;-,r t'n · 

their decision to de1·n•eciat,e the ni;:;w Tai wan d.ollar in Febr··.:w.iy 1973 and will 

of :cecent trends ar ... d prosped:;ive developments in ·the bala:.1ce. of pay1.1ent.s v 

'l'".c,e staff team will also exam.ine in deli ail existing exchange and trade :-cest:ci- · 

t :i.ons and t111.:d~1· a.ppl:lcation~ including "che li:mi tat ion on indi viduo.l j,mpo:ct 

o::cd.ers f;.~om Japan~ and will e:.~_plore the sco:pe fo:c a further liberaliz€1.t;ion 

this .:cespect, the staff "C€a.i11 will be mindful of' the 

l·ianaf;-ing Directo:c 1 s obse:cvations on the occasion of "che establisbment by 

Chira. of e. Central Rate (EBM/73/14;..l!"ebruary 17, 1973) th~t "in the case of' 

-Che republic of China, a consultation was in any case scheduled for tl1e 

of lp73 .:;;'.; \;l}.:i.ch time the adequacy of the cur:cent central rate and libe::calization. 
I 

p:rogb .. m could be explored. !J 
! 
I 
l 

6. i Wit;h res:pect to e:x:t;ernal indeb"cedness, the long-"term debt profile. appe<..U:'G 
A . 

·' 

to remain favorable. Aside froril a review of prospects for long-term loa:as > 

discussion in this a:rea will therefore focus ori. the shorter end; both in 

te:cms of import f\na.ncing arrangemed.:.s and on the policy with res:pec.t to 

short-terrn fi11a:a.cial c:cedi ..,cs. 

Ds~;826 r.1illion, while on t;he mone-Ca::.·y survey basis mrt; foreign assets ~1·;. 
<:;,<J 

that date a;nounted to a~bOi .. :<:G US;~l.4 billion. The staff team will follow up 

JGhe ·efforts of las·c year 1 s mission to :reconcile t;he discrepancy between the 

•
1 two series. 
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:tnveatoJ."fS wem pa" ~f:m't below th® previous y1~i\D" JapM wrA UoS ... \iiiare 
·the major eourc®s or the ~Cline. T"ile Ch:loooo eut!1ori ties cone:!~ the 
decline in pr,ivote cap!te.l f'lowa frolll thZ!. u .. s., to ~~~· 'lbey ~o 
ba:U.eved tiIDt ~:r;:ean :!nveatora were sbowin5 an i1-mreas:t.ng interest in '!bi.wan 
and European invest.'liente are ex1::ecteu to :fill the gap ere3ted by the besit...11.tion 
o:ii' Japa."leGle investors... Meanwbile9 ~ were :lnclicatio:ael of an uu~:reaeing 
Pi!Jeline o:f new :i:mrest.ments..,~FhilliIJS 2!03.eoommun:tcatious of Holland has deaided 
to etll!t up e 'D!J.evieion l?i.ot'Ul'e ~s Plant, oo A:uetr1an steel ~.;a.ny, Voost6 ie 
coo~ratfug with local eepltal to establish a netf integrated steel mill a.."id For<.:! 
Motors were ravorted eontemplatina a vehicle ae~ly ~t., 

·~ Chmeee f1u.th01"1t:i.®s ee~t® the gr>cutl:1 re?l.'te in ne~t and rubae ... 
quent y'&!J::cs to l3'Jl 8 o 5 pei.. cent in V""lew of en ex~ted decline i.'l exptJz-te o the 
miesion felt ·tnat this a&ti?IW.te vas too conserv3tive. On the contrary$ the 
miSwio.'1 observed that the etron~ arni ~t'lg cun-e.at S\U1,Jlua in bBl.::i.tice of :PQY"" 
m.emta ebould enable the eow:ltl'W' to cope with the 1mssible decline in :foreign 
private inveo~nt cau~ed '~J the nervousness of :foreign invecrtors in t~ 11~xt 

( f'e't:.f years., ln ;partieule-z., Chtna11e dyAmnic indw:rt:riel siaotol' SUJ>ported by com0 

\ / parat1vel.y low wac,~ etructure and a.irpected oo~quate supply of leibor in ·i.me near 
:l'Uture should ei.IDble it to m.1..:lntain itrA competit:i've posit.ion :i.n the world m."!.rl~to 

We observed ·during; OW." discussions that the dec:ts:lon to oo:L'ltril.in tbe 
exchange rate of the New '.faiwan dollar at N1'$40 ~ US$1 we.a baaed mainly on e:A."JIOrt; 
conaidera.tioor> a.."'.ld the desire to nr.d.ntail.1 Chinaa!S competit1veaess in the T.,J ... S~ 
mel9keto T.be UoSo ae~t.ted :t•or 41 p.91" ~ent of ~iWStn°s exports in l97lo 

Regarding the eff'eaits of t..he realign.~nt on China. 2e foreign trade, the 
Chinese authorities tbou~t th.51.t Je.:rJS.nese eJtport...~s, i~e.rticru.lf.:l.rl.y steel el'tpo1~·tera, 
were absorbing the price effects of tbe revalu.~tion of the yeno Aceord1.ng to 
-them,, no adverae price ef'f'ecta had been obeel"Ved so far. AG the Javanese econOID;'f 
recovers, however,,. it 1e likely the adverse effects v:tll :oe felt.. In this coooec"" 
tion, we impressed u1>0n them the deeirobility of keepin~ their excbm.,1,:~e :t"ate tX>lie;r 
under continu¢us review.. ibey sppr.ooiated ·the r.dss1on 's v:te-J1IJGirlt~ lt is 
e2'pected that ·the Chitt..ese a.utn.or:tties will s~v avail tnemselves of the FW:1'5iiGJ 

decision on l>7ider ml"gio.s o 

the o.rea of btul..'!.tii1g there ha\<-e been so~ i~rowmente. The authorities, 
!amt yee.r u ebol.isbed the practice o-£ buying and selli11c,1 goverr..ment. boi1d.s v:t I'..aI"" 
'Bl.a prices of ·these bonds are now freely dete:nnined by the ~!iet o 1lbey are also 
currer.rf.>18' eonside:t.""ing a draft ba..l'lk:t~ !av in order 'to facilitate the efficiency and 
specialization of the different types of fin~ncia1 inatittltions. The mission 
observed tha:t interest rates ware still bigb ami the spread hett1een depos:t t and 
lend:ins l"Qtes i•em:'lned euostsntial and w-~ed too Chinese autho:J>i tiee to endeavor to 
bring rates dow.n 0nd narrow furt.~er t11e agread so as to induce ~ster eff'ic:ieney 
in the bai:lldnz eystem.. TOO Chinese au;too:ritiea also ~M,,sreed ·with the miss5.on thl'i.t 
the C'W."l~fft; 1}J.'l'~.ct.1ce of fl;Tanting tu exemption for ~.nterest income f:!."om government 
bonds and Gavin:;e de1JOsi ts needed to be d:leoorrtinued in the interests of the · 
develo.P100nt. of a good bond i~rket., 
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Fu.rti:ler mea~ Were taken by the Ctr.i:neso auth.ol"i t:lea to libera.li2e 
both trade and eutTent pe:.fme1Ats irA 1~n1. Im1:10n control 0;1 l,583 coi.~lities 
·waa ~..oved le.st year and al.lawances for i'oreign travel and remittllnces to 
students have ·eean raised. i'tle mission :J.m:presoed ttFon the ChineBe aui;boritie~ 
tl:ia need fo:i" continued revie~ and relflt:Katioo of eontrole on trade Md ~-¥~nts, 
particmln:rly i.'1 the interests oi' the loa;;,,~""~1 ef'f,iciency of' ·t.:l~ Chinese 
econ~~ ~e Chinese a~.tthont1es nave al.Go recently i•ev1aed the rules relating 
to tranoo.a·tio-oo in oonmem.etar.1 gold ill C'nino,.. A~ a reault~ the Central Bam: no 
longer part:ic:i;ril'!tes in trading 1n nor.er~neta:i:•;:r go.la.. 
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Staff Rep,grt for ~...2!!. Arti cl" XIV CcmBl.il.ta.tion 

Prepa:red by Sta.ft Repreaentativeo fol" the 1971 
Article XIV Consultation with the Repub1.ie of China 

{Revinwed by the Comnittee on Article XIV Cor.sultations) 

I Approved by D.S. ~vkar. ml.d Dori.al.Ii K. Palmer 

{ 

May , 1972 

I. l.ntrodnct ion 

The 1971 Article XIY' corum.lte.tion discussions with tbe Republie 
of Chir..s. 'k"ere held in Taipei during March 6-16, 1<)72. The Chir.ese dele
gation was headed by Mr. S.Y. WSJ'..g, Vice ?l.iniater, the !l.J.nistry ot Finnnce, 
and included senio~ off'iciD.l.s of the Centu.U ;1a.nk and of the various 
ministries concerned with ecouo."ld.c policy. Tte mission al.ao had discussioJllj 
with Mr. K.H. Yu, Governor of' thi:i C..entral Dank and Mr. K.T. Li, Unister 
of Finance. Tne staff team consisted of Hensrs. K.oji £uzuld, Alex Ash1s.bor 
Nld f.~s. Hui-Chen Wu Yang. Mr. P. Y. Hsu~ Executive Director t'or the 
Republic of China, attended some of the meetings as e.n obse1-ver. 

II. Re-,;.ort on Discussions 

1. <};enerat Developnents and Prospect~ for Growth 

In syite or the adverse imp&et of' external developnents on certs.in 
areas of the eco~ such as the atock market e.nd foreign private 1.nvest
rr.ent, the economy as e. llhole ma.intained a high grovth rs.te accompanied by 
f'Urther U:i:Provement in the bal.8.nce df payments and price stability. Gl<P 
in 1971 rose by ll.4 per cent in const&nt prices, following the 11.2 per 
cent increase in the previous year. The projected 7 per cent growth target 
in the Fifth Pour-Yeo.r Plen (1969-'"12) and the e.verage g?"Ow"'th rate or &bout 
9 per cent o.chieved in the past 18 years weN both Bubstantially surpassed. 
".'1th the population growth rate of 2.3 per cent, the s."mle a.s in the prerloua 
tvo years, per capita income at current prices rose to NT$13,148 (US$329), 
representi.Dg a 9.0 per cent im~rcase in real. terms. 

'lbe mainstey of this impressive performa.nce ba3 been the dym:nic 
expansion or manufacturing produeta whic-.h reeordad a. 23 per cent increase 
in 1971, following en 18 per cent incre&Se ~J'l the p1-evious year. The 
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A~5 ;J·er 
.il::~ i~o ~the e.x·:po:rft:-3 Ct°f: ·te:;:t~tlt1}::! t~nd :r~~JJ.~;"t~Gd :tt.c~r..a ~ 

,ce11,.-G a.nd. :r-c~:p.r~e,:;etrC~a .. 2:;, 1~-~~:t· ce:.:d:. t;i'f t.ote .. l e:v;-t:tCtl"tt~ 
(~]Jit1ese :t:GJ.}:ne~er.itu:t; :1.:tn:s n ... d.:.t1l,i~~t.eli ·tl1D .. t ·c.11:1r:i :tr1c:-c0a~~r .. ;;: tt r:~.;; exce.pt,ion.a~l, at1d, 
'C~~tr: .. t ~:rtc}j n :Lu~z~ge j_r10:.t .. ec1s~3 iri p.crJtiur~·tic1r1 £1:r1i1 r:~:i;ort~s. ;~;M x=r..·yt, e;-qJ(::r:;'(.(~~1 ii1 

t~l.01~:3 ~ h.cJb·En.Ye:r 9 t11e Gh.in~eae ;t~·e}?1!e~;e11t~at~t·1Ies c~b~1,a:.:'·1;-ed~ t~l1ttt qticrt;as ~~e~:a 

(1~~t.~.3:'.l'~i~.tl11~~~l :lr~ qt~lJXrti·C:f t.e§.'"lTIB !' Ctt!d i~~lt"i<:~ t-b.(:.: D.,·::"i~tlal ~l(~~T~:f.':lc~t;:L·t;~ \~f:fcc·t ~JOU,ld 

~)(;; rj:"tri:t4ui:;:~c1a .. ·t;c' "tl1e e-:-:t~~3~1t tilw~i.._ t~h.t~ tt~·]ti:.:1..1.e ~tr10:~~ .. -~rf~:rl' .. v=~ e~:2.r1 ::~:).11>i~ f~:c·o·~1 .1oi:.t ~ijo 
115 .. ?:~.:le::~ -lcilJJe :QX';OdUl!'tS 1t·r:i.tt1.:.lll "t11~:; . !;to~·!;(:td. cru.crt,e .. o 'l!1e·;:r Cl1d.eC1 ~:-,1.v::li~ ·Gllf~1~e \:tJ".0;S 

a.7.1,~·~!-::\~y ~c[ne .ix:1c1:1.carticj11 of st1(:1l e~ s11i:f'i;" 

Bt1 :ta.7.1
, (~li:t1~1 tif.7!£~ uu1'5£n.1ed ~~t -,J·01~~r s11ccf~~~si:,11l :tr.(li.ii-:rt:c·:tr~li~r~a:t:Lor;. llj:."'Cif9?~~'2.n 

rntr'1.J.:nJ..y ~J&sed. 011 la}J\)?:--~in:t·rengi'l'e ~i.:n.c?. s~)·Hr.pJ~e D~Hf3eIUbl;;r ·tj:.~~-e i~.1(ttJ.11-t.:.'lieaa Tl1e 
t~?~11..::~:t~~se -~1.trt;i~c.;~·i~t;ies a:ee ct)ir2i(i.e.r::"t a1)ou·iJ ~£jJe fu ... G111·e c~t111.r·fJC~ C.)f j .. r1d.r~t-Jt.J.:"'iB1l. 
cl(::-\l~·i?:lc.~.z::r:e11ts i:n. tl1e llf~11.t, o:f "Gl1e r:i,,Ck~c.1uLr!~c nlz:p:~,:L:r o:f 1c;bo:r~ C1.i~; co~'-~_;,;;.J."'f;;Ci-:>1e1.y 
lcr-;;r ~·7D{;es a~.:nd .. ·tl1r! "t-1eJl ... ·er~~~:[tl)J.:Lsl1e.d t,c-:.clt11(;Jogic-si,l 110 .. seo .c\t; J'L:flt8 nr~.'D.0 t~iu1e~ 

ti1E~:l Y:Ii::~·i-:i{?J ·:d€rlI. S,.t_1:0.:1~e f:)f' "t.h.e lcJt1f£e1~ t~c~r~:1 !JX"ObJ_ODlr:.~ 3n~cl.1 ;:-1.~. iri.~~:c·E:.<~~~:~e(l l~<z:;E~t~rie .... 

t,oc0.:r:.cfLoe;~t ~tn.rx11"·(JVE~s 111 c,-t1~1.f~r ,5}2:\rGJ~c-11i~ng cousri~:r·:L~-:s ~ Ci) :l:rU-:':i v o ~:J:"Ot11.1c:t~_s of: ·tl~e 
s:l.1;"l}:.'1e a4·3ncr.ibJ.y ty]_Jt-!, rr~~c.l-1 a~s ~t;e.L~3tti8i~·)Jl~ ra:c1it) BEY'Cr~ ~ r;;l12;c:t~ric~·LTJ. r~PI)1i.~~.c;ee~ 
~~r1:r:~:J:!,.e eI~~(!-t'.·:t",~:n~tc:s ri,!J.(1 te:{"'(:iJ.e rrr\J!11.;;.(.:"'Gs, ~\ri11 ~~t~ee ~~:~~e:1.1~2n .... cc--D.~r:et~it.j_,,)n .. o 

-~~~~~e 1~~~~e·t,:v~~~.~::·:;~~~~e~,t;;<J~~~=~rr C!~~12:~~12.~·~~~~:r~~;~.~(~~:·~n~~~t~~~~:~~i~:~~~~u~~ng 
:i.11f1tIB .. ;;.ries \-Ji 1 ]. be~ rlesigrled t~o 1J1~01.t:LC.te tt ;~r.lci~~1~ ... ""'D.l:~i~Ji~~r (}:f c~J.~?i·(:.~l ;30C)~1;J G;.l1d 

ri7£:5~r:.:xl:L:lls :for ~~tte eJr.isi:.i:ng p1•o;~essj,_n.~; ir1d.11r.i~l"ies f.l In tt1.tg f,!()T!Z!eet.iox1~ ·i~he 
e.1rtl1c~:e:l"t:i<~s ~1ttu~cl1 s1:.r:scifil s:ignil':~ ... c:.1::.1ce to ·t11e llrte;s1~ated nt~~el rrt:il1 :r:c-o
jE;e·~:. :t_--0ceJ.1t1~-- i11.~~Uf:Ju~~v~t~ecl c~ ti joi11t ··;,,"e1-riJ"n:tc:} b~"' ·tl::.c Cl.11.Jlt:, ;:steel (}~I'}:)r;1~aJt .. ion 
c~1d a. i\):ceit;ri ~rteel cc~-:~pUinJr c1' :r.:~is;i:,:l:nr; Bn1G.ll. r:;i~ecl 1nil.lD ~~:~1c1 Irb~j(>J~ s-teel 
C{.J11stTI~~i~_'!;~ :l.::u:iu£·tx;iit~s, st1cb.. s.s sl1ip~v~~1"*'ds a..r.1cl cc:;ns'ltJ·11ctio11 i;::;.i:.tt~st~ci,£·B !~ 113.:vc'.! 
r1J~:cead~/ g·tt~ .. rter:1 t~o i~r:~J.jll:S~~ ~t11e:l:r- i-::1.,odUct.ir,H:1 vx1c.l irr:resti,GlBrd.~ }7:crY2;J'."f!)tl!J ~ ir1 
o:r·J.(;!' ~co c1.)0j~{{il1~1 .. Ce \fitl1 t:.l1a:t of th.e i.1J.tGg;~'Z!tccl nteel rr~iJ..lCI 

In ].)i~C8Trt1)~!r l S;/'1 f? 

:tn:ce <1:;".' l\!':\\J;l~o :-x;.:17 Do !J ~ 
·tl1e Gci-v·e1\n:11(~nt is:1:ro:t'Zl.1~d. t,}10 li'ttftd. ~t11rrt ~tho c~·:.:(!}J.r~nge 
d.olls.T" 1:J,~'ttld r·eJno,in 1tr.;(.-;1Jc~n.r:}ec1Q :Ib.i:-; 11·C))Tf~serxi;ed c~J 

c1ec"J:·e:Et.sE1 5.:n. ·t11e so1.0. ;~~:Lue oi"' t;he !°~(r.'r 1Ta.i"'rr:in 
I,la::r f.i, :L~.~'!2 ~ t;l~:ln 1~(tte, 1~inicl1 (!01~·:D--c--;r:t}.)C1)1d13 \:ia 
tl{f.tE.!s;~:~ i-r3.t.l1 ~t1.18 Iri.L'tJ.d t\S t.l"2e r1et·l J}.3.1~ vc.1lt:.e-0 

<.1':> 1la:-c o :~· 7 a t~·~;J Y"'::::r 
I.?I':~)l~t-3 '1 L}2'~;f} t'r:~J.' 3Dl~ 

~t"r~t.e{l t.lTa.t :i .. ~; b:}f.:~.s ,:;oo (;:E{.1~1~l t.o !Yt.?"'l::e n. f'ulJ. e.,,snessiuerrt; cf' t~b.(! l.!i!?t:~ct o:t" 
t.l'l\'.~ ,:~~1r::.:~e:nc~r x"r:.:~.,.'l:Lg:ri";;(~rrG 011 tl1t:: eco~~·~~)J~;v j) ln vi.G1;:·r oi~ ·th.c I.t5~c;l1 cl~:::J~·ar:::~enc~t 

()!':: .}~IYJ~J;;~.ce c.aIJ:ttaJ .. f~c~od~s ~uitl !.1f1;terin.10, t:11e 2.~t~1t.ra,11.i:v~·t·i,xa! C(f' t,J.1e ;;t>CfC C(JU.1cl 
(;.~~11r;e S<~J~J.8 8t~~~'\:lous :p:.r:ctblerr1Ze li"Cf~'!t:\rc~r, i:'D.J?·;.JJ:·t J;):r~icc~s o~r so~r;.c:; t)f t~~]e r~lli~;joI~ 

:lt.z:J1:J ~C~coxi! {Jn~~;r;j11~ i1a.1'1:1 ict~.1a.:r.l:~;· t1t,ee~l l)l"Od,~~(!'i.;.s, 1"1ft-\re 110.t ~ret ?ef1ec;t~!:~r1 DJ.11:,v· 
.. tl1.e r;;1"J.~e2:·t; of t~l1e i~e~r~ .. ~J;,,riti<.)11~, :90L~:J:iJJ1.y Cuc: 1~() t11e l:;:r·~(;lc:z11;;t:;c1 1·Jec0~:~21oz1 il1 
~J t1fJ-B..1l e ()T.1 ·tl1e ot~11f~1"' ["l~lf.l:; .. i~£1e (;l1iJlOGG r·0~{):t:'ese11.tf!:G1 ~I8S i)E::Lieved t,t~.(~ 71r(~n 

:~:~€:v~J,~~JJ&t~t:l.or.! "~:1ot1}.(l e21C\.)U .. rv~t~e <lc:n{in"'i:/:L~ ir.1.llti!~t:ries lXt~oclucil~$ S'l~-~1 J.i::::_I:rt11'1"t. 
I 
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8tibst:ttutes u.s mach:tne tools ~1.tl.d. pls.sticn, a.nd alsci provitle an oppo:i:1tun:tty 
.for new ii:i;iJ~es cf' e5-::pori; :l:tem~ such e..s 1.v:>phist:l.ca.ted elce'cronic prirtsa Tuey 
:tndicat~cd that i:.hi'~ Ci.evelo~~tY~i:·nrb ·i;.nis fi..lreQd.J? uuder way .. 

Prelimin.o.ry ent~ites :i.nd.icf:l:ta th~;;i;, a{[,1.>:tcultu:cal p:rod'IJ.c·i;ion in 197l 
rose 'by only· 2. 5 per cent, c.s 'the pe1·f'o:rtu.~;c;r:c::l'C~ during th~; second lrn.lf oi' 
t~he ;)rear 11e.s affected by dSLwge~:1 f;ccro. r~ipe!:l:fod. typhoons., 'J:'i:'Otluct1on of 
f"ooCl crOJ)S, J;)8.l~lc11l~;~rly ... ~7ioe .. '7 snlf:f~::r~.;cl ~j:Cer.u;i ~.r~!; 1o~s(~3, <;ver2 i:rl101l(?h 

g~peci::.:J.. c~:rops, , :foJ:·e13t,r-y DJ!d J .. i~\re·tJ'Goclt ccnJ~inued to r.J2."'01'l sat:ts., .. 
f'~,-·to:t"'il•:- -i:1r-e •·r'o(lncti'"''1 +;nt,<led ·;i.oo 'i;hot'"'a.t:1d ton'3 "<'F""Jre~'""t"tin~r ~...,_,.,,,, .... ,;tc ... i,,..,. ,;.':""" ·, .... "' ..,,._ -.:+..1 • ...,.,,._.,.. ,.,.:r ;.1~ •,~,. , :;: """"".,;~·· t..:,,.,._..i. ·:J 

t"~ c1cc:t$easl~ oi.,. aJ1no:3t~ r7 pe1~ cr::!r:~e I11 1~~dCtitioi1 ~t.o t;;'}?~~~oa:n 81)1!1-e s:t1if't:l.:n,g 
oP ·rhdr~y f·iold"' to 100·,,,,.,, T.l:K>'"-l"i:;:"o·te U""""" !'"!Y'h ''S f"is11 no1.,d7 ·~\'l'l O"<'cbe.;rd ...... ::",'-~ ... ..t.. _....,..,_ ~ > .. ....... e- 1~ .4.-. :.J'.+ -- -ot.;;tJ! iJ "'".~ i.:.:~· --...,~- .. ~':" ,...,:;. 0 a.,.,,"".. ..,. '. 

pla:t:i~~rtion ·~w,s also :responsibl.e f'or ·the dee.line., 
I 

. ,.. 'the short-te:'.'!n d:l.fficmlt.:\.(~8 0.-c.e i:;o W·~ather co:r.i.i:.U. t:tcns, 
·J:,11<>"1~" ,,,,.,!';;, £> '1 ~·o D""OO 1 eITl''" of' a. 1 no·,¢r,~·!-.n~·4 "' ,~.<:>·!-Ill'"" '""'·ie €: "(Wtr'mi.C r-:7"""''~.:·.,,,.,,, 1-·r.<g ~ ~~·..., ;'Y ""'""- • ..... ~ ... ) 1 J. "- ,,:::;} .,.._ -·-'.<.~':,.."') ~l;o,4,J.;..!. .,\,,t..,.,..(,.;a ~I) .f.,&,..,. ,M \~ .,..;,.- ~ .. :'\ ~J.: ~ ........ llJ"""-'I• ~ -1\j~, 

~r,t11c~~icx1t'!ec1 a st.:bst~:trfGiel "t1--e:n.~:!~OI''f1£.s .... t,ir.:;n nl1l:f:t:L~1g ·f:r·om CJ..n. t~ure-1Ja .. se 
·Co 1 of i1·1dl1st,z~. ~:n.e shJ,\1~.e of r.~t;:t•J..c1U:tm~c 1.11 

CJ~L .. tCt f\?.J..l ·.f:r·cr:.n <: .. bcJui:. 35 I;~1~ cent i~l tb.e· f:ii~ti,as to l<:rss t11c11 
:1 .. 11 19'?1, ~u11eI"'a<:10 ~that o·r ~~ .. J.1.dt1si:r1'::l· i .. osta :fi"'.~.r11 n,bt:u:'~ :2-() 

c.0···,-l~ (<'I'"'-" C}1 "'rt ·1 ) 'Fhe nhrp~e (Yf t•<rr'i rn.>Jt1n~rw """'OlCnfl''•u>•nt ........ \;,;,;J-- ,....1.,,.1'4 ...,_ i) --.. I -,,-",A.,_,.,,,!,, ~,, .,.'t.') ,..,..,,., 4r, ..,.,...._,, ., :..:.J,_,~; '>.' ...::ei.., .. .,_ 

in ~total dee1i:o.~a f1'ow. rao:i:·c 60 
t;o i.11- l9'7le "'lJ'i~l 

t)~g1:~ 1 ctl.1.t, i.U...,a ~ r:r.1rGl1o~~~it 1 e:-J 

px6 obJ..ern. c)f Ir:lti:n:tai11i11g a :r:.-:;ya.son~J:>l* .. .; ~~1~1~r'c.l1 ir1 
a. ccr~r~r:,1:'ab1.e inc01rra lev-:al 

r>eve-r~,l me&1,euras h1:v.re been tec~.e:.'1 to tD.1.s~ 
i:igricultu.?al -po1.:1.cy is J.W'N' pJ:;,ced on mecha.n:!.zation 

of cropsn J.:'\t:."'therm.czr·e~ eu:lteJ:i1e ir::du.s'tr:tes '1rlJJ. be enr;ou.:r·G,ged 
1'11I~~~t arecJ,s to :inc1~aase StlPJ?1.erM3:n"b~tl i~,.corfle .;:;c>m~c1F:s fur a{~1'licu1j;t11~ctl 

~li)t1,st3llolds o :I!8Xt?!S on 1~la:em :tn.cc~ue -:,rerr~ 1'teLitice:i and ·tl1e Cen.t:rcal ~}\.f\ter2~~1eut-

hes for i;he first ttm.ell s2ecdal ·:e-1.mds to be ut:Uizod f·or fm"'m 
m.;;:ic1i:rrnizfftionQ 'l'he Government! 3 r~.\'::e-fe.!'ti.li~:'.el" ba!:tex· Wt'1/3 also 
L;~::rviced :l.n i"'~\tC}J:" or l.'*ice g1~0~..reJ:-S*!;/ 1.Yl1"iie ~1?I?:t.~ec.~:tating t"t12e p!~~b:l~EiT~~ tYld 
d:tx~c-:e .. tioxl O:f* t,11e r;e~·r ~:m~pl1e~3is il1. ag:x:-i~~u .. :L''cttr~i.1.· 37.::lic~t, 
su;:;ge~d:,ed. t,lJat aixnilv~x· snpj1u.si.s · sl1()1.lld .. b~~ l).f.taced 011 ·t!1e 
and 't~1ttt 1n tll.te cou2'ze t11e rlce-f""€~:t·tilize:r barte:!:' :pro;_sx·em G-h.ot:Lli!. be :t'e:placed 
1)y the! mu:d.;:c"t mecht.>Ui~Lm with a:pprop:ri.ate f:l..:r...,."'U1cia1. o.ssic'tcm1ce to · ., 

The Lo~12;·~R.'1!1[5a l~conoiuic DeYelop.~ne:;,rt ?ln.n ( 1971-80) v:r·ov1.des guirlelin.es 
fo1-- ee:Oilcni<~ in ·tb,e co·nt1;1.1:'7j of trl1e e{!o11c~nic strllC?Gu.re; 

t.]1£~ rU;)(ler1Tis~-t=;.Ji.>i.t)l1 o:f' ~t11e ec(J!1(..7!~t:t, st:u:rtrt.-i:k.·~.l.1J .. a! e~1r1v.:ll:l.e G:.''01~~1.:.11, 

l:L~irin~~ ste11da,:rl1S for ·t]1e :r;eo:p1eo S:lnc~(; ~t11e C.B.J;;it~~l~o·utzn.it~ 
a1~ct.ed to J.'ise &'7 a :cesu.l·t of incb.1::-:try-o:;."iented ilevelop~ 

1xtci·~t ~ t:11e t!:x~o~·rt1l1 l<).~;.te :ls -est,:l.n:tJ~.t~ed ~to ·be ;3~ 5 c:erit !-~ c•i"" so;ti.e-all~:.:"G J .. Olie1~ 
a(!tt~!~l :pe1~:eo:rr:~rG.ce in i~ece.tit :irt;~ .. ~~s;. 1111is t-t:.~:eget is (.~onsider·ed. 

glLit.a'bJ.e 1.'l(/'· ·t~1e ~~t1tho1'i t .. i-~s. t..o rt'L1so:cb ~tr1·1e · ir:ti:!1:rea.~·:;e iI1 

........... o..;.•.4>0""-'t.""'~~,.,..~-~-~~----.... ~_,....-.. _-~-.MNl~---~~~-...--1., .. ~~1QC>-"'-'NJ<4"".:n<,.. 
""' r .. ~l l ~ .Y 1rC:iJ: u.etJail~1., sef:l C"ninc~:· li:'::!cent Ji};:ono:cd. (~ IVi:'leloj;;m~intB :i ("t 172/ ia::ili"i; -; 
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labor force of 1.9 inillion 
also t:.:n.v'ir:;v,ge C')()!1tirmm10 
lii/c11 t~r~e :resltl:t thttJ'G t.r~,~ 

is er.:;t.in!ated i.-;o reach b)l. 

,,.,~ !H'!/M+""; O"' ·1-'lht;> <'.:'·j ,-+}· ·,-;i,,,,.,.,.,;-.,r.,!~"" ""'1 n·n f 10·-,3-~,'<) 'l\!,.;. <" "t~ w~ ..... ~ .. v-..i:...· j.,J.~ vl.1w Q...,...,;'i.t.JI ... .£ - o"'~·.;. ~ .. \:~"4$.' l;"' ...... i:;..-:w..... ... •• J ~ \) 1.-?,;;~).""j 

It was t:ent.~rtivcily agi·eecl to t~i.rge1;; of 9 -to ce:at 
an .. 1111rn. a:n.d arr .. E:=:t:.901:1~ e;:t\~)~:rt.;t;. !~ei~ ce11to 11:;:s e;tttCE~~~l:l.t11.stJ "''Y't)ltld 

be consist.ent w:2:th those in th') 1:u i·r::1;.'lponce the 
tea:41t ti r;s:v.f:tJ:;r t~l1e Chinese lt.fJpr:f)G(~ntat.:tve$ s~1i<l tl1ai; t11e rt1"to!~;ect,~;(t J7e,t.e o:e 
e}:}J'o1-rt~s oft g;cJot..1s ne1~\rice~ ;'11D1S.~ in ·1~~;L te:t~ZUB~ a.:nd raig:lri; not be tco 1.01>1 
:~~ ·t!1e tllieex·i~a..irtl~ies e~vp·o:~ .. t 

fCLon,g with ·t.he :i:'.'a.pid :lntiust:?.~i2.,l:Lzat.iox1!) dJ.:m.w,nd fo:r :lm'.>t:'J::!.sfa"t.wt~ure 
f:~r~ci];~tt:tes l1as inc1ueasedu UnClt~l.') ·t;11e fr.J:i.1r-~re£:.1' J?l.ans, G\J'l1e1~1ltf1~;:a~t 

h;,1Ct lilaceO ... <:impl1Atsia· Ol1 t!1e G·::~n01!1siol1 of~ \trt;J.~:lcitJ.s :111,1~1~n.s'G-1~lc!'tu,re :er::~c:ll:tt:tes 
(Jlt~c"tJ.!>:!.c Ct:~1?3c:L·t}1· ri11cl t~"lla.nm)crr-t:,u;t~tcn b1J.t ·t,11esc~ 1:~:e:k~e si;ill :Lu.~ 

·.;:co f:Jf:J;tie~t!:,r tl1e f;1--o~·linE; dfJJr.i~-.idlj Co:ntJEHJ.U.ertt;l~1:> t~11er"\~ i&l DJ1 

::ri:;ep up ·the lk:ivelcn;;m:mt. ot· the ini'1--a.st:i:"l.K~ture" only to mc:i,lm up 
f'o::." rfaorb:,ges!l &lso to r11:eet :f·i~tm"G :r~;;.i;1uircl'.nent;s .. 

i~1e C"ninese ! .. (.;1!11'11esenta.t:.i ,.rt:?~! :i '!i1dl.catc'1d~ 'ttat, J:?Z'kiee b,:?~10:1ioL" 19?1 
·~f,1'.HXtf :t.n· t:l·v.?. ~p1~~1v"':l~:Jus ~re~r o fJor1enx~llera 11 :p1:'icea :rose 

'J .. o~"'~· -ri (" _,,, c" ., .. ··n ··c,...,.., /, ... A·', • '·''°' ..,,,._,,.~ ........ ¥ ·3 < l Z'i • l.;,.l.~J •-~.) /~";::r ..;i!L· .L .• J...f12. v)J.(1J:/.t<l.l.Ly ..,,,.;;i ..:,,_.~,-;,,._,,,_,;:;.., . nt..> i?.l 

197llw tilie 'tii~.o1.rjfJiilt:!. J;1~ic~e at, 19r-lI ·v;;)~S 2p 5 
t;.hc,n e ·year enrli01~, b11t tJ-1,;: r1orrt31ly 

:rry~1e c~vai1.D.ble d:~ta~ st1<::~est.~~d ti1i?/(. avera .. ~~e 
indv .. st1~;r 1~ose by ~brrrr.t 26 

p0r:Lod 19GC-'n. .Ho dr:h{~a rtJ::·e avt'.ci.l~ible on ci1ari,.,:;eg J.ll in,:'tw:rtria1 
cost~a-,rnxt 11J~t;~ns ~1re bein:J f')r~--auln.,1~e;;l :fo!' C{i:1!piln.1c:ton o:f 

i:ncl1.1st~tltial JJrcclu.~rri:;i""V"":lty &?.-ta~ Th.e at~E;!.:ff cc@.::men·G~~l -C.l1at.r, i11 {)l"de:r ·Go 
t~o d2:,te C}~:tte1~i:1 x~o:e v<tsserioir.tg t.be cc~1eti..,~i\.rer1eas 

·bhe ae-,;elo:p:m.ent of ir~~11 p:re?&.,red. st;a;C.:Lstical ci:;i 

}j:~'odm:;t:tv:tty \-:-2,n V.l'c;erf~ly needed,. '.i'he team also the 
c11a.11~G::r~e v1i1j.ci1 tl1e t1!1BJ1.f:::in,g S:b:r~i.:rGt1-re of tl~e econcm1Y IJ0ses f'or "Cl1~~ :eu.t~11""C(~ 
~·ct:-tlilU b0 ;net tl1ro'Uf.::11 a \<.Je.11. coo11rd::lr~a--ced Y?~---~r)t~i~t1m ot-\ me.~11pm·;-;:::f~ clev·e1oprnen.&~, 

ttl1at ·an e~cpa~idecl voca.,tioj~JP'l o..nd ·te0Jxc~ica.1 progz-rf~"Il a:lrnea ... 
s i\rtur-e :r»a(_';.ui:r.c:me~r'Gs of' tec11<"!:lca.l exld m.iddle··lev0J. 

};>rc·fe,:;sio~u. :persormel w·otilc1 hel11 el:lmi1111t~ fu:t.l.u'e bc::l.~tle..."lecl:s in this r.~.::i."'ea~ 

of 

:y1:::rf<..n."'lil-9..11.C•::i on a, conso1.iCl.J.1·ted. 'ba.sis has i:>hm·m cont:lmied 
recent yem.'i~., The bv.<lg;et showed. E«tfrmt~nt.:1~1 :f:t:"om 

1969 .. Ju:no 1969) to d . .:~:i'ic:S:ta::, h'.\ the J/:::-ev:lous ~.naa;:>s,, 

1s~,:yo ar.td ·tne i f~sues o:f 
of~ p1"'~~i:...1t.:B isr\ueat' 

:trtt;:>c1d:uC:t~~ a s·c9plf..~...entcrtv 

~..,t1rlgc:rt i1e1"\c; 

~f:'i1e a1 ... ttl!orities <l:tseorrl;i1J).1ed 
1:n1d.ge·t; du.ring 'bhe :fiscs,l yem:·a 
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t?;S'~1r&J1.,~~ti~ 
ti~c~st 
~:(1-{:;aJ .. 
1 t~ •.;'"~-ati'F""' 
- i{ J;i-"-v. 

~cne 

CG~l\~r.r 

1972 · :;}:f·;;:nr:kl0 
EHJt~-;rlt~~:~(~ij 

e~:rt. ·i!;ra~\;efi to 

't''o 

5 

i,Jal."'8 e:r.rvi3r1gcd 
bond 

C!(J'!lo.<;i. 

" 
al~:l~ ~~~·{tlte"tll~S b~ 

s:tf~!> 
:::.<>ea.listic .. 

&trJ.a 

t~el'''tlt 

O.V€lifi.'.:'>i~O 
1<n1-:-'J s.:~ 
J.lj.;;,>t''-" .... 

to 
ec.(!t1l~1 on.ti t:;L"tJne c~1'l,£.,.::lr.i d2~~n3es \'ieI>al iute...o~-t:lc~d 

t~~:) ~t~hc;: (~;;l.rrG:ri1l'>l'n~:1ozi o.f' tl'1e .,t.a}.; b~~et1 to 1~e&-l~ce i-i~1"lO Gl-&n1J.1:Lst1~r:,ti:tre 

l:;u:.r·ite-n all ~Gmt collecrCi~l{; a;1en<.~iciso 

(~ciss:tc,:::1 j s reeer-zue-11~ 

oe 

'bl1r~ 1·1i.~1:i'3t;1~y of l?in~;~~(~e. 

{':~:-~{)· 
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nee:e~~.m1':"r to S..GZiGt ·the develc:m1K?.1n:t o:i:' :tn:l:'an1; :i.l!ilm::itrier.::.(: and alf;o to rzb.i~~ld 
domest;ic indust:i:'Y agairmt c"':lmpet:lt:Lon i'r-cea a1n"O~".d.,, 

The Gte~f'f' team noted th~1;t rr;,:;:>~.a. 0co:rt1.)rtrto growth in 
o'" si·G11..a·i~i1J]1 ''hex~e ~~ite <leveloJifilt~n:t of iru~1~1r:ist1-t:u .. ci'nu:re ±"e.ic:tllt~:tc:a 

:J.n 
D:ottJ~enecka~ Tile "\'fhe·t:t1a1~ t~he C~·ov,~1.,.n .. ~1e1it 

it desir .. aJJle J..ess ccn1:t>e1.,.·vr:'.l.t.7~'1:::"e p\JJ.5.cjr 
l~\Y :!.1.1c:ttt:::ztsi11g ca]~~.tal on infr-a...~t1·i1ci~1!re e.:.rui sccie.J ... ,,~verhead 
~:r~l:Ct11~e ftu,cil:.ttit;g o rJ3.1i1s <lone trri~t;I1\:J11t ntebiJ~:l.tt~r i!l 
Yit$1 tend,~nc~:v .·to ·ur.i.d.e1'esti\'!1;),te 1•e1,i·,.;!nue in e;,::tim.::.-teg,; in 

•:r'"'·"''"V'"~ c. T!1.e Cl1:tr1ef~e S"Cf'i.i~ecl ~ £; 

J.?01.:lc'!}-- 1·:ai~ dete1-rBil1ed 
eo.ri.~istr;~nt~ ·nitf!1 ~t~h~ 

U1e 
'cent1 d.J:ti:>inr; 
<;;e;.~t ~ v:~; c:;:.bott:t · +.i1ri r:anw f' r;; &n":hw· ·1 q'i~-o 

:' -,,,_,ii. ,,,. ..'.' "41f •'""'- $"- ,;# ~ ... - - \),,.'"f'1-t'"H":Ocl.;. 

n;n.d ~~~r:I.ngl::t: / ... ,cb_::.-v 

e}~pe .. nsion it1 1971 17'o:t.lot;:e~t loo;~-e- oJ; 
( ('!hf.t1't . 3) o Cl_lf)_ 6 

of pa;:,.1.i'.\l.Ei:::l.fa:: ~ 
C::r.:efl:l.t 

a-cc"~;lera"i.;ed 1971 ~ 1..rltile 
AJ:thou~ih t:he 

i:..i~lJ. ns. 

tje.v:I.nu;n df!J.:1P~its :l.r1 ~tl1e 

"c;he ~111oru:1:t oi' c:r·e!l1:1~ 
tf,i](tj .. t~.on, mor&l 011ar3:Lon ... ~r<:ii~~~l 

of close l"·eln:tion. between thr.: Ce:nt:r'~,l Ba.:nk 
vP..$ :t:r.ri::er1si:fiede 

the ITi:3ar.rt5.Jne !) :posta:t st;\'tt:tuz~ 
cons:Ld~io.::;bly on e, .;1;z:rl;; 
s;:;tsciaJ.:l.zed lla:r1.k$}. 

( ri:tte1~ cle du.~'ti:n-$ 
a"":.::GlJ.i.JJ? J ... (;:tes 

Wl1'S v~sefttl in ·!:Jhe l:t;jl1; of 

Bank 
Ct~:o:t;i~a1 .l:Jc~n.1t 

lit~ rrt::zi~f s1J.~?:£~f~~;;;1~<l "t~il~:.t Cerr·~:t .. 3J.. 3~.r.tl~ 
su1 add:l.tional t;:~r..:try in :!:ta balance she€;·(; 5 so E~~ to :r•eflec·t 
r;:r *"!:1Lt8 on tl1e ~1.iq~·u~i.,11..t~r of· tl1e 1~a.!lltir1{~ sec.to1'i a:n.d 

'Clle:>'.'X;:l'.(y J)l'OYide (~tc i'1:Xt QEJ.:y-"f,O ... :J.'X!f t~t,.tera.tio:CSa 

:c~tpJ.~t:s6nta~:;:tv1Bn SB~ic1 :tt t-:all policr;f tfJ 1:n~~~ 
of i:nt;e:rest :t:"atf::~l r;enere:ll:y· ln the long 1'1111~ also t;o 

s:pi·ead be'i.:.ween dli'~posi t u.nd. lending :tat1:~s o:f '(;!J.e b&:~1~s" ~the 
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Ce4fa:'al Bank had :t'educecl :5.t,r; lending x::.tes :.i..n N:a.;;r 1971_, e.g.;, ·(;he rate on 
tr~c11tanees againz'G secu:eed. loans fl~om lO. 5 cent to 10. O r1e1· cent :per 
~,,ru:rrnn, cxiJ.'.i crn:('l;ilEtccio.1 banl~ lenctt:ng r."'d:tes w<:ir(~ i"educ0c.l ( f!·om 12. 6 per cent 
to 12., Cl pe:r ee.ni; :pGr a.rrnum for sec1xr'eli loan,o;)" At ·the name "c;im:e ~ hO\iErv01•, 
the :rerces f'm:• one mont;h and three months time ::.lerJOaits, and. :passbook savings 
0£.'1'.10Bits were ·:1:·2dsed; ·the :'lnc1~ease in th~~se ~·ateg :reflected. the co:ncf~l'D. of 
the :)JJ.thor:l·h:tes tJ.1t·it tmcluly low :eit't.i:;s 011 .s'Uch deposits might erv:::.ourage a. 
t:canEf'e:i.~ of se.Ymgs to the \lnor·gan:i.ze:\1 mo:rray ms,rke·c. 

The policy o:f bringing don'!er>t:tc lend:iJ'lf!:.J:·ates .. :tn 
'i:lB.B al~o d.:tx:ect 1:.:::d puJ>:t:_y ·:.oi'!a,x·d the pl'(~ssm'e 
st1o:r-·t .. -.ter:-:11 f\111ds :l:n ¢ch.G :foT'Jll cf' 1os ... t1,~ ·<;o (.!l1i;1ese 
bo .. n.1c.s P~~1(1 £l~£j~';C1cia·ted CCt!l[ra£1ies e ~~01~ this 
rmS})(~ndecl 

C·artc r.r:.l 

!'ates nbroa11 
of 

:;:l'.)r·eie:n 
o :e C'iij~na, 

B:~tn1~ o~f Ch.~~.1~£;.. i;o i~ll1ence. iilS~GaJ]j.ne:rrt 1:4~\fynle1rts on im.po:r~ c~1'0e<.l:ti~s of tlJ? cGo 
Ill ·v-it~J of· ·the L1.ec1~1 ne i11 01reJ~alJ __ c~;"'yy:J3;a.:t tb.e r1"trtho)::i.ties 

o~;;i;9rcnre,1s i'or short;-t~n:m borrow:i.ng f1·om abroad :i.n .Ja11tw.i~s 197c~. Wh:l.le 
'Cheir :r•~actio:n ·t;o 'thGse ext:erna-1 develop;-nents T.;ras unde:-cste.nd.-1!,blr;;!, the g"l;aff 

tl:ta'c ·c.he }1U'thoritien should cont.il1u.e the:tr 1.ong~t<:::.:1"!21 po1ic:r 
+r1"• <:"c.·n"'·r'"'-L n'''"'"' o·? ·'·l'l~'«E•~~,,.s+ ·r'"''·e ·r•;:,f!·1"~·io~ ,r..._...._. C.,V-"W,.,.Lr.~ ~ ... ~l:;t.:. ~- ,J.N.;;.'lf:!~..:\o'\;,,- (,I ...,.,..ttV *~_l.._.(,}..r,.. .:...t.5 

neasur·es to avoict tmdue c.rGcu·t e:-;;panaion .. 

The C:rd :nese auj~ho:ritiei::t took c:eJ;~ta:l..n measm·es dtu·i11Z 19?1. to 
·~he eff:I.ciero.ey of ·the capitcJ. mzi;rJr.et. 1971, e, free ms> . .:cke-i; w·"a..s 
e,:r'c.ablished i'or rm.blic hond.i3; :prev:.'i.ously they were tro.d.ed. ovff1~ the 
cou:-1ter oi' the Bank. of' 2'.'aiwi~no Nore ente1J?rises a:r·e being e.ncoU'.t"D,.::;ed .·to 
:lssv..e si.:;oc}::.s :r;>ubJ.icly or ple.ce bcmds on th•~ ma.1'ke-Go &:.u:l:.ho:dt.ies also 
a1:pprmred the establish:m.e:nt; o:f' e:lg..11t investment trust conwanies; :!:':i\'c~ of 
tJ1e1~.u ·w·e:c~e in ct-;Jsr·a·Gic:sn a:t t1·1e e?1d of 197'1.Q C0Ein1e:crting 011 t11ese 15,r:..nrelor}-
iJi.cmcs:-. the staiT :re1Jresenta:t.ive fu-ew th-a attention oi' the authorities to 
tl'1e l1eed ·i;,() 1"lE~v.i.e1-r the J_:t-oliCS""' of grarrti12g ·tt{::-t exezrq;ltiono f)or irrGe1~r~si.-; on 
pu1'.llj_c t;,)n:.lao The Chinr~::ie representat:i:ves said the.:i; the mat'l;er W(:i,s under 
considerationc 

ex:-'cern::;-.J.. conclttions &..1ring ·c.ue y.sar l1ac:1 SC'l!l.<e ef:i;'ect on t.lle 
stock rna:cke·~ l'I as indicated by the Hh3.rp fluctuf).t:lons d:u:dng t11e seconc1 he~lf 
of' 197l. 'J:'he c.,ut.horities took c.--e2"te.in meuirnre:.:: siu:.h as 'te;.(trpo:!.·ary sus:pensJ..o:n 

€.:0111:'.:ct;:lon of secm·:i.ty ta~-;; 'Go cow.·Tt.Ei:.>'.' the::ie c1evelo:prn.e:rrl;s CiJ.l!'il'.JG t.he 
ye~r. '..l'.he ma.·tkat a:ppears to b<:::: recover:ing somewhat. in recent; morrchs o 

4o Balance of 'Pl':«.r:rnenta ..... ..--...-....--... -....-..».-'""'-~ .... 

Due to the !'G-1J1rn·k..-:tble :tnc:ree.se in e:;~o:i.'ts~ the balancr.7 of p~i;y:men"ts 
showed e .. :(\i.:r..i::t.:e:r :lln:p:t'OYe.m.ent in 1971. The i:m:i.""olt1s on c1xrren.t f;;.ccormt~-
:lnc1.':1d.:l.ng :ne-t ''C!'tms:.'.'.ers .. "wD.S US$171 lllilli.m"lll resuJ.t:tng <:l :reco2·tl c;,rera..ll 
:.m:.r'pl·o.s of m;~;218 mJ.1.l:i.on in s:p:ltl'J of a sha:i.11 d~:cl:i.:ne :'i.r1 nst cc.l:pite.1 
re<~e:!.:ptso It is 't1,.1 bf:~ noted ·t.ha.'c the i!rr9:\'ovcm~:o:t in ·the cu:r·1~ent account 
t,ock a:t;. a ti::ne when there WtU.l a. u.stex·:torat:ton itl the ca:p:l tal acrn:.n.mt 
frl',,h 1 "'' 1 ) i._....,.(,·.ii..J.J,.~ - • 
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Tl1e Ctt:t)aese t"r-~1,~csell'.1t:iai;:f .. ·'-rl7!$ est1.ra~.ted e:1t1-ro:rt gro'Wth :b.1 19'12 20 ·:pe:;:· 
cent.Q Wh:llc~ that; s 11e:rfm."'Zl:tance fUJf;,Y not 1K::i re:t):~!.1c~d 

1972~ 

i~a,t-e;pt:r to 
:l~1dt1a~t:-r:3 

that tht'f e.:;it.:imat.e might• ·l.;oo 

t~he inc.:o.u.fac·tur:b:1g sec-tor had been ;,u:;l.e to 
Brcw·xi;:to~~!S:i- ar;; :tm:lica,;too by the l~es11oni:::(~ o:f: ·t:i~o tez:"cile 

res\;:;;·:1.et:to:.'W abro~~d.. Ev6-n in the -a::_i;l~:i.cu~ltu1~a1 sec:tor 
eog. ~ p5'"'"16~\pp1es t.he Phili}XQ:1.m.~s, 

e~;ricu.l ti..1:r·e.1. 1?:t'cdur;tci 
as i'iBll J!rGdt.J.(!ts~ 

~\ 
p 

d.Ed:'~ .. cit lI15 ... A1 i:n 1971 
rrLtJ.1.:tCn, 'f~i,.;.11.e t,lle &u:epl11s 11J:li;h 1;11e 

countr:~.es in<.:reasccL 1-~:lth a 'V'iew 
~G-r~J.t""1e :pa·tt;e;rn9 t.J.ia 

'\ligO:l::'{'.lUU 
tiJ.1~\) 

tJxts (!01:u1c:.:c~ts...0~1; t11e e~ttt.!101'ities ind.:i.ca:t~etl u. nw .. Jo:r: ])o1icy 
-'i::;r~.de ~1,3 wn.:ny countries m-; possible l"egtt.x'uJ .. cs~~ 

C1Z.)?1~1:t.ned ~,11.a.t Oi2.1Z of 
~eeis:tol'l tr; clin·:!Oltl,.,1.:!{S~3 

l~~i~uce credit 

rea,1Jot18 f 01-.: 

n.l101 ... -~w..~~~e1~il bor:s:~~tJ.i.nr~ 

ab:'.;-oe,d . ., 
.1.m1g;-te¥il1. ct'r:pifai1 t'ec<:.dp:'i;.s dsclined.!J pe..:c'ticulo;rly f'ri.:1ra 

f'.t'C".Jn Eu:-s."01;.e increased o 

Th'D i:rl;;i5!,:i:f' 'ter:t'.n clisc;trnsed "'che ca:m:iidaro:tions which lc-':d. t,o ·the xet~~xi:.ion 
;;le!3 UeSa c..lollt~~o frhc C:b.ir1eRJe 1~epl"i38~.:U1tative-s 

t.119.:.~jO:'.r COt\Sidr;:J:atiC<C.S 1:,1~9~\"B ·t.l1G :5 .. :0.IJ.)O:cta1r1ce Of' eXJ;1t.i1'1;s, 
thfi.~ ir.tED:-1»s.i.;im.1:!.U situa-'c.icm~ 'l.';he need to in...<t:tnt.mn 

eom1H~::~t:i"ti1r~)llEH:ts i11· tr<>:3~ ·1na1 .. l~et•o i~ conun:tttee 
co:::icluct ~ :l.nte:r ai. :.:·v:rth~:r stvii:y cm. a"8:cllf&,nge 
of.' e.c;m~cru:tc; s:!:tua;l.';:lou,, 

:i:t.e a1;.i:f-.o:r:i:!:!ies t.oolt f't:irt;h(l:r rn.easures du:ei>.1(,~ 1971 "Ge' libere .. 11.ze th(:1 
J.mr~':.Jl't co;tc.rols. ·we1·e lihort%l:i.sed on. 1,,600 i·;~.~ns 

c~orJ.El£1.t~u..t,i(.Jllo i'J)f;it.lt 32 :per C\~11t~ o:e· ~the •:!Om..ITK..1d:It:l.es it1~e ntYW 
18 :PGl") cen1':; a1·e s11bjeat~ '"i;,o corr\-;:role T!12 e:t'~ol"ts 
of' :l .. mpoz,.ts we:t'e iri'c~::2•t•u:pted in ·(;he }}art 

("J:=oncrmic con.di tions ah:coad~ 
t!ie &.liJ1i11is-t-;1'z.rtcion' of 

Both tl·H·0 <::utoiru::-i:tie 

T11t:: rurCl1orit:tes 
tll:l'.'i.'l'i.).'?;h 

the 
11uri~.15 
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The :?tutho?ii.;ies :further r~:;lrumd col'rt::tols 0:.1. service p11ym~nts,, Persow.ll · 
s.llo".m~'1ce1::i fo1~ privo.~~e 1;1,4 ewel wer·r:i dou1:•led :frorJl U81$300 to l.JB$600 :1'01~ a~~.uJ:tz, 

UH$150 to US$300 · f'o:i:' ea~:a. accol",.<.:pa.iiyi.ng e.hild o:r under 12 ye&J.'3 per 
t:r~¥:l:po al1.orre.:r1ce t:or b1isin.e .. se tz#:J>\rel l1'&n :::~aised. i~ror.a US$70(J c.to trs:?l~OOO 
jf~H:' month for np to thr1.:H:: rucm:ttlls o :I'll.::~ e~'Ttire cost; of tu.i:tion o,nd J.ivix1f4 

of Chil1ose r-esid®nts ::rt.udying e.b:t•ov.d 'N'i1J; now be i:qT.i.JT'OVed on 'the 
basis of prov:t<l£id o:r host instit.~J.tiO'.aQ Ackli't~ion.ally ~ up to 
Hq~~r, hOO { '!J'<«::>•d C'' u) ir TT~~' i P,(lt')' •. ,,!".•- .,.,,~"'°l·k·)·,,,?i ..,,,,. ,..,,,, 1:•·«~Cll1• ~-_h,,. ·::'·' .,...,.i. vi: ... >t~l~!J, \~- .. "'"""""--*"" ..... ..._._. "'":/ u . .,,.·r-:;.'-'~ ... v .i:1.., ... -.Jr .e.~ .. VV'o.-~ t.,;v.-~ -..v.J..""~ ...... -~v ... 4~ .... t.vv 

yee;r. Th(:?< ~.rt:aff repT<::Se!rtativ-e i:iiit'lpha,sizteKl -the need ·to lli!j,:i.nta::tn ·thc:: of 
j .. mgor"t t:.tncl e:l£cheng<21 libe1•al:.tza,thn1 in thr;;: long-run inte.re;:J~i, of' the efi'icieil~Y 

(..> ,.,,.,, " '" :, 

o:.i. t~11e eco11\'">nl:~v(\ ~ 

In No-1emb,~r 197'1 ll the Gcnrerxr:a.ant .l't;he Heg1.i.lat.io:.1s t;,;OYiJll'll.1.r:tg 
·t;he Sup:ply ~h·e/J.ing Ornlli!lerrl.;e.J. Gc·ld. by defia:i.tion oi' 
f.i:n&nesr.:: from o. [375 to O" 945 per "troy oru'H.!0 ~ by ·the Ce.1rt~ei 
2:ru;:,rt; of Cl:d.nt:t ¥13 cf ·t;he producers 't.t'li sal:l g;olcl "co :oro<.:essoTEJ th:rou~i;li. 
open tend·ffJ:'s.. T..'1e 1r:ain ec'Givets s..:re to en.s•J.J:e a ~rtabl;s pr~tce o:t' gc.1d. on 

dmn,e..:rt.ic l.l.1?.rJ:;:et, and to elik'lin~t.e the r.teed fm· ·t.he C(·UrGl.'<J,l Baril"- ·to 
eng~e :i.n dcme13tic gold ·crru:tsi:M;;ti.ons .. 

III., Starr A'm:rraisal 
~-~~~ 

The er.onozny of the Re'J;lubl:fo oi' China. 19'71 aclde-1.red the h:lghest 
growth rs,te the ~i)P.st. s:bi: yes,rs'" This "1:.!'f;S acco:mpa.11.1.ed by COJT~~ir.m1.n.ui 
.,._.,,.ie~· 'l't:t·1'··ili.t.y 'h·e o·P ·Hh.: c~1 'in """' 01 .. e·"'<tJl J.-1'~ ... ~"".' t -.\.·r.~#"'• e ;,._ A - ~ t"i:J. .. J,. ~.. ..,. ~ .• ~.); J .t, ~." " 

13Ul",l?lus larger tha.n in two prec~cting , :i:·egis!~er1&:d :ror ·bht::i fh·s·t 
t;:J..ma a suJ:iS"'G8',ntii:u su.rJ?lUs hi "Ghe cur1...,~t. e.ccoimto ·t-r;::.s 
,::.,,:;; ·"l"n ·!-•·,,:. C0'"-<~~!""'1 lll1' """t.,.,,.t...:< '""'""'"'ll 0'J',.,,,l ,-.,.(.' "'~r.._,.,.,,.,..,, , .. ,.~">c"\ \i.e.~-..~,__,,, •'-• ..:Jla1'v ,!....\1,,,1,.j.,, 4V....L-l- 0 -~.,!!..t.."'-"- ~\.l:"~;;..:,., hi' ,f.i,..J,,,. \.JJ.,,. v.i•l,...JV..k ~;:.:> hJ..l..J... l,:;. 

:pro(1t1cti<in ~s ·well. HS :i.nv~st,mer1t aG.ot:i.vity Q The r-ccerlc.ly ::~dci);tted Long-J:1a.nge 
D~vel.op;u~ut Plan ::stresses 'the }\J.t;1:l11 goal.s m.oc1.e1··n:l.zation e.a1d si;abiJ.;J:ty 

1 • h ;J .I. 1, . ' 1 -! ~ • ' .:} • ' ' Cll'\Pl:l.aSl.S 011 ueo.;vy tllh~ p®GXOCuW,.:1.c:a ..!.l'lQ'lU'rtT:t.eS emu e.:::y;.;):;:'(;B. g:rc;·;.;c;n 
:h1 1972 is eotim:'j,t.(;?d a:t <'1 lower ru'I;(~ ~,i;"'ld the prospec·ts :f"or e:;q:;or!; 0J;::9~us:J.on 

e.r<~ less favm::e,ble ·than :tn 1971. Never';;helesss> the autho:rH~ies view :t\rtus:e 
develo:i;·men:ts with cmlf'idcnce. :t'rends in the first tp1a.1 ... .;er of 19?2 i1'1diea;l,;~ 
that the '.{':r'O,j ected grm:th l 4ate will ba l"e& .. chedll :i.f nc/i; silr'pass~d, ba,1"'.:dng 
ui1fo1~esee~::, :eact~ors. 

The me.:m .. tf'ac:"'c;m':i.ng 'i ndu.str;:r .11 le,rgely' ex:po:i:·t.-01.,ient.ed.~ has si1crwn a htgb 
deg2~ea o:e rtd:)..~t=ri:.obiJ_:tt:r in ad.j110-t;:ing· to cl1a.n[;ea i.n d\::Enand foJ.'!(:?.i.~311 r~Y.1:~~1-c€~Gz ~ 
However, ·bh~ policy conc.r~ntrat:i.ng on 11 sp;;::'!if:l.e co~;ril1oc'tt·tiec,; 
e)!~9(J1~t~ !1as e:nc:~·untered ei·t~l1ei" !"f:.~sista.in.ce coun·t;z:.ies or· sti·ong 
comJ:i<::l;;H:,:to:n :f'r·om CO"ll."1'1'r:1.eg which expc:zx·t :product.a. To l:ilf:::('~·t ·i:;h:Ls: 
aituet.:!.on, the eff'orts 1':t'.1d.e .;b;y te.x:tile ind.ut'lt.r;;r to shlf't from lo':f 
ffUEiJ.1.ty hig.he1"' qu1:1ltt;1 merc.1-:lemlise :>hou.ld .D('tf'. ·only minimize the re,:rtric~ 
·ciYe ef:l:"Gcts hu:t also ·the abil:i.ty of its :p:rocluc·t.;;:. ·~o in 
neighbor:U1i.:t; cou.IT'c:d.eB., Reva.li1a:tion of the J:;;.pt;i..l'.Hzi:se ;:,•1Jn will ui;,dmfot,"i:~d.ly 

ef'·""~c·ts. o;~ •f'h('.l"'t"' "w.10JJ2+V>i.es •.·~14 ch .,.,eJ~r l"a;;.•dl1r 0"" inru•-·r1··~ of ..--J..~ .. ~,,, 'iJ _, ~_, 3 .. ..._,,...,. .,., t-UJ. ..:i., .~ .t. ,..,.,,...§ • .t,~,,."\lu .. ~.:i..,.,_,. .!-!. ....... t-1..J""-~ ..... v~ 

n1.:1cihino:,'Jr.,. eciu:l.:;;lment aud. ::.·~::ivw- x:nate:r:ials" 
·pyxHitteers i:;,re glowing 7='lll"cir:1 .. Ees of produ(!ts 

dr:NOlOI.J:Lng im;t;iort ro1'\.1J';sJ&itu:tes and p'V .. rcb.asi:ng :lmi;r1.):F1:.a: ot~her 
scJu:c·ee~; o 
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a.ssocititc~c1 't'rith \",he ·ti·a:nsfcn:·mL'd;:i.on n,n e.1~rtcu1:iJm·e-ba.zed. to Qn ind1mt;ry~ 
domlne·t;eo. ecm.1omy ~ HU.ch as sho1 ... t.::i.ges (lf ft\crn1 labo:t', r:i.sing 11:...~oducrhicn r;,£)st;e ~ 
lt.:>~·;e:e t~aiin il1CO!U.eE;, et·,ca, allc1~ b,.e:vt; :!lTt:rod.tl(!(~l!- an U{~~ciit:rt1ltru.:·a.J~ rr~dfi.rrn:i .. z&i;:ton 
n:ad znec11an).zat;ic~1 r.n:og·r&..ln6 ~1tariCll$ Ui~>;~~.f.ilU:OtS J;n.lt·s·ued: i:n. ·i;his -a,1-.t~ 

&1:~ :in ·&lle 1~i.girt. diI·et'!·tion~ I"'G :l13 .. tl1at ~ 1·1i·t11 the u~o"J;e G11C't:1 .. ~v~·~~ J?()J..e 
plcye:d .. by th~~ Gc;verr>.me1It i11 11.gi~icu.U;u.raJ. &::yc-;lo3)111e'.1TG, a h1r~;::tthy Pl"OS. .. 
p~:nrO"ili:l &>,8;:dcu..1;cm•a.l seifi:;or will 'be &: peJ."!1'.l~ll'i.>l!i.l!l.i.; fGa:(;ur6 of' t'\i'ttionat · 
6COllCm1~l" 

budget 1?e:cforrna.nce hc.s :a:t'10·;,r.n 
Sii1ce 'J:~'( 19&9, t1--i01~~ 11~1\re b{f;e11 Bl.~~b;rboJ)/'c1 .. H~l 
l1a't!J.~ t·.J11a ec;or10Jdic t~:ro1:rt~11 i:r1 :cec1a11t ~rca;;.""z:; 
1eft\ex"e ·tl1e <.?J~1re1.(}J?'51~u-1t of' L~1"'rJ~~.rt1-tu.ctu~·re f\..2.C~~1.:l.tit~s 

·btt.e {:,Jf tb.e oct:}}.1crn~r" S~:uc(a t~ie 
au.tho:dties iB lik.ely to lead to 
ini'ra,11i.:1'1.wture, it; ~::p1:ieru:e t.o be 
.:tt;s f:i_s\!.:?.l :poliey 1·::i.th a view ·to 
seJ .. e{rGed r~i~ea;:; e Ol~:j.i1g ·to th.e r<~Pi'1 
tz1e s'C.l"'Uctuy·ei~ e:-·oterage ta;;: burden 
01-IP to 13 pe:c ce:nt ) ;('ece:ntly, 
iuc:.i.'eesin&; te.xes in order -~o m.ee/;; i!lX:J:~easeit ~.:i;iituJ. 

In -,riew· of' ·the hlgh l"ed;e oi:.' 
deve10.:r,t11er.d1s i;;.nd ba-.J.ance of' paJ11r::t11r'c.G, 
be eo:o..sir..~ered ·i:;o be excet:s:h•e~ 

o·b,jecti1re the lc.M·ering oi' 
F.1broad and the eii' E~. n10:re :rat:i.o:rmJ. 

et:t~nc;t,u.i~t~ GJ~c. ll()i!le c jlhis yolit:~l i.a P~Q:ec~~ed ~io (~(~11ti!1u .. e o 

t-ri:t·h e;u.tho:rities t;J:1e..:ts- from 'Clw lor~g~rnn r)o:l:r::t; 
nee(t · fur"'iJher jX;l:f'inem.en:t. ex· moz1e:ta.1~~l 1lD1icy 
of' debt ruttnagement.Q 

:.1.n i·e<;e.:n.t ye&,.r~ ... 
'.'El ·t.he (J'thQt> 

i.::iti~t1,ticn 

l:H~hind. 
t.:;:f' t11e 

cd' 
I"~?!-ex1tto5 .. 1.1e 

of 
sco-pe :rm~ 

l'G:.'.tf$' 

;:fi.;ai'f at;;rees 
'~;hr.:::re :Ls B, 

and tectu::di'.ft:tes 

Th<r:: balance of :pa;~,n.JJ.en:i:;s :oerf'om,ar,c0 1!l 19'72 :i .. ~ to he 1ce:s 
f.l?c."1To:t•;,£ble in 19?L Though therll:il ere some v .. nc~rtai.u:Giez dv.e ·to 
cht1:ngin3 a;d:;er:r .. a,l coml:l.tions it e,m,ears thn:t tho b<:tsic ·t.1~end. in the 
bt;.lc;.i1;::;e o~f ·pa,_y11teni1s w:tl:1. ccmti:l.me ·to be :fa.v(.o:D:ble. 'rb.G? stai'J.:' ·bel:tfrv-.;·H~ 
·i:.11~~1.-e st·ill consido1•t:1'ble s<::OJ?e :foi• f't:i.;d:;her 'libet"'lizat:lc.m of' rest:::;ictiio:t1.s 
011 ·t1~a:J:~ 0.nd 1;;:1,:yineta~so 
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'.l1m :foJJ.owitig i:'tr.·e:ft 
Ex.ecu:i:;ive Di:i.·ectr.n:·s: 
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:ov.:ring 

a:n.d the 

pan:3io:n of 

c:i:~ea.it ccmtrol by 

the copita.l 

l:i.berru.iza:t.:i.m-1 
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I'~~O~.)C>Sed ])~c:tsio!l 
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the gro1-r'Gh rate continues 

The 

O
.Q 
.l 

In view cf 'the strong hali:..::ice 

beliE!".res tba.t there 
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APPE'.NDIX 

· .. runa. Rel;:tti<:-,;:1s with Chin~i 
. _,....".,~-" ...... -~ ...... -- ---·~---.... ~ .. -........ ~-,,,...,_,-.... .. .,.,,_,,_ ·-·--..-

China i;r,; an o:ri.giwtl nl(~J'.'1l1e1~ <:,if the 1'\md <'n1d hli15 a quoti,t o:t' GDR 550 
m.i11ion. Dm·1n2 the F:tfth Oencr:il Revie>.·r ~Ji' Q1.v:;;tas, Cliina ind.ic:ated thr.;.t 
it 1i:!.d :ri'tb. 'Hi.sh to lw:ve its qu.ota 1ncl4~asecL Ch:ba c~e;~lert1::cl its pn.yr.H:mt, · 
of· trit'!: gold i1ort ior1 of ;Lt::; su.bscri:pticn t.ti the }cu .. nd on Augi.ist 14, · .19'{0. · 
An :i.nitfr.l J.Jzu: va1:ue oi' N'l'~)hO per U .s. dollrt.:r ·v:r:<ts establishe(1 ·on. 
September h,. 1970. 

Ori. Dec~1be:r 20, 1971, Ch:tr,a inf:m:'med thf!'. Fund that -the exchlfi.nge rate 
o~I'.' fiT.$1~0 pc:r U.S. dollar woul<l rer:1(;dn tmc:i.ane:i:~d., This· r.:::pre$en:ted. u. de
cr~~ns1:'! in the 1~ald value of the Hew· 'l'a:i:~mn dollr..r Qf ·r .89 mrc cent. On 
M~'-Y 8, J.97~: j this rate> wi-:lich lf!o:in:·es11011ds to lJT;Ji~-3 .11386 p<'ir SDR 1} was 
:."._gfreed with the iii.J.nd. as the ne;l' J.ia:.· 1n:i.lu6. C;i the sar:1e.. China no1;if'ied 
the ii'und tlmt; it .':\.veiled i tsel:l:' of' wid:;;r J«ti'.itl.'2:ins i.mJ.0r E:>'.ecll"lfrve E.03.rd 
Decision lfo. 3it63--C'{l/1~~6), ad.opted. Il<'-lc€';;;1be1~ 18, 19'{1. A tr::i.nche 
pmie}1ase of 8J)R 60 rnillicr1 ~·:a~) ma::Ie c>n · October 20, 1971 c A~..rcB1~rrt: l?tlrsd. 
holdings of lie<r To.ii.ran dollars amount~ to 100 per cent of Ch:tnw. 1 B quotn. 

· Chinti'. is e. pa.rticipe.nt in ·the Speci&l Dra.win~ Account:;. Chin.a not.:lf'ied 
t11e 1~,t111::l tl1at j .. t d.iCi not YisJ.1 {ij)ecir.t,~L drH~1·r:tng rigJ1ts to be all<.1cated t1) it 
1.lnder the tlecision o:f: ·the Fund on the o.llocn,tion of' special dro:wit11:~ l':i.ghts 
for ·!;he first 1.Jasic p~riod ~ "but has reservccl the !'."ight to rec;.ue~:d; t~1e :!~u . .n3. 
to te'rirdmtt~ the e::ffecd; of the notif5.cat:i.on with respect to the t~<::concl and. 
i~hir(1 :;.llo<.m.t:ions i'or thi:: fi:t·st b:.;..t1ic }Jf.:!J~iod.. No f'nrt.her notification in 
th:ts l~es1)ect -i;as recei ... t!t~d l)~r .. the Fi.u:1cl and r10 a.J..locaticn.1 t1ade. 

'}:'rm Fuml rm.s l"lrovid~"'l subste.nt:Lel tc~chnical assistance to ·the ChirJ<?!£H~ 

aut!lori ties. rccerr'cl:;y:_ in l'elation to the introduction of a sr·"les t~'..::c ,, the 
cln.t1~ting of a genie:r:•al banking J.J:z,w, ·t1he prc_psi.rat:i..on of an o:pcrut:i.cn 1~.nnual 
for t.he Central Bank~ and· tlll"J :mrmagem.ent of' public debt, Mr. ';uinto:n. f'ro.oil 
t:h<~. fiscal panel. -.ms a.ss:ti!;ned for a ter;;1 · o.f' one year, beginning i.n 19TL, 
to assi.st the Crdn,~:s~~ Cuatoms in the ulio:ption of the BrusselD '.I'arii':f 
i'Iom.enclaturc. '.Che services of .Mr. C;uinton hi:w-e been extended. for another 
term 01· one yea:r• w:tth effect from !·ls.y 4. · 19'72. 

The last; ,;.'\l'ticJ.c XIV Consultation vith the Chinese authorities ws.s 
held :tn '.!:a:Lpei fr01:1 March 22 to April l, 1971 (SM/ll/108, 5/5/71; S''./71/115 ., 
5/13/71; ~md. correction l, 5/25/'(l). The b"'t~em:r!:;ive Board's d.ecision,, ta.ken 
on Hay 28, 197l was e.s follows (E£1?,f/Tt/IW·-·-Di::cis:i.cn Ho. 33~.o): 

1. 'l'his decision is taken by the f:Scecutive Directors in 
Cr.)nelt~cJ.ing. the J.970 consultation with t.hc Hepul;lic o:f Ghi.n:::!. pur
suant to j-trtiGJ.;e XIV, Sect:i.on >-t, of tlw Art:i.cles of' Agreement. 

2. The very· hi::h grmrth rate corrt.imwd in J.9TO in an 
env:tnm:~1e:E"i.t of relatively stable price<: .1 ci.nd t.lv~ be.la.::1ce of 
v~;.:vuents htpr·oved further. 'Trends in the early :<nonths of th:!.s 
:Tear toc:ct,her with the policieB be:i.ng pursued by the Governm.en-t 
suggest that prospt~cta f.or 297·1 are favorable. 

;· 
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.3.. Diu·.Lne the 1m.s t yc~ar) the acc1..111ulat:lon of exchan[r,e 
resei•ves h:as r;i.H:~n a me.jar factor accounting for monetary expansion. 
With :reserve accmnulu:tion being strppler;;ented b:r der:·,ands for 
dev•:::lopment finance, ii; appeurs thn.t the n:onetnry authori tics. 
face a Na,jor chalh:n".,e in 1971 in kcepin;.-i; credit expi;msion witMn 
tlle limits conalstent with uaintenl\!lN; o:f price st1.1bility. 'I'he 

. Pnnd hopes tha·c tl:w Chine~Je authorities •·.rill· keep th:i.s situation 
umler continuin£,~ :review an(l ;,.rill take t!1e steps neccssa.r;f to pro-
mote "l:he effective functioning of' capital mo.rlrnts o.ncl ot' donu:~stic 
cred:L t corrtrols. 

4. ~Che I"und «;.relcom.es the st.eps that Chinn haB ta.ken du.:dnr5 
the po.st year to esteJJlish a par i"n.luc, to eliminate the syr,tcm 
of :cesister~;d forei;sn exch,1I1ge which iJnroJ:ved ::.ultiJ)lc currency 
i:tsper:!ts, a:r.d to liberalizf~ the !'fl'strictions on tr!:cde and payment.f.;, 
partic1Lhirly 1;y expo.nding the pernissible list and by introducing 
ar1 n1tto~jutic B~J)]/rO°'ital a;rste13 for il~i.ports.. :11he Funtl 1Jelieves tru:it 
with the present l;alancG of payments and. reserves situat:i.on. there 
is ~'1 E~Ood opportunity to make rapicl progress in dismantl:i.nr', the 
renaininc restrict:i.ons on tra.Qe e.nd current payments. 



The Manag1Dg Director · / 
l'ebruary 3, 1972 

D. s. Savkar amt Dooal4 x. Palmr 

Attacbecl hereto tor approval 1• the Briefing Paper for tb• forthcoming 

llieeion to Chtna. Thie bu been clearecl vith the J)ep&rtmnta concerned. 

Attachmnt 

cc: Mr. Smith 



f'l'e'fJt\l"ft'..'l by tt~ 110~ ~~t-~1~ end the 
I!i.'ic~~e a.nd ~it\i ~~tiwa . ~J;Gr'".;wratl'.t 

lfr{O ~tie.le XIV e0nsu.ltatiori !:l1iSCUSei1G>'n9 ~:ttb China wre held h1t itd:pei f.rum 

~..nreh 22. ·to April l, l;J"{l .. 



1, 

N" f! $ 

~lFLVil~n£t ·'.-.""''""'"·"" for too oo~1e t~W'il: 

~io. ·~'l> teN~i:n2te ef:feet 't.eati-:;)ft to u~ ~ood 

m~r:ra m:..ll.ooaUoaa for too t.it"st 00!11e "''~""'''·-"-·•.••• i'tl tldG 

~peet W9 ve®ived by no u,;i,J,,....,~il/.Ul,lfi;bl'il ,...,,.,,.,.,,,~ • 

'!be ll'at!.dl. ~UtS GU~JS~itiel f;e(•:lt~1J1ool ~91ist5nc;~ to tbe <:1~ ~Ub~U.qf'm 

it:t"'e l~i?'O ®~~m~!t~:g (,h~fA:i.,.,11.ti~ I~i 

l~p~e a Minis~ of the Fl.md ~®~~ 

:Mr. s.. a .. ~'lintc<n.- a e~!:ien.I' fAl tutvi~ Jul~· l, 

1971 :{~n· :Ill of ooo on 

~~la !~~c~tl.U.~" 

:u:z .. 
19'?1;1 tro "1Ja'\M'li!>•".;\l rt1.W &chievea. 

de~®. P.r'elimi~:&~t~ ... \&St.:bm~te£11 ~ G;!fP tit l~le ll ... ~~ 

~..st~t. :pri(:e:s ti~ ,:1Wl!!ilt.'i:'.I 

,l.{; ~ 

WU~ SI (}eiJ;t. ...,.,.,,.,.-~"''"" 

""l" .. ~·'·l·' .. ownr 
fQ ""O'. ~ " <U• . "' 

A~~~~~~ ~qllio~h~ l~i;,e ~1t~1 

ea:~~r~~~'0d w1 tl'.1 i.<~. of 

·r ~i· CE)nt .. JW:~U¥".l"Y ~~ dW""l'e'.Y~~t (1. i;',r ll f~f) \ '.,_., M '°'V> J; 

wb1.ell piix,Jee·ta ~' si:a1fl~;£ ~.!!!t~J~'•&ll :reel OOf' ~a-n·t, \!ti.a &.i.i.Gptedo ~. 

~l."l.O. P~~~l!SeG 

~:;~~'l'1:1!'i£zli!ft t:?i.t!!l"!etdt'll..re .. ® ·t1w cb~ce11l 

ooav.1r .:!m:(t.~~!Jtl:~J.ii!::~ TliK.: :s.e~~~:a 'ii. ~'1i!l.te ~"l'\fi!Bf~[lt; t;h.f: 

viw ·th to t'!.10 ·tlte 

ilOW t.t.l etf.:11 up w :11tiveata.~1t 

l'e~W."CH !'&%~tti:l!!l1r to ~l. 

~'~ i5U.j!j;?~:f l£,ql ~t'l:t!1-

.lc$s ·,1;1e;r ce~t ti.t.e 1~ious y1·~.:r" 



\ 
/ 

., ... 1,-rn ~ie~;\t~10.~" ,~w~&r.r;;c;t;·or·~"iien~r~•~t"'~Oi i-r'.iW!-"mn;lY: 
llm-i during Jm\1V"1~~r ~~t v1tb f:1 ®el.ine in totst.1 ~s :g)l.4 «!nd .1\">re1'~1 
~~~ :t~"Vee (incl.Yd~~< noUll~"S of ootb m~ietal aua ~~reif:l.l. ~~~) 
equivale11t tG ·m$2 b1lU,oo tl\1E! Str• ·~rioo.. The otfi:f't we~ ~>'~t ~\r"e 
:.tm?o~tion Wh~b Vf)~ ~~r~k'lll dt~;re~y .. 



l'lJ"!Wi:.e lOn;~ ... ~nl 4,W;pita,l in:f.1~ deC:re!.6eU l'IDlOOIWOOt.11 met~ \."aS;1 n~~I! ~1 

s~rp ~ertral ii~ ·&1'Je !Wivr~te ah~:art ... te:t~ ~rAlf!tla:l a~oount frol:tl i:t net l!'mtflw 

1969 to ~v llf.tt tnf'~# m 1910.. ~ b~Janee Qi' r.a~mnts f()l" l)l"'{l is n~t ~t'!:t 

fl.ve.ila:ble.. ~'e'ver, ~ciwit~ ~et.t~nt kte. tl'te fil':Jt el~-,,~ itr'.l)o:tbs of 

J,$f!.?l B~ tlla;t e~~"t?J ~-e i:~ Clf9!ilt Q~~ OOr.l~SJ,~!ng pariod of' 1910 

While 1m1JOrts ro®e 2ti :J;"iltr €".e;.~t.. T:'Mil'e 1iea a tmde $U'Pl!JS Qf ~182 m1ll1~1 

cetXI~ with 00$13 1111.U:U.<m for tihe ~t.."Ae iCii' t:tie prtteedi~\S y~~r.. In line 

~42 tld.Ui(}n in tlie e~eu-m~th JJf4":!oo.. Ehport.a t~ ti:r.e Uri:!.t.ed Statea a<:CG"®Wd 

!i)r 41 '[Jer cent o:f totA:ll ~uo:rts; a~ ~@Ol"ts United Stat'A'le w~ 3~) r,er 

cent o·r v~.l :l~yol"tS. b;Qr'te to Ja.pe..."l ~eou.~ted tor 12 :it'fil" atnit of total 

lii::ttliOl"ts,,, and :lm~t:itl tr~ Jn:t~ ~e 40 .!-""?'cent t.6'&A. w~t~h r~de w1tb 

~ r..01~ resulted in ttt; surplus (Rf' t.m$103 mili..ion ~1nd vi.th ·the Fet~:ral P .. etAtblie f!lf 

Gr:·rm.'ln,y· ~6 million .. 

wsp1te t..~e .bl~ fJurplUfj resultf.afS from 1~«~1.&n ~Jtle~ #C.1$il.& of'f!cial MlA7 .... 

it\%tJ of ~r.old f~1gn exel:~\Jl{S'Zl snv..m« ~ tru'!}s~t'ia.l deci"ease1 frorlt tii:it..6~~ m:ll• 

11on at tbe ber;irtV".J.rag of l9'll to ~$5°' l>'~ilU.on. st tl~ er~ NQ\~~~ 19'111> ~ 

dec.:Ur.ie va.a al.mat entirely i.~ boldi?~ a.o the ®~ in f;£0.lii 

t<.Ji:t:,!ii:Nt a: ~ce {>f I;S~~atS> estj.~'~ ·fo!' tM y~ .. 

~ «.'t(e~~ and tr~ cQntl.'Ol ~Jrste<~ i.•ei·e ~J!Vt'JlOlr3.A dun~ J?~lt."$ eif bl!la'lee 

fit ,te.~nw Pl"f!!SSUl"'eG.11 f:lnd C~>ntit1.lw t-0 iri'Vvlve e-xtensive ct:»i~ls ~ :ff"..otri~tionl.l .. 

!'es;im:tin;a; mid019'r0.~ t~ autli~itiea ~bStrked on a mJQ:r .t.mi~ li~.lUa.ti;;.}.!l 
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c~~Y ef:f'acta, Uat/id ca.~iic1e$ (Aust.:ralir,,r1 ®l:Jm•, ooutool~ mnl"'".1$., lll>ni l~ng 

dollW.:> i.t~yob~ ~(!l~"' ~ pound stAJ)1"ll~3 ia~Yd ~~$ ~nc) cG:.1tinued to ~ quotoo 

o't wider ma:f."~:rts': u.'lder tn~ ''FtWPl'e det:lisia.n on Central. ~t~ ao."'td 

E.B .. ~cieioo ?b. 3463-()~1 .. J.2,$)1 do:¥ted ~~~~Ji? 181 l£r(l, 



~~.rd.in; ~iet.~J:'F &velO];•lta; t'n-a ~_r . .,r:;i:twion~ry 1~01."tta G~dn£t; :t'N.(il tha 

itaQrOO.ooa in fon1~l .us~te (wh1eh ~Y n:J"·~ eontw~) th9 r~t ~.cc~l~$•:tw~ 

01• ei'l!d!t could ~ientt.e 11tomei w:fl~:t!~.; ;vrea&U...~!l., ~ etaft t.ea.m w1U 

e~:vor w ~~tc:U.e ~'hi~ :t~ t.i~ rat>rle-t~· tl~ts'~9s to1'el%•~ aasets w.:ttb 

tm dee~ in se.t:W i"UN~Zl\ ~(:lhs.~~ hOil~.li.'liJtJ., ~ £Jtllff ·t.etW will tu~ 

vitb ti\ltl.~1t1ec tl~ aco1-. i'c#r F~3'~J.g f'1Hal.,. r~t~t' trtIKl 

ot?ter ~lieus tl:il eor:ie diB~l~la'~es ~tiea.t..~ b;j• ext~n~.d fil.!.'ttca."IJ.. ~ 

eta.i"f' teSm v1ll altt:::J ~'i~ the )J:.,"@~~•e ~~ ~ im.lfl"W!l.72nt cf mQ-~1· 

~'f.li tril 0-..ri'J:l:te.1< ilMi well 11:18 ··~ ue'l! of 1•~~~ts 01' m:me~.r ,;:zollc:tu ar'J! 

the wt~:t1 i'<B' e'!i\j~.lil~t$ ~ ~>4Uficat.:lo1.;~ j;;.'1 ·tl:tte; C&lte~t of t.1l@ ch.';1~:th'1,n~ 

:tnt4!l!r.:l?.U t\1:~ ~xt(l'r>.:.ti-il ctr:.:-u;1.t.~.~~Jrce:ail' 

inlf!' ~mu '!;;ala.x1~ c,.t re~iswrett e~au•s in tJ~e la.B"t 

:U...'it ~~I\~ ~~ely i\ll:..~ t() the n:&id .z.~ov~ e~~>r""3 fiM ctmt.iniaoo .:L···r.t"~$ of 

~ts-~ i:~,i:•1'tv~li inw trr• ~ttf~1. ·fl.$ e~w~tzed tr;; Gm:"~~ ?is~...vt• the 

Urd.1»4 Swttt.a and ~~nic ~it<'lli.~ defi~itn vis4-vis J~~~h 1.tJe ~it 

nw~w1t:t~~, :r;~i~l;r of tm yen~ v,tu ~~tiAlly t~~ ~ eos·t; 

!'ii~ m~r~..l.n: $~ ?",.,r~, l'Jlq'.lli&~nt w4ich ~ou·Ui in t.ura a~t ~• 

~$ ~uctiai~ coaw Q.nd (~ue1~:1 tt:!"i.ee level. ~ ~t!?.f't te'w w1l.l Utw:\1Qe 

~itb tlAe :aut..~S:tie$ the :tm~·~ of' rnU&~t cw::rfi.te~.e.m ~:n d.~8t!r: ;r;,rl.ee~ 

a~4 t~e . ·t&~e ~-ee.. ~ to tb~ fllJ!ct t'&lt it~t.:rteG B...~d ft~t.ories in Taiwan 

&>e ~truc~;lly bit,~· ~~.a4 t<;i the ~~ 11:tf J~.e.n.f;e.Je YU..11.~h.irlery !r4"teer1~.;-

Q!~ml i'!J!? i~~ts ~ 38'pin 1s Nlative~y tmla~tie vtth ~ tQ pr:tce ~l¥fi..'ltr1JS.-





~it the t• ~f' 19f;9 ~Jmltn:t,to~ tl1,seuuei@~l!J 'the &tu:f'l' ~ra u~~aed 

(l.'Onef::r~~ ~..it of.t1c.tt\l ~14 t"1~ • .,aae.rti01.'W ·that ~ m~4G~1stst..«:i:!t w:ttb tb.e ~~s 



MEMORANDUM 

To: 

From: 

Exchange & '!Tade Rel.a tions ,,,.
Legal 
Treasurer's 

K. Suzuki 

January 31, 1972 

Subject: Republic of China--1971 Arti~le XIV Consultation - Briefing 
Paper 

May we please have your comments by close of business 

Wednesday, February 2. 

· Attachment 
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I /fl Articl.e XIV statt oonsv:Ltation diecuss:ione with Chine. vill be 

/a ~i};)f!!f:,v '.Oliwan3 :fl"OJi! Miu'ch 0 i;O Mnl"Cll rf g 1972;, Tile ate.ff teaz'.l 

.1..ll consist of Messrs~ KoJi Suzulti, Alex Asb.iabor.11 ti'l.'rs. Hui Chen Wu Ynw.,;, 

and a secretmoyQ Mr,, Su2'uk.1 will e.n"ive in '.r4:1p~i on !-19.rcb 5, follo-wing his 

mission to Western Samoa. 

II. Fund Relations with China --
J.lo..irin£; the Fifth Quinquennial Review of' Quott:teji Chinn indicated that it did 

oot wish to have its quota increasedo Ch:tne. CO!a)}leted. :tts payment o:l' the 

gold portion of 1te subscription to the Fund on Augw;t 14, 1970· An initial 

per value of m.$40 per ·,u~a .. dollar wee agreed with the Fund on September 4., 

l~l/O. Ia connection wi·th the currency :realignment the Government notified 

the Fund Qn Dec:ember :20, 19'71 thst the exiatiaz mte with u .. s~ dollar is to be 

IE!.inta.ined. A €)Old tranche :r;rurcb!iee in the equ:lwlent of' fOO million 'Was 

mde on October 20, 1971. The 1970 Article XIV consultation with C'.nim.l l-1!.\S 

China ie a partici).Ja.~t in tbe Special Dra.~ing Account~ China not1i~ed 

the Fund on December 30, ,1969 that it did not wish special d1'awing ri~hte to 

be alloee.t.ed to it under the decision of the Iffi.nd on tlle allocation of special 
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dra.wing rights :for the first ba5ic pertodj) but me resened the right to 

re~1ueet the Fund to temintate the effect of the notification \1itb respect 

aot:tf'icat1o:n ill tbiis re£ipec·t. has beell received by the Fund up to ·tti.e present. 

'Ihe .Fwid bas provided eubatantial technical assistance to ·the Chinese 

au.tbor:ities in 1969' and 1970 eoncem~g twm.tion reform and banldng leg:lelationo 

In :ireupo:nse to a recau.eet from too ~inister 01· Fimneep the Fwld has rec~ed 

Mr. S .. G. Quinton, a euetome expmrt, to advise the Chinese authorities from 

III. Recent Economic.J2!velol?!!tnts 

In l97lll tlle econoxay continued to eA1.JBnd at the high ra·oo achieved in the 

past decade" · Preliminary estimates show that GNP at current prices roae by 
' •I,' • 

ll.,4 per cente In constant prices the rate of growth :1n 1971 may be mli{Jhtly 

lower than the 10 per cent achieved in the previous year o Tile average annual 

min:!Ill'Um target of 7 per cent.. In Jan~ 1972, a ten ... ;yoo.r econom.o development 

plan (19'11-80), which projects an emiual increa17e of real GNP of 8.5 per eent, 

wa adopted,, IJ!he pl.ru'i proposes to ll!Odernize the economy by a.ccelemting its 

mdustria.limt:ton and mechanizing agTieu.ltul"eo Emphasis is placed on the 

develoi:;iment of the chen:d.cal and hsvy industries. '!he pl.au envisages a hitP1er 

t"'ate of' inveetment t~ in the past. ' In view of this and of' the cbanged 
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Money supply increased by 18 per eent in the firet eleven months of' 19'71 

compared wi tb les@ than 10 ller cent in the eon-eeponding period of ·the :previous 

year" A cont1:o:ued increase in the net :roreigD asset.a of' tbe monetary sys~ 

and in c:red1t to tbe prl:va.te sector at e.n eve~:i higher re.te than 1.n 1970 were 

mainly responslble for the bi{Lther rate of monetary expansion in the 19'71 

penoo.)J Thee.a ex:pansiona:r-,y factors were of':fset to a large extent by a sub ... 

otantiel ineraaee in time and savings deposits,, equivalent to more. ~an 41 per 

cent or the outstanding money supply at the beginning of 19J'.l. Net credit .to 

the public sector aei e whole eli~ed oome increaee in the 1971 period in contrast 

to a decreaee in the 1970 period due to e dmtd.ng down of gove::rnmsnt dePosi ts 

and a larger increase in credit to public enterpr~es.. tesp:tte the rapid 

e:iq:ansion in money supply, pricef;J ~ined :relatively ·etableo Between ~camber 

1970 and November 1971 con11mner prices rose by 3 .. 2 per cent and wholesale pricee 

by 2.2 per cent. 

Dldget proJectiona ·for FY 1971 (ending June 30, 1971) sum:.:reated a smell 

!SU1."plus" Actual revenues i',ran taxation Md monopol~r prof'ite increased somewhat 

more than projected., However, In$2.8 billiOn of govermnent bon&:l were issued 

dur:tna the fiscal yea.r for the redemption of outotanding bonde~ Budget pro .. 

jectione fo:r the current f:tooal yea.r (oogimling July l~ 1971) are not yet avail· 

able,, It ie only moon that the budset is expected to be fioonced with the 

smne ~unt of Govermtient bond issuee. e.s in Fi. 1971, being the atilOUnt needed to. 

meet redemption of public debt mlliD!~ due., 

Tb.e overall balance of payments registered eu'betantial surpluses in every 

year sinee 1966 except tor 1968,, with CW!'!'ent account de:ficitis genemlly being 

CJ.he expansionary mnetary effects of external t::mnaa.ctions of about 
· billion during Je.mmry•lkwember contn.at with a decline in official gold 

and foreign exche.ni~ reoervee equiw.lent to a.bout 11'$5 billion in the same 
period.. ibis diecrepancyJl equivalent toi about US$300 million, can at present 
not be iexpla:lnedo 
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mn tb9n ott1et 1'y net aaptal 1Dtlan. ID 1970, tbe owenU nrplua J'OM 

to a recor4 h1P ot mtl83 aUUara, about tviee tbe wunt ot tbe pncetJSns 

191'· Witb the~ fA exporta (Uclat ~per o.R) ••••fins tt1e natna 
~I tbeft W8 A trade 9UJ'P1ua ft>r tbe fil'llt t1m a1noe 1-. D1not 

iafte••t an4 otber prtvau loaa...,_ aepital 1ntlon ........ 1CSrwbat. 

9aue .. , ... ,_., a ebu'p r...,-1 1n tbe prlw.u Mort•t.em oapital waunt 

tl'Cm a net CMtflow in 1969 to a net intl.ow in 1970. !be balaDH ot ~

tor 197118 DOt J9t nallable. ....._., a.cbe ... Mttll Tilt data tor tbe 

tSrn ei.nn -.itb8 of 1971 abov tbat expona were 37 per cent abcmt tbe 

OOl"ftqoadSag perio4 of 1970 ¥bile ~ l'OM 'b7 26 per eent. !bere-. a 

vau 8'11'.Plua of ••182 aUUon CCJl1llU'9Cl VS.th -*13 aUltara tor tbe ... per1ocl 

ot the pneed1Dg J8U'• In line with tbe pattern of both 1969 an4 1970, trade 

Yith tM Uo1te4 ltatee ftall.te4 1n a aurpl.wl ot Ulta65 anuaa While tn4e v1t.b 

Japan rell&lte4 1D a teftoit ot ~2 ldll10D 1n tbe elftm4Dlltb period. 

1Qotrt8 to the United ltatn aooounW tor ltl per cmt ot total aparte, an4 

illporU t:rCD the United. ltatn Wft 30 per cent ot total Saporta. IQo.l'u to 

Jaiiu wounte4 tor 12 per cent of total esporta, an4 1llport8 tr. Japu wre 

llO per cent ot total s.,orte. 1ft4e with Iba& l'ong N9Ult114 in a aurplu of 

t8tl08 ..s112oa an4 v1tb tba hderal lepubUo of a.-n, Ult.16 •UUca. 

. DHp1te ta. lU'ae a'8"p1u N8'11Unc 1'rola 1'on1p Vwle, ll'Otl• ottlo1al. 

!loltinga ot -14 llD4 toreip ne"Mp abond a llllbetantsal ....._, fl'm 

·m~ attUcm at till MCSQDSng ot 1971 t.o mt505 ailUaa at tbe ea4 of 

Novel4Jel' 1'71. !be 61cl.1De vu al.wt enUftq 1n tonjp....,.. boMSnp 

It 1a not po88ible 

to &a••• '1118 ~t vitlMNt a balance of paJalnW ••tiat. tor t.be ~· 
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libei'"alization program wbteh enriGaged gradtlB.l sbif'tinsi. of a :W:rge nUiilber of 

coTi!!!.Oditiea from the controlled list to the p..~ssible list~ An autoriietic 

approval system. we introducedj) and a general 1.icene::b'l$ ~ystem \Ias estabii.eood 

action. 

In spite oi' the atepS t!iken by th!t: U.,SQ ~.n Auzuet 1971 which l'k~d Wide 

:truigin~ Ctu"l'eooy ef'fects,, listed cu:.rrenciee (Auetralian dollnr, deutsche mru:•k2 

lloog Kong d.oller:; Mi.tlayeian dol.lar 9 pound eterliu~ and Swias frooc) continued ·to 

be quoted O.ailytt based on tl1eir marl"...et rat.ea abrood ·witl:l buying and selling 

margins of Oo'f5 ;per aentn It is v..nderotood tl"'i'lt the wtborit1.l!a e.a.~e consider-

ing 6tdopt1on of' wider mrsine under too hnd 0 8'J necisio~ December 18,, 15171· 

:rv.. Issues :for Di15cuea:lon ·-·--------
·: ) ~d at a. high rate wit.hoot ~w.t tli.t'f'icu.ltiea ~ Howwer',, coooiderm~ th.e 

eff'ect:lll of tOO recent ~;u.~nt oif ~mT®Mi®mi m1d the ~tekltisl sf:f'ecta of' 

e..'tteraal political dev@lo.t.:&m:tajl future develo.pimmt o:f too eoono:i;:w is c.louded 

by WlcerU?.iiltie~o The eta.ff will d:iecus:zi with the a.utbo:rities tbe :follo1'':i.ns 

issues. 

of tl\e Fifti.1 Jrour .. 'fe~ Plan., There hes eo '!tar ~n no indi<.m.tion of .inten-

tions to ir1tl'oduce e uel>1 Pour-Year Plano Hcrueverjj e Ten..,Year Plrul (19'71-80) 
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The staff. wam 'tf!.ll review too aeeum.ptions tmderlyi•lS tha projections of the 

Ten-Year Pl.an., and explore bow it is ralsted to tl"le :four ... year plans.. The 

staff teem will also discuss with the authorities their :policies, plruming 

Regarding monetary develo~nts, the expansionary f'orees stemming from the 

increases in foreign assets (which~ .not eontinue} and the reeent accelere/c.ion 

endeavor to reconcU.e the increase in the monetary system 1 s foreign assets 

vi th tlle decline 1n gold and i'oreign exchange holdings" IJ31e s·taff' team will 

policies and the outlook tor adjustments &nd m.odif1cations in the context of 

le.st few years, largely due to too rapid growt11 in ex..vorte and continued inf'lows 

of' foreign ce.pitfll.. Th~ trade pa.ttern is cnarocte:rized by eurpluse~ vis .. &..v:ts 

the United Stat.es w1d obronic anfl ~ng deficits vis..S .. vio Japana 'l'he recent 

l'evalua.tionq particularly of' the ;yen, vill substantially incrmse the cost of 

imported mate1•1.Ells,11 azare parts, end equ1pmei.1t which would 1D 'L"Um a:ttect 

trade balance, production C'!)tite and general price levelo !tie staff team.will 

diecugs with the autnor1tiee waya and ~s to ~educe the impact of reali~nt 
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, 
ii::.-Ore by d1rect ~,ti'i..er tre.n co.st l<estrictiozu1.. The staff temn will ~l..>plo:re 

' 

exob.tnl1'3e :ratej wbicll at p:r;.--esen.t the stf'....i"f' believes to be not unaatisfootory .. 

Despite tl'i.e strengthened trade ~iasit.ion (a surplus of ~;182 million for 

Janua:ry ... Wovember 1971) the gross off'ic:lal boldmge of foreign ~ehsnga showed 

a d.ecl"EH:tse of' $1:i·r million 4uriug the a.a."!'® period_, App&rent-kf ~ some autflot4Ii 

of capital illight in pe.:rt liU:ceunt -J..•or this dev®lo~n.t. The aU'd'.t' telml will, 

During ·t.11.e coneultr!l!.tions cd' prMY"'ious yea.re, t:ne st!!tf'f te~ ur~ the 

authorities to libereJ.ize tbe import eoot:rol system.. Little .t'lf:'Oe;rees h-:ad 

"t1ill be aeseseed during tl'Ais coneu.ltation.. 'il\e 6Jtt?.tt team v.tll also :in.t.iu:tre 

about ·the progress ms.de in res~ct to tat"'iff :revisions i~h:tch 'l·lere t?.Xf~cted to 

~ into ef"leet during tl:te ~ .. of 1971. Dt.w to tl:!.e ri0l:.iti<:1:.1.l .wreseures, 

the re:;ietance to further rationalitei.tion o:r tariffs e.t2d lib€J~mlin:...q.tio~1 of' the . 
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present trade Gyetem at this p.~1"ticul.a.r time ie likely to be etrong~ The 

staff team will inquire about ple.ns f'or :future. modifioo.tions of the trade and 

exohm~©e system end discuss rels:ted issues. 

At the time' of the 1969 consultation discuae:Lons the sttn'f team expressed 

concern a.bout official gold transactions that were inconsistent ·with the Fundis 

policies on go.ld. 

objecrtive is to e:nsure a st.Qble price of gold in the dornest,:tc marlte·t. 'I.be 

staff Tu."'mn will also attempt ·to obtain in:fo:nnstion on recent develqpments in 

the gold mrket in 'l'a:J:mm. 
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Of /ice Mem or and (J; 

The Managing Director 
TO -· The Deputy Managing Director 

FROM w. John R. Woodley 

SUBJECT 1 China--1970 Article XIV Consultation 

The mission, which included Messr~. Kari R. Nars, Shi ~on Yu, 
Gunter D. Baer, and Mrs. Lucille Said, was in Taipei from mid-March to 
April 1, 1971, and was treated extremely well by the authorities. The 

. chairman of the meetings was Mr. I. S. Sun, Deputy Governor of the Bank, 
and we saw the Governor of the Bank and the Minister of Finance both at 
the beginning and at the end of the discussions. 

The general economic situation is good. Total output rose about 
10 per cent in real terms in 1970, the price level rose by less than 4 per 
cent as measured by the national income deflater, and there was a large 
accumulation of .foreign exchange reserves as exports rose sharply. In these 
circumstances, discussion focused mainly on prospective uncertainties. 

The main policy issue concerning the authorities is the increase in 
foreign exchange reserves. Because of this, there has been progress on the 
restrictive system including general licensing of materials and open general 
licenses in the past nine months, and considerably more is planned for the 
coming year. A new tariff based more closely on a value-added principle to 
encourage greater domestic content is expected to be introduced in the middle 
of this year; and it should help further to accelerate the liberalization 
program. So far, the liberalization has occurred in the "easy" categories 
with little apparent effect on domestic production but, if the present plans 
are implemented, more substantial effects should become evident next year. 
Undoubtedly business opposition will rise as more imports are affected so 
it remains to be seen if progress will continue. 

The high rate of increase of reserves is making evident the weakness 
in the Central Bank monetary control machinery. The mission did monetary 
projections showing the amount of credit compatible with price stability at 
various growth rates, and then indicated appropriate levels of net domestic 
assets for the Central Bank if reserves rise at amounts between $100 million 
and $180 million. Even with a 15 per cent growth rate in GNP at current 
prices, the Central Bank will have to reduce net domestic assets if exchange 
reserves rise by more than $100 million per year. 

While the government officials seemed fully aware of the potential 
problem, they are not well prepared to take the necessary action. The budget 
cash surplus which has been offsetting some of the credit expansion to the 
private sector appears likely to decline by a moderate a.mount in FY 1972, and 
the Central Bank is under considerable pressure to finance various development 
projects. Despite this; the Central Bank (but not the Ministry of Finance) 
showed reluctance about our suggestions to increase bond sales to the public 
and to devise new forms of savings instruments. There is no market in Treasury 
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bills or other securities that could be used for open market operations. 
Increases in bank reserve requirements of the large amount needed are not 

.regarded as practical since conrrnercial bank earnings are a sensitive issue 
and the Central Bank wants to reduce gradually the high interest rate 
structure. Some consideration is being given to permitting the commercial 
banks to hold larger foreign exchange balances to avoid the monetary impact; 
of sa.les to the Central Bank. . This proposal is regarded as "radical, If how
ever, since it involves a reversal of the psychological attitudes based on 
a long period of exchange shortages and some freedom in exchange transactions, 
while the commercial banks· prefer Taiwan dollar to foreign exchange assets 
because of the sharply higher rate of return (15 to 18 per cent) on the 
former. Despite the apparent rejection of the various means that could be 
used to offset the monetary effects of the increase in exchange reserves, 
our judgment is that the authorities are aware of the problem, that they 

·are determined to prevent an excessive increase in credit, and that methods 
will be found to keep the situation under reasonable control. 

The balance of' payments has been very strong :Ln 1970 and so far in 
19'71 with an increase of close to 40 per cent in exports and about 20 to 
25 per cent in imports. Capital inflows in the form of' direct investment 
and short-term trade financing have also been large, and U.S. banks are 
actively pushing acceptance of additional credits. Steps have been ta.ken 
·i:;o prevent foreign borrowing for local currency financing, and import credits 
and suppliers' credits are being closely scrutinized. The only problems in 
evidence are the following. First, about l~O per cent of exports, and the 
fastest grO'W'ing segment, is textiles. Second, exports involve substantia.l 1 

import processing, and in some cases the value added seems very small. 
Government revenues frClJ'f"l: the export~processing trade zones apparently have 
been so low as to raise doubts about expansion of them. Third, questions 
have arisen regarding the tax concessions given to new investors in export 
industries, mostly because of the effects on tax revenues. Fourth, declining 
interest rates abroad have reduced the Central Bank's earnings with some 
effect on their attitude toward concessional rates on domestic transactions. 

A few other topics are worth mentioning. The Minister of Fina.rice, 
who was working with an IFC mission on the functioning of capital markets, 
requested the Fund to provide an expert on developing sales of various forms 
of government and other types of savings instruments. I questioned if such 
help was necessary quoting a report by Rouse, who was sent last year, on the 
high level of expertise in Taiwan, bui; the Minister replied that outside 
technical help was essential, particularly on the operations of markets, to 
overcome domestic economic conservatism. Since the Central Bank showed little 
enthusiasm for this idea, I think we should proceed with caution. I will con
sult with Mr. Mladek and the IFC mission before making firm recommendations. 
Second, the Government.has suspended an arrangement under which it purchased 
locally produced gold at $44 per ounce. We discussed possible forms of new 
arrangements not inconsistent with Fund policies, and the Chinese authorities 
agreed to cons~lt with us before introducing new regulations. ~hird~ the VAT 
project prepared with the help of.Fund technical assistance is apparently in 
a state of suspense chiefly because of fears created by European experience 
regarding its possible iinpact on domestic prices. The Minister of Finance is, 

. however, apparently still convinced of its merits particularly with regard to 
exports and will attempt to get acceptance of it at an opportune, time. 
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No other major tax changes a.re planned f'or F'Y 1972 apart from the ta.riff 
ref'orm mentioned above. Fourth, the growing disparity between incomes in 
agriculture and industry is causing concern. So f'ar, price support oper
ations have been avoided, but this will remain a sensitive political issue 
so long as the Japanese market for farm products is so restricted. 

cc: Messrs. Gold 
Goode 
Habermeier 
Kee sing 
Jfiladek 
Polak 
Savkar 
Sturc 

Staff' team 
Mrs. Yang 
Far Eastern Div. 
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V18b bne lte .., .. S-1 ...... Cb1Da CIO'll'lat'.eA tte ~ 

Uoo o' lta .-...rlpUao to t1ae l\IOll oo AUfl'ISt JA, 

u.s. clollv vu ._...i vltb '2ae Ptml!I. OQ Be!ltA!tlber -
DIOUoo vltb the CNftWI07 rauwrsnt the Or:lwl'c••r.a" not.1.fted tm 

l»rna ... 20, I n tba't u. ed8tSQ ftt.e VS.t.b Ue8e dollar 1• to be mlntatae4e 

A .,ald tnr.ICbl ~ ~ am •Ulloa -. _. OG October , • 

l'J"tr Art.iele nv ooaeultatt.on 4~ _ ais. wre bel4 ta •t.pet tro. 

MINb 22 to Alftl l, J9'11• 

Qliaa le pU"U.otpeot iza tb9 8990Sal DNw1Dc Aooauat. Cbs. noUf'Se&\ the 





th:7.l'U ~llt>c.al.tiona for ~ :firat. 'b.,"\Gie 1~100~ t\u.~tber .tl.ot1N.cat$.on. i.n tbio 
/ct-< 1-e.C:.,,c' 

re11~C<t ~$ Neetwa ·t:.b£:: FU~ Ef~ n'iJJ ~llo~ti~~/r;atte., 
i 

Ill .. 

"<lP oo~tic Go'-V:b1,g t,;> ~"'\)Vl~i& :l~:vee .. c;a~t 
(a,_.,!,,,' L,;./:''\~ 

· ~mt g,,,\V0$'¢.m1,~nt8~) 
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l!9'70 were mainly 

tlw l9'tl. )er1oo .. )l 

W!th 

-!i, .... ~;; .• °iiMi'C7~· monetiu"";'"'ait;;t9"-ii eit;;~-;;m.,;~.ct1cm:i O.¥."'i&iii1$ft"i'i": 
li~ri ~i'ils JM~~'\."t'i~l" coitt.t"c.et. with a ~J.:tne i."l 'tlo1al #068 ,pld fi.M fo.nifra 
~~'\t~ :t"eRl."'Vaa ( 1nelutU. .. 'l~ holtll~'B o.r utttc!el and e~rclal 00110) 
e:Q.uivalent to S!~t ~ b:illi(:m the ~ :y.eri,0011 ~ ete.tr d~s M.w t1n~ 
'!nj!'ow•tion W!lieb llOWd. filie tl'-.~l>ep&'1CY .. 



/ 

\ .,,, 

tbe i"n~t~oe 1~i ~1j()rts (e.bout. l~O rier cent) u~ins th~ r1~1G.9'. im.i?-;)t'te, t:!'let'e 

was a trmle auri;ilu~ for the fimt time i;11~ae 19&.r,.. »J.re~t 1biv~s:tment and otbe2" 

£._spite tne ~1~e .f1'.B.Pl~ resul:t.1,ar~ '£".t"oo'J f'Ql'et~~ ~.de~ groee ~).ff1e1el hold• 

tnp of ~old a~ ;fo:r.eiir;~1 e..w~ shcw~d e m.Wst.ent~l ~~~> 1'rl'l!li VBt6'24 li!il• 

~M'.t exel~;~ &'d ·~ contl"f)l BJrS~ ~ m"elo:Ped c1ur:t:1,1s ~$!of: ~2~e 

of ;!ialtment.3 preain~ms, mltl contiutw to Wv\11lve egt,ensive C<,ir.'lt;.rcln J?..,'Jd restr:tetiooth 
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·th! &utJ:m"it.1eo the t'eGe:tbiltty Qf i!tiJ4!"~ f.lt.~-we:t'flea:ti~..o ~mi will eloo uae11e 

tho na~itJJt-s' view on ·t.l• s:pp.ro:prlat.t!nes.s or t.!:ie cui"R."lt ~<~~ 1-ate ~w ... 

t~rly in the eontext Qt"" tl'it) ~lit:-~,eiil.ll~ ~ire~~~ t:.i'teT t.~ cmwnc;1 

~g@•:nts. 

L~ thiD ~ar)<tet1 ~e Ut.e cwd'ital a.ce~unt aJvl fe:re1~1 e&bt ~it!on .a.a veil 

as otter :tm-"'1~ w~i~ttonll.. vier11 or ·~ cbm'~l~ c~ta~~1e0 t;he et1a:r:r 

t-..a will~ d:inus& td,tb ~.uui,,r1t::ie; the:!r ~lic.~,13 ~~~rd.i!lig el:.tel'r'~l 

.:tir.JAnei~)l;i,, ~~ ~rt·~ ~fl. .lo.<:5tie::li""~~ 

wir1P~ tbi#f ;;..-mAft\llte:t:tc.v~1.. \1le Gt4,fJ~ ·~-will ~ls:> :tn~i't'ie w .. H>u;t ·~ ~C\~Ss 

~ 1~ ~~ct to ~"t' ~:bsio~B li"hic?t 'itel"e exl'16t:t'Cd to cOOVJ 1ri.to etroot du:r• 

~'t._t »~ t~~a; fu·tu...~ lll".od1.:r~·foioo~ l(J.f t.te ~de tiud ~im'lfii'* $j"e~ S.'ll~ tl1&etw$ 

J:OJAttd i$~UE!S.i. 
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'.rhe ·.rt:.a':We;:tns D:l.:rector · 
;.r!ho D~J?~xby M.~ .•• "l.?g:L"lg J)ircc·bor. · · · Jimo 8, lS'lO 

:Mr .. a. Tencon:t 

' · .. (' ' (" ' 

ln rcsponsQ to e,~equest from th~ Chinese ~uthorit!es emission comprioing 
M~~or.s. R.. Te.neon:\ o.nd :0. !Ch~.:.l~.ho.t~ of 'che Centra.l Banking Service and. £.~"'. Ef'l'i•on 
O~ ·'·'nt> T,,,,.,. .. 1 D"""""~~~ay/• ""'i"., ... ,.,.,1 m,,.,.~ .... ~·~ .r.>,A,...,.,. fl""""''i lC! ·'·o v,,v 9 -'·o ......... ~ ... .!. ~-·1,,. ..i.. V- v .. ~1-·t:J'a... _ ...:;v~- ~.;..:.,.-...:::. ... v v .. •4.J.t../..,;c.., .J.f,;,,~ .. • .. ;;/-·~· ..i.....;.vJ.:_.\ ·,,,.J:t.i.J.- .,, ti J.·i.:..."V ~ .... .1:..i.:..io..i. .... r....iV u1 ~~ 

nu""hori"··~e .. "l"' ,.,..,.,.,.r-.• .... ,,.,,.. ., .... ,,,,r rr""'1"''t"""I b"''Y'!~''°'i"nn' ·1,,..,.,-~ 0 1"-'·ion r·~v" .,.'f...,,• "'ll~ n"',.'0 ......... ll..... ~· o J • .. \ ~..J.~'-J.. U.l;.J.vo o,. it.:.v~ t;>"*""'~t' ..... i::..;"'...t. :...w.~i..-.i."Q ""o"'•i.;> .. r;;r,U :t ...., J.i..;;1 .... J.~ v ·¥ vu • 

t:tablc ;1.m:rtrumen.ts law,· and reviewizi.s ·(;he ope:ra .. ij~_ons of ·t.hc Ce).T~ro,l JJ~mk. 
Mr. IloberiJ Rousell f'orruer Sen:~.o:r "v'"ice J?res].dent of the Federal Rese:i.:·ve B1'.:nlk 
of ~rew ':torli:., who also served lUJ !::anc.gc:r. of the Open Ma.1."lrnt Accow.lt, o.cco;,,n .. 
pa:l.ned the nrl,ssion as a consulcan·b e While Mr. !louse's primnr~r ricH.:ipomi1.
b:tJ.:i;b;:r wo..o t6 aclirlce 1,:;he Ch:ln~so · nuthor:lt;:'l.es on. problems r!.Snoc:tn·hccl w:i.t.h 
;pv.blic debt ria!W,gcmen:'i;, he worli:.ec1d.n very, cloce cooperation with .. che r11:toi:d.on 
~.n other :fielc1s i:.md his con·tr:lbution. to ·(;he nttsrd.on' s work was very valtw.ble. 

The niJ.~c:lon. !!let l'Jr,;yvcral .. c.:i.mcs with the ad hoc comnrl.t·~ees 'J1h·tch hr,;\o, been 
set up to sJ,;;udy the problems 5.nclur.::1eo. :.tn ·tho mi:::sion' s .. cerras of rcf.'crcnce 
~'11.rl to mo.ke approp:r.ie.:1;e rcca:nmen<lc.. .. c.io~s to the o.u.thorj.ties. In o.dcU.tion, 
·~he members of the 'JJl..1.ssio!'.l held infon~'.11 d:iocuss:l.on.s with va.'!:'iOl.!f! ofi'iciuls, 
tn:Lve1·s5J;y professors and !"C}.JrcsentutiYco of tho finunciel C01J1l1tunity who ho.d 
been. associated ·w:Jj:;h the tmrk of the c~~t:bees. :FinalJ.y, w'1! li..ad ·~he opportu .. 
ni"b;)r before oi.:t.t' dc:ps.rtv..re to disctmc ou.r preliminary observa.t:tons with the 
M:ln1.l:lte1• of Finance anCJ. the GoYcrnor of the Cen.trc.l BwJ:co , At ~i;he r1;;quenJ~ of 
·tho var~.ou.s officio.ls 1*nvolvcd~ we cgr.eea. ef'lier, 01J.!" :-e'l:'•u.m. .. Go heo.dqu.:i.:r.·tcra, 
to send wd.t·ten camments e.na. ci'.ggest~~o::J.s on ·the ivo,r~.ous pro'bler:is discussed 
clt~-~inc; ou.r v:lo:J.t. 

Th.c. C!11:1.nese b~1'.ldri.g syr::r~c::n :i.s eon'{:;ro.D .. ed to a lo.i-go e:ltte..11t by the nat:tono.1 
amt local eovern.ments which d.5.~cctly or ind:i.rectly own. most of the 1.:m11Idnz 
:tni:rt:t·!,;v:;;:tons. A Ilt1m"oe:t- of' thoec ~.mrM;t.ut::tono opcrnte e,.thc1• u..,.,_d.c:t" orcc:tul 

, clw,r·l;ern or in a.ccorili.-i..'1.cc -v~itih w1m1.nis·l;ro.,t~.vc o~·a.oi~s emcl e;uidolincs pulJ,3,ohed 
e:iJ the M.~;1c they we::e establ:tched; 1'hcir lec;e.J. sto:?:.us io et:l.D. del>ti:i.;ccl :tn 
govenn1(3n:t ~.nd fina'1cial c:lrcJ.cs and '.;;here v.re con::dderable doubto tU.:1.c1 cUo
cuss~.ons El:S ·t;o wh€rther ';;;he J?l"OViflions of the prcmm;t; bell .. king law o.i·c ~tppl:t• 
mi,ble .. vo them end, :lf so~ to whrit mc'..;c11.·jj. One of ·!;;he pul"posc!'3 of. the prolim
ino.ry o.i•e..ft; prern:i.i·cd. by ·l;he Co:l'.ll~:~tce o:':'. Rcv~.s:ton o?. I3a .. YJ.ld.Yl..c; 1..ee;:tofo!i;i.on m1der / 
~Ghe ch.ail"n' .. r..nsh:l.g of Vicc ... r.ttn:i.zter of F:J.J.1...<\..11.ce M~ wa.s to clear ttp J.;heoo tmcer
tn:t!l:t:!.es o.nd to :l.ntroc1nce grer.tter 1J.n.1.ty :tu off:tc~.al Clt}?crvln~.01t of tho b:1nld1l~ 
system. To Jvh1.e effed; the drc..f'i,; provides that o.ll bi:,nks wou.J.e. be ::mhjcct to 
the new' legislation ~.n n1•cas ~ot rcc;ul~,tecl by npcclo.l ch!tr·~crs~ aml em9m1ers 
'the :mpcrv:lsory au·t;hor:.i.t.5.cs t:o apply ths prov$ .. sions of the nm·r l::.M to non .. 
i,)l:in1~'1 W"' t"·'n'"'"C'1""l1 ·ln"·t;·H-.•1""'l O'~"' ~~y "'11"''1''1"' Cf' er"lri·~n·i ~·l~'Y"·.,~··i,ro 0'"1"'"""' ~ ,...J .... ~ ""J,. ... ~ .;,,,.t;;.:,, __ ,_,.;;, _...,,"'<*;;,,;- ~-·~ ;..; .1..:.....1..~~·'-' - ......... ~..:...i.. ••• i.,;;v ...... \.,...v ....... ~· .;...,_.;.....,._r..:i. 

The s:pec:toJ .. rcla';;~~onsh:!.p 1)etwecn. t:hc GO".rc:rnment an.cl the 'ba't°k:~ng $ys'tc:m 
has m~d.o moral st-vs1,sion o.n ef'fec·tive m.011.c~arJ :.:;ol~.cy instrument; 1.n som!! :tn .. 
sttmccs ~ bv:b ~:a has also l:t!tl ted tho f'reed0".,'-1 of ac1~:ton of t-;he b~nk bot:i,rds, 
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. ati.verse1.._v · o.;ttected. ccinpeM:M.en among 'b~,iks·, a-net in some. inetenees htt!!l led. 
to co!'..fl:i.cts between the :.M:tnistr.r and the Central l3e.1llt•; In po.:l."'b:leulc.r, the 
au;'cl1or:ttics ere ~oncerned 'Vr.i.th .. the oirercaut;:tou.s e!c. .. i;itud.o of ·hhc bv..!'ldJ,1~ 

·• syrJterA w·l·~h regard 'ao madiu::n-"'~crm lending. One of ·tlle me,in objectives 
, . o:!:' the . dra:f'b legisl9-·tion is to pro:no·he an.O. en.cow.ago the cha:n.ncline of 

. I; 

· G~\,r.l.!i,XS :t'lmds ~i.nto development use. ··.To ech:tevo this objective!! the 
Com::n:t·(;·l;eG h~\1:1 under considara3;~.on various d.evices sv.ch as the d~.v:'l.sion 
of' b~.nks :i.11Jc.o ·several cc;tegor:i.co a.ccordiP.g to their· lending ac:ti vi·tieo 

1·,· 

() 
,I' 

•' ,• 

·'' 
·•' 

oi1d the use of lending .rG1:b:1os :bo cmJ.)el the b::t':ll!:.s ·bo cho,11ncl some of "ohe,.r · 
:ftmds i~r~o r..1Gd:1.um- r;md · J.ox:i.g .. telT.t c:red1;t;s. Discuss~.ons on• ·~hesa JtO:l.n/~s 
:revealed e .. cons~.dore.bJ.c d~.vergonce of op~.:o.ion t'...<"1100.3 th.e members of' the 
Ca1t'1li..1v.tec 11 cspocielly w:t·(;h rega";YJ. ·bo the d;i.:v:.tsion of bankz int.o 8onri!cl·cit'IJ. 

' '.oarJlf.s, sa.v:ln.ga bn..'Ylko, iri.t1:1:.st:rial. 'baz~w, rihort ... ·ocm o,gl·icu.l'tu:i:·e,J. bo..nks, O.."l<l 
long•";;e:i.~n o~ricultural banks. liev;te't't of ·bhe exoc:i:io11cc of· foreign countr~1..es 
~.n. s:tm:.(J_,,;.r eituo;b~.ono e~-ad e. ~:r~w:Jy of poss~.ble t'3.tcrr.i..et:tve soluhiona helped 

•' ~~hr.- J''<,....,..,:,,,,i~••t~cc >in ,..,,~..;,.,,,.p, .. 1n'u:J" ·l~'Ac .,, ... ,,.,l'\..,,,,, ... J._,, 0'" ~"'o ·co"'~'l'>nr~'\1~•!,,r.>("l.' n'int;! .... J!•f.'•'c""'"{nn• 
.., ...... ..;; 'VV.t.';.'J.J..!,....,.. V v ~· "¥.~ ,J•.,J•.,Y .,if• .ro v!..4 \,;\,l.l. l:)-W ... W.V••"'f.,,H:~ .r.~ \J.'t..i .:..r. .,\,;.i .. ~ u-<;..yfJl.WI V~""'~hi .. 1.J• J. ~\J-'t..-'- , 

however, uo f~.no.1 dec~.r:d~on· lie.a. been reached on the subjeC'I~ before th~ mlr.:f.lion.t a 
,1' , 

c1cpa:!:"'C 1.U"e • . 

Z-ie:rc ~ere· oloo discussioriis ·on. t..1-ic d.i:ei't provisions rel~:M.ng to eo..pite.:t. 
.reqiti.rcmen.ts, re:::e:rve ,,. .. cg;u:tremonts and ot:he:i. ... m.onete-.:t-y e.nd c:t"c:cl:l;h controJ. 
inr~trttr1e:nta, e.nc1 on met11.ocls "~o e.ch:love be·:.riier. coopoie"bion be'fiw1Jon t!:lo M:tn.'totey 
of' li'i!!.!mce and the Central J3a.nk in the f:told of. bo,nlt aii.perv.ts:.ton.. Tlte m:tos:T.on 
:rev:'l,ewed. in a.etaiJ. ·i:ihe p:rel:tmil'1~J clre£~ p~epe.red by the Cm1m:i;~·tcc · VJ.ld ofi'orad 
ou,zges·!;ions · on e, number o:f;' w.no:i.• · J)Oin:t;s to . complete o.nd inw:rove aame of the 

. scc·tions of the drai't; enc! to remove (;'I, nu:m'r.?e!X' of. ti.m'bS~gu~t.~~es. ' 

(2) . !,,,.:,,;o· +cir~,_ "1"' ,. ... f-1-1-. ....... ..,..~ .... ~~... "'"''··· . 
- • ~;) ,'-1 ... -:_~V .. :;·~._'."' ... J.:.~ ..... f;...;'~~! ...... ~:<Qv•~""•~ . 

• ,.ciMe with the •decspreac1. use ;f' post®:bed. chectis as crec.Ut ~.nstruments- It 
s~~mm. tha:b ·the r>rct'ere11ce for pos·tda:\;ed checks over. prom.1.ssoi";)' no·J;es J,iriw 

. :m2.r::!.ly stems from. th0 poss:tbility for th~ p~::r0c or. the holder ·to ce13h "che r 

.. • ' . , . Th~· tM.'!.~vhor~.:t:te:.:i of'. th.er Re'PU01j1e . of . Cl'1:t.M ~VO been concerned for. ~ame 

~ · : · · · · "'chor'.'!k before the dn:te s·cf;\:'cec1 on it o.s he m~y cle~"ll · :f':tt and from the cr~..:"tlne,l 
1\J .. y. ~...--'pcn~J!.:.ico ·ho wh.-T..ch thc.i lb:,,wer. :ts subject i~ the event of dil')honorcd check • 

. ,;~~rJ}/ tt\'l~h~~·b pror.ct:l.::woJ."Y no·~es .ei,re prcccnt'.J..y i~0JJ.gible for :!."ecU.scovn:b o:t tl~e Ccnt::a.l 
1 ..,• ·,,,-1 _,:" · · Jlno.nk o,nd o,re subject ·ho o. h..i.gher s'Gt;!.mp du'Gy thr:tn chcclrn has clso discourae;ec.1 
5~ ,.,....) , 0 · ·· · · ·the mfost~;b1.'."'v:ton of ncri;es . for chocks~ 'l"'ne CO'::n:r..:i;t.1,j.ce on, Rev:t3:ton o?.. tho 

yt"J.Yi0 '.°~)'. ·'_,··· '!~cgo·1:.1~.bJ..c J.no).;;rumento to,w, prosiO.ea. O\"'GY:' by V:lce--M:tnioter Wm1g, hc.o not yet 
k "i-1.,., . ). decided on· h~1 they shovJ.r.:".. d.ea1 'lr..t·ch ·'oho p!'obl0m of postdo/.;;ed chec!w, 4':...'1.d 
' ~.,,/ , , · . ·~~ Jnord espoofo,11.y whether ·bhe postci-:-.,ted checkG should be g5.ven oo~nc sort of 

J ).t/ A . lego..l :r.•ecocn .. :F::;ion o:r., on the eorr'crc~.ry, whe·cl:.er the J.o:w shoulc1 be &1110nded to 
.1-:v · ')/ , • mme the use of postd!']..tccl checks more d.if'f'ici·•J:'G, to remove some of ·~ho 

, 4.,1 ~ ).,.,. ~Jl . e .. <1v2.n"o~,gez n~r e,ssoc~.nted w·J.tb. :tt, e.i.'1c1. ";:;o encom•age 'che u1,:1e of p!'cm..:.o::mcy 
'r ,x " .... o·'· e" : 1 ~)/'\, : .... & w. 

In con:o~ction with tho cont~!r:f'l~tcd rcvl~ion of the lt:t..w on negotiablo 
•1nt!!·'·'Y''""l'l,.:.1".~"' -'•hi'\ c ..... ,"!"1·1~··~·r::'l" ,.,, "'0 ,..,.,,....,..,..,, .. r"'~('l ... ;.,,... ..,,..;~r·' ce of" ... ,., .... · .... ~ ...... ,... , ... _...,...,.oV-\.->A..,/_ ..... <J1:),. \.J ...... ,,,., v.:.o..r•"-'"l'-"'V""'\;; ~· .. -J..;). -V\.J.i:,.{.• .• ,n~V· ....... -.. f,J ... -... ..... <.;.-,;,.v-.\i.;..\. - v ..... i.;.,.. .-.w.:1,.,~,;;11;:.i:t..O~ •• O.i. ... r;t, 

· m.w.be:i: of' problcw ... ':3 of a 10130.l or :pr~cM.cal ne:imr.e inelud~4l:lg .ricnaltics for 
d:tGJ.'lonored. checks, . stoi:> pt:',:1/l'l!cn:'G ordel"s, re·~v.rn. of ce"""lcelled checlw to 'the 
d1•a1·1e': ~ and p~ent of :f'o:i."e:tg.~2 ncgot;fa,'bl,e ~.ns·ti·i.:rm.e:n. ... .;s. , 

The !11..'..t::rn1.0~1:- IJl~nd in. )';IG:,:r-C.ict.'!J.ar ?t:;i· .. 'Effros; t6ci't2ecl. esoent.:tally m the 
:?roblen of pozti:l.at~oa chcc!'.::s o.:nil o:fforcd ".f.?..r:tous si','?;c;cs'ti~.on.s .. c.o c1e[!J. w1th 
i·tJ. :Bscc\.ttse of the short t:ta:.~ D,:im:lle;ble ~.1, 'f.·m.s agreed ·bha;~ sug,ze::itiono 
~Y~1 if:1,i::.~ ot11(:r r!o:!J1~.~f:l '~~~,,:t~eo. "b:r ~;7~c ·Gtco ~·rot"~ld. t•e r,ont :rrorn r.,raob.:7,11r:·!:1··!·1.;. 
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. Fo-z.· some. time t;he Cen"i:;i~ai Bank of Cl1.uia hcts 'been unde:i. .. criticism from 
officio.ls· of 'che Ministry of f:l.l'lo.j:i.ce. for its nio11.et.ary ru1d creai·t policy 

. .lJ::.ru10-s0men .. c. Some of ·che sh.o:i.•tcam.ings stem. from "'.;;ho i1i:1qequo.cy of the · 
lc:3is~t:i.on, wh:i.ch does not~ p:rcv:tdo the Bai:ik with ·all tbo JIO'Wers S<'.;lilC:t"all.y' 

· c;ra..'1tcd to ce11tral banks; thc:i.·0 also secrr.:;; to be soma · reluota:ice on i·l;s 
pm ..... i:; "..;o rl1'.;!ke full use of its e};is'Gil',l.g powers. Ofjhcr difficuU:.:tes rH1y bo 
:rolated to the special mtc.'l. so::·n1.;whcc.t ru:i.omalous sta.JliUS of' .. vho Dank of 1.;.:'a5.wn.n. 
which ad:;ed as banls; of issue until 'l':he react:l va'liion of the Ce11ta~a1 Dallk of 
Ch:1ur;r, L"l 1962 and which st,:lll rEri:iains s01l~e of the IJi:.':l v.llcc;es oi' a ccnt~·al 

,..Y ., · bu.uk; · '.k1ina.lly; ·the ta.ct. tl-W:c the Gove!"'...lPlent. if o.nd 1no:i.·c espoci4'l.lly 1~ho .· 
· . J ~ ./ 111·!'.t.nis"vry of Fi1i."1...'1ce) "chi.•oueh :.itr~ holdin,:;c of 'bank shares influcnce:J di4 ... octly · 
7,,,1,~ ./ftl · ·tl10 daily de. cisions of t.he ban'ki11.g system haS. undoub.·t;edly' limited tt.to autonomy 

1
1 

• .) • /:J., "l of the Central :&tnlt in implementing a. :nsi.t;ional mone·ta.ry policy. · . · . 
\ :X ' , \ I . 1V~U :/ • ../q\"l 

I . . P-~; '::> \r· . fi , 
i J'( v er . 
I ~, ~(v .. ..:.· 
I . c 1 ~ .1 ..XJ 

r"'J't'' 
i 

!n. response to orit:tcism raised. aga:~n::rc .itt arid to pro'b'l.onw 1t he..~ 
· encountered 1~ variou3 fields; tho Cen'cral Bank ia in tho proceso of 
rcej?prais:i.ng its procedui ... e:J and i·cs ·I;ocb.niqu.es of monG"~S..:t"'J and c:i."ed:tt 

1i con:tl'ols. !n par·ticuli:i;r, Deputy Gov'l;:;i. ... noi .. Lee a...'1.cl. the Conr.mi·t~liee on Ccnt:t'al 

j
l Btm.1:; o;pero.tiqns :i.•equested the ad.vice o-Z "'~he iniss:ton on ·the vo.rious mothoCl.a 

i 
.to encourage ·the e~ctension of lil(;!diun:i.-·l:;eiin Cl"edi·t by b!).nks and to J:?l'OVide 
rccl:i.scoun~.;it'lS facilities for sai11e of these crod:Lt:.s as tho need mo:y ai."':toa,. 

~ ilithoitt,; ge11er<?.:cing undue inflatio11al"IJ :p1·0ssurc on the econoir((. Vn.xious 
s1:1zgant.S.ons "'i;o deal vr.lth ·chese ;proolci1~ were discussed. including t;hc cr.;toh· 
lislJ.ment of a special reclizcoui1t fund out of the Central Bn.nk's ~rofitG or 
bud~<:rca:cy e..Uoca:!;ions a.."1.d ·chei use of the savir..ga collected by tho l'ost Offico 
Savings l\ank to provlde the bar..kir.g sy~rtern wit;h madiu:m .. tei¥.n refinarJ.cil'lS l'acil· 
it:to.a .. · · 

The m:tssio:n reviewed: the present techniques of monetai·y- control uoed 
by ".;ha Cen·i:il.~a1 Bank.. Since open markeJc operations o:o. a cignif:tcant sea.le 
are not likezy for some tine t.o como 11 · there is li:ttl.e doubt, that. 'Che Central 

Q Bru:ik wll.1 ht:we to make its ci·cdit pol:i.cies effective pr:iJlw.rily ·thromh ]:c ... 
se1"".re requii'"cmen:l.is a..11.c1. red.iscou.J.~ .;golicy. On J.:;he lo.:t;>cer po:i.n'c, the C011t1·al 

~ Da.nJ.c:. lms relied almost exclusively until now on its discoun'li rv.:G.e policy, ·/I desp5;1ie "che gener•;;,.l lim:i:cations of such ~canur<.':ls in :most developing countr:i.Gs 
~'" ~ and the . m.uch l;O.zhe:i.' in:'cei·est re'ces p1·Qvailing on th0 i1onbu:nlr. ci ... ad.i t m:.i.::l;:et in 

).- , .j J } Taiwane In this con.text tho t,cchn.ique;; of a.:tscretiona:i:-y coir'cl·ol ove1• the 
/ ·i/ t: ;{ .runouxr'v of c:1.~ed.it :mm.de ava:i.lable ·:;o ·t;he ba.'1.1.dng syste::t 1:.\s a whole ox• to ind~ .... 

. . \ 'l .) ·\ ; .' ~~ltlua.1 'banlzs by t;he Cen-'c,:al Ba,n.k. were d.."tscussed il'.l. detail. Discussions on 
Vi ,v/6 .l ;"1_, .:., , . rese:i:ve :roqv.iremei'ri::.s focuocd 1•rirno.rily on the com:posit:i.o:n a...'ld uso of re-

; rF ./,.;)!',/\/ j se:t'Ves, methods of co£npu:'.::.o/Gion, nt.9.:rgine.l reserve i~cquiremcm:'v., w.1d pcn.o.lties 
· ,.,,, ,; /1 for re.serve deficiencies • 

. "" , F 
, I . 
. , 
i 

A nu.""l.l.ber of otner pi·oblemo relaM.r..g to mcn.eta:i.."'Y. polic;v 'tmre o.lao e=w:mined. 
· includ..:i,nz the ge11el:'.'al r0(1uire.n10:0:7:;s for ... cne ·ci .. cvclopxJ.e1rc of . open m".'.rket o:,1cra,. ... 
t:i.ons; ce:t:LingG on "cha ou .. i;stand:i.113 voJ.um.c of c:i:-ccli t e1r:'condcd by b&"tk:i.ng 
:tm.it;i·ct(.;ions in the;: case ()f sevo:ro inflaM .. onai·y prcwou.rc, o..mi the use of 
transfers of governmezr'~ funds ~<Jo (Ula f'ron1 the b0..."1.ki.."1.g system a.s a. substitute 
.,...o..... O""' c....,.,m .. ,,...,....e1~.·'* ·l-o ""'Yl"' • .., .,.,,,....,,,,.c{·. o.,.,,,. ...... ~~{o"''-' · · ""' ~ ,;t ~ ,_,,.,,\l. ... ..L~u · ""v v .b '-tf..._..i.;;~ .. 1'J..1,t:\i..i... Jo:,.. ..., J!'l.J• <.;.:;,v~ ;..~ • 

... "' '· '.:.: 

I' 

'·: ·;; ... \' '; ' ' 
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~itt.iIC OF t.~ 

JilS /!.ft!~~ ,Jgy~:~~~l!l\~1,,;: .~i~~~ .• ~Wi;E 
~~4 tr,u tl~ Ji,s!e.n Dllpii~ ut! tl~ 
ibt¢~ ~1 ~t~G ~J-iO!!l.'j ~~wt 

(In eommltatien 'i~~ ~-l en.U: 'i'J-e~~Q:s ~~~"~· 

11., ~ .. t~'.4\life!J!&~Jtb&• 

Cbina ls an original ~&be~ o'f: the Fund and has a t!\lOta ot $550 mi.llicn,, 

&..n•ins too Fifth Quinq~ial t:ce11ia4 of Qnotaa, Cb:lm tooi~f4ted t..~t !t ~td 

~tlit u'bh tc have ita quota increttsed.. Cb!M CGmpl.~1 tt.$ ~nt ot too 

ear value of' Nf$40 per u .. s., d.Ollat' w"'s ec'teblieboo. cm Septerroei· 4, 1970 .. 

Chill~· i~i\\ oot ~:e use t:!•f the Fwld~a resCtlll"ces~ fhe laat At'tii:le XIV oonaul

tetlon with the Cb!neee autho1•iti0e woo held in 'r'.d.IJ(!11 ~ Ma.arch 16-26i. l']f/O .. 

China is a ~rticipant in the Special J>~ing Account. CblrJ& notified 

tll:te E'w:'ld that it did. nfJ>t wioo s_r;ecial ~Fi~ i"ips to be alltx~a:t~. tfJ it 

t:e'Z:' t~ til"st basic pei>1od., btt"~ ~ reserved too :r!{itvt to request the ~ 

to terminate the et.feet. of 'tche notifica,ti.<;ft "dith respect. to the t.id.rti al~ 

~tion for the fi'J:'Gt basic per1= .. 



III. ~.!.J!~~1~t! 1Jev-elo,men~.! 

In lf.JTO~ the eco~ (lQ!ltimzed to prosper wlti'A ~ ~h rate esti.'t!etei 

1n~GlM!c 1n J.nwst.ment, ~"ti~ll~.ly ln pw.1er tlle'1Ut1es~ were the n'!&il! 

stmule;t1~ factor$.. ltMlu~triaJ. proo:uction ~il~d a sr~rnh rate of per 

~nt, ~ agri~ultu.iral output !IO~e b3f e.bcut i~. ~ ~" With the f"'P.'Ulfitioo 

.f&r:ill;/ planning p~, real~ ~pit~ in~e ~~ined by Il.'Ore than 

11~r co~ in lllJffO., fl~ mte ot \U:iemplo~t l'4s diroppe4 to nesliB!ble 

l' 
13w.l.set ,Pl"Ojections f'&):t> 1910 (~'une~) sug~~ a defi~it cf 

~i>6 billion for the ®ntml gove~t. atAd a~lr.orities co.1l'b1ned~ 
i 

w1th tbi~ being f!mm~l by an eQt:t.ai sale cf b~ minl:; to the publ!{;., 

efiuti:itti~ 1:.11nd. eci~:otifie npooo:tng. Publt"'~ el~it~~ imy continue t(l\ 

(!Jft:r.1 ~e ;rapid~ than Oi'Vh" in the neat• futtU"e beeaue ot the 5~s on 



'l 

···- \), 

' '\ 

inft?astr-'1lcture developr~t11 ~uien of educatio~l ~.:is, and 1nc.1Nl:rused 

~X!l tc a;@w~Ment Cinpleyc-es., ~re is not suttic1m'it w.?.ta ai!Qil~ble at ~bS.0 

staBe to agsess the B1Ee ot the likely over ... a.11 bu~ot deficit tor Yi 1971,, 

OO~~its$ but the Go"lelrilmenti; $1.pt\f'~ :f'l'Cf~ public en,tel'PJri$es, Wt\$ !l!l 13Wl~"" 

ttal aUJ."plus vf.a .. v. ... vis the bm1tlllg flYt:atem., 

fotrll. rnt!Dle$ siwply · !~reaaed by 19 par ~t in 1910 compare.1 wtth 16 r,ieJ:> 

cent ill 1$:69.. m.ong tl~e eR~U1$!Ma:!";f tacton, the lru:'ge~t were t~ inere~s0 

_ _, in. baah eredit tQ the ftl."ivate sectc:r Md too build"'w.? :l~ net foreign a.<Jsets,,. 

~!ie f(}~r mtpansioo ~~d to t1..vre t.ha .. rri 38 t~ eent of ~.oooy ~n».pply at the 

P,?'OOO~)ce~ 1ncretlSe in t~~e t'!M GU\tl.ilgf:l ~1}0Ditl11 Wbl.cb ar"JOUfited to more ttt~n 

42 !'Cr !C$!lt of.' m~y .9~W~'N B.t t'oo begilmin.i of 'tile 1ea~" 

l:>!{~aey ~noion ws well uder o:M:mtrol in ti~e .fi:rst eleven ioontrnz 

Yb.en the t«7¥tal increM¢ w~s l~St'I tbatt 10 1 per cento ~irlg thi~ p<~im Q. 

~ibe cf~ &teps Miiuein~ %"00.tacmmt !'~cilities~ e:U1n!.Mtl~ scme t~a 

of ~-·te~ cnpitl'i!l. tn1·1~1a) W'ld Ube~Atzms .twet~ paqm~~ pl"OO\l!.e~ 

$t~.;~ 1--estraint Q'n t~....m..~~1 ~~ion. Abt1ut n:au~ of ts.le tr:t~l e."tptmsi~ · 

i'O;i" tliG :~ l\B Q 1J!l1»le took p.li.:lce in Deemibew wbe.-'ll ~Mt to tile p&"iw.to 

aector l"~se by flf$3 bil..U~n or 6 r.ier cent o-£ m~nw.1 SUP-J>l.3 1~t the beg!MitlS 

its ~Ji$GCiW%t rate en DeceJ"Tubez- 22 ll apparent!J' h1tll~tiftg that the ~ut'tii0r1tle~ 

w~ ~t cc;n1:~! al.loot th~ rapil'.! rise ~i.n cmdit, in .DeOOtiber. 



'\..,. '.l 

e~l;f were not ~ee. ~it rl$!..~ pi"ices ~~l s~100$ ~imlt:!\i 

tf# be ·~ major ele~ ia tM W.aber '~st ::unns~ 

:bn~s ~ed ml preltm'm~ t11.Mia ~ta fer l.fRC,, p,,e~~ti in lS\69 ~e br 

US$S9 lf4li:Ll:lora. 

¢%~~ nst>rict1w GJSte U1 fJ.wtatl\'t It ~J.i'Ce ~ time te cmpiete 

tlw rev!ev beeaus~ of: 'lbe ~ge .-AU!t'.l>er c~e:l~ :lt~ amt ~ ~,.. 

As the awi1e ~ Of ~Emt develOl»ltmttJ i.Dli.t:ete~, the Chinese 

~cc~ ~~J.m to be ~"'e of ~or £imweial p~t;~.,. ~Ah p~-~~.a 

~ ~et:ZUent 11 pri~ ~lfi.'ifiOJ," hall be~~. ru?..tl bahme'e oi .. pa.yrnente 

~.tn atrong., Decaii!?e of tl111$, the ~t~ft' will ~centmte en 



.. , 

t'::' • .... 

~"'~M· because its e~slm '-'ISS p~ii on the baei9 of \Jl&July ~ious 

~(}timt:tt~a of the ~ ~ls di:ff1culty ~s b~ ree~iaed and 

rail~~~ to so~ enento i'm.-tooi- diet."U6a1on !s ~ees~~ ;p.&rti~Jw 

·:in 111• of too ch1Jl.ng1ns ~t~nl~$ ~Uli for errJ.t~-e~~ ~ct1m 

,~ ~~ v~110g. ~ et~ pc-1olbl.e is$00 1~ the ine~i·ve3 Md t~t ... 

tl~-1ng t.~ldel"e-.blq ln !&i'W1! etnd e<~ ~kett.na t;.>af Qf tne 

eutput CP.f fot"CltlPl @mte~M:&, OeBot e~~ic ca..~te~ is en~l~ 

dlt.ff!e,-uttles~. it be t~Ee te n"l1311' tmi .i't!tuatimh ~~:cy> itaiwq t~ 

~1~ to 1lel1ie110 ~~le d!\¥1S:1.~ait'ication in 1.ttl f'c~:1gn 1~~. 

hut QS·. tii~toot1al <>Ap;i.W ifii:f.La.-1a ll'f'e plaMf.i!.ti £w 1~st er 'lie d~crlElda 

J;t 1& JJ~~nt that ~Uey eap....<\b~ of &mling t11lt~i the c~lng sttue.ti~ 

ill -~ie am ~"tte!'ltlal ~li;eta~ 

~stia ~!al. ~vi~ent ~ ~ ~atisftv::to111 f\»' a mt~ 

~:f01,, ~t •~Plat~~J:~uaJ'e$i de~pit0 tm anilitar,v bu.fdeni mve been 

~is!~ at mt eJtoosslw '!'ate;. ~ ma;Jor steps :tm.w alriat:l.I~ been tt'Aken to 

incnti~ the ~ivtty :t"SDJ~ivenesa the· ~temo A ~mbel> 

" %b~ 1~poere.l8 b7 too !ra'li'. ~F.mi~ic.nt includill$ the value added t~, 

~ e~~4' ur~ ~1de~ti0!1~ ant1 the otaff' will tilseuss too 

b~~~ :from 'the ~ bas beoo ef:t"~ ~rr il'r.'~e.eed gove~ 

t1El~ts wltb. tltf! bank1lll$ ~ate<> filis rU.tuatioo Will be rev!~ tQ 

·~ tt it e~loo ~-ie.ll;;y disruptive e~s .ood !fa r:Jti:re l"lltioo..~l 

fin~~ ~che.me cou.td b~ Q~iit. 

O'~al.l eredit ~p..1;1r1£d.tm dunng the lJ(tSt ~ ha!!:i been ~~1.P'.,a,el.y 

~ ~ith ;po·doWJ ~~,... G!!:?en tbe eub~Jltial. ~\Cctit~!oa ot ~vi~, 



~--/ 

the i;otent1UJ. ~~~ 

~V:i~ dt:tp@~i'ta pQaes 

l»tll J .. ~9 iand 19'0t daneetie ~~ o'£ t!ie C.t~t ~k. we~ red?.!c~ 

't.."'> the e:1c:pam:ion !ta ~ f'(ind.en aasete;lt ~da ~ acldei.-~d · in l.~9 

~~l.toa.,. centru nu.k ~JFectioo ~ been effeet:l '11"E'I in tne past. 

Tl~ baltmce et ~i'lt$ !w.a ~t!nued ·to be @t~ in l'iflO, ttDd tt~ 

ti.ab\ poli,ey qu~tion ~c~mtJ: the i~1ort cont~l 1~~1Aism~ l'.t'i.poR 

·.U~~ ~~B over o aw~tfli'Ntlt\il vart ()f 't01m1 imD"tJrlft.1:1 Md W'!iloubterll:f 

~eeti't\11 in e !esf;) th~ a;irt\teria1Ltlc fashloo. 

lf1 ~dditioD, there a~ llllilU1um ~~1eflt!e aonte1it ~.ai~ents fol': e.cme 

l 



""7 -

tl~ e:t't~1w f'.l'atection result:l.ur~ 

1.r!~ Jh..~~t'~ tile eft~cts en 

t"?a}~i1~~1 ~la 'llfl1'i:re the!."El la ~ ":l:re~t;te ~~<t!ro,f) 

25 ~ ·eeot Qtti~~tl:~ d~~e1t ~ui~~ en ·ur~1f!>l:'l:''t:.'-' sheul•l oo 
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) 

w1ltm \'i.ll ~ 1~stt.~~i ti'J t:t.e ~~ ~;\., ~r~· t© lll¢li btltt eveb so" 

"""'"'""""""'" ~~~ ~-tla s~~· of the l1llta~ etr:be~i~a ·eouild per~ 

~~tE.l~ tl.~eed ~ ~ tlmfl f~'tiet'" bon~~r)g.. W'll~ 1$ 

~ set ~ted: ~i.~!ng ~i'ta~ the 1::-~rtt three 

r~ bf $130 n~illtm ift ~ fe~i~ pi!,'@it:lm e~EA.~:>eial 

1/#tf "&\\IS® of the~ tla ~Uc$ets af:.t'e{.~~ t~em s~ <¥Grtb'lfllile~ 

C!1iim 'beez.a e.n~n .. ~i~ns a.<1n1e ~~~titiS Qiff';tc:n,l;tleB a'.bl'OOtl wll.IW•""" 

l1~.u (!i1et~sea ali:ms ~ci~~1t:1 ~d>~-1!$.. k .~eut'h~i:> polteieDll 

~~ tldaptea t~ rNL~ a~g\\!I .in ~ e.,~iml de1telo~~:.l, 

t.l\e~ite"J tl~ ("Jbe't~t!letJ t,~ u.sv (\\t• ~tlitJ:iD~ ~re tm~ tl~ 

~~"t9.~l aue• t•u .• ~a~:iants.. ~poij.1is of ~-tiJ.e!:'l to t~.e untte-~1 s~ 

.~ ~ub~~~ to volun;t&l.'if oo!,1~3.1 a?~ toore nt"I! !\lGo ~111~.tntf.I aa @nlcs 

~ f'~ ether t~l:;itUff'tl" ~:rt will. x~~!'M1 ~cy m~~t.i 

~ll~l to· eorztrol eu.tynt anti in t:tiaae ~t.}$ ~t'ti:tu.d$ ~11:t1.a'e"t1 

~.®t!ett(;m.st !~~ pr;~t®~ 

'ltril.\o~ ):JlaM ~a beit~ 

~'}~~ ~);"£~~" 

it~ tii1tef r~.~k@t~S< disc.~$ ti~ ~e.~ 

sbttt;~t~ ~u.~tvlfl taaton :t~"1!1 tbe 

Bl nw~:r e:~· ¥e's:t'tlj,j t~ 0~.Jlll~ a~nc.ntlo.~ .1~!~,ine~ an e:r.:cbr~:;e 

''~'•"'"'~s ~"t?l rice ·ta a t\',u:ttjt1';>l.e c~'!W p.t't~~t1i::~.. .,,le Gwli'e~t elk~tea. 
,~~f~~.bilttlr i 1'11'.it ~e~zi:; t.hus ~~~the mult.ipk'; 

3.'tltl t~ !;llA.e~iM ~119$11 

~-- ~enti® """""""""''"""" U~il\.."'eSG~~W 
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Y!tb ,~ic~ rip ~5~c-ti~ 2~ ~. t11$ st~temtnrt; oi"' t't1.Uc~ f.oni:;e~1 sut.~ 

1:U.ttl~$ fQr Geld Prwa~~,m (~ »:i~ 233 ... :r; of ~cemhm" .ll~ l9ii7) ~ :tia the 

~t <t~ C:11,J.n~s~ Butoo:::~;iti<G:~ hi:;~v~ ~:.d.ate~l. tl"W iet1fi~ tb.t.t the 8uhsi~ «:("&...it 

i~ lm~~ ·to ecma ty~ of ~1"$~0 rr~"~t t'));leratit.$ ~ '&~ ~c~.s tmt ~ 

c!l~tey.. fhla ru-~ @tttell.' y~$$i\'~1Ut1ea o"f a:voidi~g ~\l'einm~ P.'~.Wlaes 

~r.t ~l~~c ~®·i $35 ~~ c-im:e~ ~JZ'· ~~ .. f~imt of a unltb:t."ftt :t?:f:'OOt\ction 0\ib~i.tey> 



The Mfma.ging Director 
The Deputy M_?.na.ging Di:recto:r:· 19YO 

A staff' tealll co11sist1.ng of Messrs,. A. G. Chanda:varkar~ S. Y.anesa-'.rha.aan~ 

J. W. Hose, and. iv.Irr;;. Wu Yang visited Taipei from March 16--26 ., 1970, for the 1969 
Ar't;icle XIV consultation with China. M1·. Rose ar1·i ved on M:arcfi. 3 for p1•elimiria:ry 
talks cor1cerning the review of the r0stricti ve sys·Gem. On corJ.pletion of the 
mission, all !lle?abers :returneo. to Washington except for Mr. Kanesa-Thasan who pro-· 
ceeded to Manila. for negotiations ·in th tile Philippine authorities U..'t'.lder "the 
currerrt. stand-by arrangement. itr. Eeue Tru.1.11, E:-::ecutive Directer for China, Korea 
and Viet-I'Jam, attended the ineetings as an observer. 

Besides the regular consultation meetings~ vhich ltiere throughout cha.ii-eel 
·by Dr. I. S. Sur1~ Deputy Goveruo:r.· of the Ce:n:tral Be.nk of China~ we had discussions 
with Mr. K. T. Li, Minister of Finance; Mr. K. Hv Yu, Governor·~ Central Bank of 
China; Dr • .Kan Lee> Deputy Gmrernor; Mr. WorAg, Vice Minister~ Economic Affairs; 
::md Prof'essor T. c. Liu~ Chairman of the Commission on 'faxat:ion Re:for.nlo We also 
met wi'!;h the IBRD missi~n to China (which includes Mr. Cnossen o:f the Fund 1 s 
l''isc:al Af:Lairs Department;) headed by Mr. 8. C. Yang. 

On the whole, in 1969 as in the past severaJ. yea.rs China has hacl no 
seri01.1s :macro-economic proble;ns, which testifies a.like to the prudent policies 
of 'i.;he author1 ties a.rid the resourcefulness of the people in res3;onding to the 

. incentives created 1r.r tlle fJ.overnment. It is. noteworthy tht'l.t Gi~P advanced by 
9.5 per cent in 1969 despite 'the fall in agricul.tura.1 proc.tuc·tio.n due to the two 
clisast;:rous typhoons ls.st fall. 'l'lle balance of' p~'lnents shmmd a substantial 
improvement with an increase o:f us:~95 million in foreign excha.Y.tge reserves to 
US~i395 :million. 'I'he e.::q;>~msionary effects of' t.he increase in fo:i:•eign assets and. 
bank credi·i; to the private sector were largely 01:'f'set by ·t;he grcivrth of quasi
money a..'!'ld the lru.1 ge cash surplus in the govermaent budget in F'Y 1969 (:NT$2 .~ 
billion). Exports increased by 32 per cent in 1969, despite a feJ.l in earnings 
:from sugar. rice and cement, and. passed the US$1 billion mark. fo1· the f'irst time; 
nearly -t;wo thirds of the inci~ease in e:i:ports came fr-otn textiles and electronics 
and anothei· one fifth from plywood, fia.her-,t products and refined oil. There is, 
ho"W"iaver, no fee.line; of complacency and the aut;hor:i.ties a1•e acutely cont~cious of 
the: neecl ·1;;.o r:1.aintain competitiveness of existing exports and. to develop new lines. 
fl. Chinese team. is ~t present in Japan to study techniques of e;-cport promotionc 

Although there are no majo1· areas of t!oncern~ the staff tees pointed to 
1;he; la.tent inflationa?"'.f :risks arising f:ro.m the highly liquid character of qua.si
money due to easy withdrawal facilities and. of. government bonds which the Cantrel 
Bank buys 'back from the holo.ers s..t par,. &.."ld stress~d the need f:'or a. Jmlicious 
curtailment of their liquidi·ty consis?ent with the high rates of' i:rrt.ex·est paid on 
them. The staff' team also St'l.(!'.gei:rted; !?depeg~;ing" of government bond. pr:tces and a 
review of their tax e:irnni.ption~ issue of '.!:retisui·y bills geared to the ·ways and 
menns :position and the need to creat,e a. n1cney market ~sset; the scope fo:i:· 
specia.lhed financial institutions for !lousi.u.g -~o reduce the :pressure of long~ 
term finruice on commercial b&nks. 



Cb.ir1a terminated its la.st remaining bila.tez·el :payments ag:i"'eement (with 
Spaid) in December 1969. The authorities have ulso initiated. a phased te:rm.i>:~a:tio:n 
of the systet'l of registered f'oreign exchange which gives rise to"a. multiple/ 
currency pra<rtice &'1tl assured us of.' their intention to elim.ina.te it in due course. 
'llJ.1e staf'f' team also ascertained the nature o'f t.he subsidy to the private gold mine~ 
in C:hiua. T'ne staff •dl1 be conside;rtr1g what action is approp:da.t~ and necessary 
Ol'l these jvxisdictional mettera. 

In reviewirJJJ the re~rtricti v-e syster.1 we suggested; a restruct1reing of the 
ta.riff' as a basis for the el.imination. of quanti ta ti ve inipor·I; restrictions$ p-emding 
whicb it wmud be appropriate to suspend further movew.ent of items to the controlled 
list; revocation of' im.poi~t margi11 requirements ; speedy elimination of the i~egisterec1 
i~oreign exchange scheme; and examintition of tax concessions for exports and 
!? coope1~ati ve" :t'ine.nciaJ. arrangements between expo:i:•ters ., whicl1 have the ei·tect of 
subsidizing export Si;1les :fS;rt.Qm profits deriv-ed from the domestic mru:·ket. 

The Chinese authorities have in fact given tlio-ught to rest;ructu:ring of 
the t.o..rii"f. '.!:.he switchove1~. to ·the BrusseJ.s nomenclature has "been al:most completed. 
The Commission ou Tax.a.tio11 Rei'o!'m hai;> unuer1ka.1.;:en some EJtut'.J0r of the "ef'r.ective'q 
rates of protection. Minister Li may request the Fund for technical assistance in 
reclassi:('yi:ng and res~c;i:·u.ctm.*:tng the<tarii'f' e,s "..tell as for 11 in-·servicea training 
for customs ~ppraisers. Professor Liu also strongly endorsed the need for technical 
assistance :frOlll the Fund in this sphere. 

The Cowmission on 'J!axa.ti<m. Heform. is expected to submit it.s renoi0 t in Juoe 
1970. Ref'er.:dng a.pp.reciati voly to Hr,. Duignan' s report on ~·!:!;);~.~. ,t~ic"Wfi!.~h d:;!} now 
beir>.g translated into Chinese f'or presentatio11 to the L.::gisla.t:tve Yu.an, J::'rofesso1~ 

Liu also mentiorled the need: f'or tu.rt.her supporting studies and :for an intensive 
educational and publi~ity campaign berore a radical measUl~e like a tax on value 
added could be implemented effectiveJ~~. 

As rega.T'ds the terms of' re:fe1~ence of. ·the Central Banking Service's tech
nical assis:ta.nce. mission~ scheduled to visit 'l'ei:pei, from April 0-I-fo.~t" 1 ~ 1970, 
Gov-ernor Yu sa.i.<1 ~i;hat he expected ·th.em to rev:i.ew the coir1.mercial banl:dng legisla
tion an.d the laws relating to negotialJle instruments, etc. and to revamp t.he 
depq.rtm.ental mam1als of the Central Bank to improve operational efficiency. He 
st1•essed that there ifn.S i1c intention ·to review the Centre.J. Bank 9 s st.atute. The 
use of post7 dated checks~ although npt too widespreatlj also appears to be a 
matter of some concern. 

'i'he i•equest for techn:i.ca.J. assistance (through the CBS) on gover~r.ent 
debt .management (for which the li~und has 3elected Mr. House of the Feder~tl Reserve 

'Ba..i."1.k of rfow Yorlt} seems to have ema:na.t.cd from the. Ministry of' Finance and 
apparently the Central Ba...rtlt ~;es not even com.n~l·iied on this matter. ~l'his, among 
others 2 suggests a cer·tain 1.ack of' rapport betl:feen thf'l Minist.ry and the Bank. 

V ETrm-
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. ~ A?1;1cle XIV ~ft~~J;!i]ioo - ~rie~ Pa,~r 

Prepared by the Asian Department and the 
Eltehe.nge and Trade Relations Depa:!"td1.te11t 

App;r-oved ~· l'1 o John lto Woodley and Donald lt. Palmer 

in 'laipei~ Taiwan tram Mi.trcl1 16 ... 25, i970 .. · !110 staff team w..tll consist of 

)1essrs .. AoG· .. Chand.av~, S,, Kanaaa. ... Tll!Wan11 John w. lbse.l) Mrs .. Hui•Cb.en 

Wu Yang, and a secre'te.ey' o 

In response to the request :from the Chinese oave~n:t to tbe Fmld fo:r 

technical assistance in 1--avi61tfi~ the t~e and reati."ictive system. r.Ir. John 

Wd Rose wlll arrive in faipei ab.ea.ii of' the niiaaior1~ on March 3, 1970 for ,, 

Chirm io an original member of the Fund a,nd has ~ quota of $550 milli.crno 

It has not paid its subseriptic~witb the exception of the ~tin U.S. 

dollars for ad!uini~rat!ve ®Xpenses1 e.moun-ting to one on.e ... hur.1.dredtb of one 

per ce?rt of the quota, pm•sue.nt to Article ltXp Section 2(d) of the Fund 

.Agreement.. China indicated a:urU1g the P'it'th Quinquennial Baview of Quotas 

that it did 11ot Wish to have it~ quote. increaGed., :tlo ~r value bu. been 



.. 2 "' 

Ch1rla. is a pa:ri;:U',J.poo,t in the Special Drewing Aceou.nt., Chino, has$ 

howeve.r, :notified. the Fund tha.t it did not wUh special ~ rights to be 

allocated to it :ro:i." tlie first bade period but b&a reserved the right to 

request the Flmd to ,it;enui»s.te the eff0ct Qf the oot:lf3.cG.tion with respect 

to the a,;eoond ~d third aJ.loce.t:ton.a tor the f'irm. basic period., 

:ft1e 1l'm1d bl~ Q.ssigned er. :fiscal ex.pert, Mr~ J .. c.. DaJd.gnau (Irela.ud), 

from its _panel as Advisor to the ~Gioo on !CG..~tion Ratom durin.s 

JuJ.y·Oe·t;ober 1969· !'lrl" Duignan visited Ta:t;pei .a,~ in Joouary 1970 and 

s'Ubs~qu.ently submitted his re:po...""t to the !ax Calnissione 

ln l969p ~ss mtionn1 product >:at co~~t,., prices is est:.'IJiW.ted to 

have increased b;r 9"5 per cent ~u 'i:dth 10.,1 per cent in 1.$167 and 

1.,·; 

continued inot'ease in ~rt~ mi~ipted the ~e to ~,.ricu.ltumi output 

in 1969 i:S est~ted to :tm.·re reached the eqo.ivaJ.ent of UB$2589 an :ineres.se 

of 8 per etmt over J.96811 wrd.chj) hmmver, falls sho:nt of tlle tal'get of $270 .. 

'lbe budget.a tor both Ft 1967 ~,..nd FY 1968 11e:re ba.l.&"1Ced -writh the 

assistance of bond !asuee and u .. s., counter~ t'Una. ti"alls:f'ers!> Budget 

est~tes: for the c'llrre.nt fiG<:al ye.fJJJ: 1970 end budget ret1\'!lts :for the 

prev.!ous fiscal y~ (e?l!ling June 30., 1$169) are not yet e.vaile.blea Judgil!g 

from the partial. inforAllEl,ttion available the bu(fgetary position in FY 1969 

and FY 1970 a.pp~ to l'lave improved., Bank lo.ru1$ to Govei·mnent and the 
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totaled NT$2.,100 million, com.pa.red 'with NT$3,455 million 'in FY 1968. No 

public bonds were offered in· the first four' months (July~October) of F'f, i970~: 
. . ' . ' j . :~ 

. . . . . . . . . . I . , . 

Tax revenues in FY 1969 rose by 32 per cent, and despite the typhoon. ~es.i··' 
. . . . , . . I " . •·. 

; ' which ·may involve a. lower growth ra.te.~are expected to increase by a.bout 
,:•' \ ' 

17.5 per cent' in FY 1970. Following the recommendations ma.de by the
1 

• • .. 

Commission on Taxation Reform, revisions have· been made in the income tax · · 
' I . 

law and in the regulations governing tax rebates. . i· · ... ':.] .· .. 
Money supply rose by 17.0 per cent in 1969 compared with l0.7 per cent 

I -
. in 1968 •. ··The major expansionary factor in 1969 was the large increase in ·. 

I 
' . , . , . I ; f . . , ~ •' ' • ' 

, , private credit. The other contributory factor was the :increase by NT$3.8 ""<,,~:,, 
' , , (US$95 million) · · .· , : I/\".' .. 

billion/in foreign assets in contra.st with a. decrease qf NT$1.9 billion in ·: ·· 
· I /\.,,. i . · i· ! · 

j 1968. In the first eleven months, the rate of credit expansion slackened as. 
I · ~ ·· . I· < 

a. resu1t of a. drastic fall in centre.J. ba.nk claims on the Bank of Taiwan and · 

'.' I a decline in jcentre.J. ba>lk holdings of public .bonds, ~.the money supplyl. . . 

• i iD:<?rea.sed. by ;only a.bout 5 per cent. However, in Decem~er, money supply went 
! ~ ! ' 

r up by 12 per 1cent ma.inly due to a sharp increase 
i 
to the private sector. 

I • ' 

of i:::. i::: per cent ·1n ere di t . • , 1 . . . l 
, I 

I, \ . , 

In 1969, fluctuations in prices were moderate except for a. sharp rise . 

oi 4.8 per cent in wholesale prices and 9.2 per cent i~ consumers,' Pz:icel .· 
. . : . I . _;,. 

: . in October caused by shortages in some food items following the. typhoo?s:. 
' . 

They declined in the . last two months of the year, and b~ the. end of ~969 the- · 

index of wholesale prices was a.t the same level as at the end of 1968 and 
' . ~ . 

I . ' 
that of consumers' prices was 2.5 per cent higher •. 

There was a. deficit of $43 million in the over-all balance of payments . . . . ' . 

in 1968, in contrast to .the surplus of $59 million in 1967_, due pr~~ily '. 

to· a larger merchandise, deficit ari~ing from the increase of $2o6 million. , _, 
' • ' ' • ,-' 1 '· 

' ' ~ . 

' ' ~ . ' 

. ~- ' 
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(26 per cent) in imports to $980 million (c.i.f.) as against an increase 

of $172 million (27 per cent) in exports, together with a much smaller surplus in 

the service account as compared with 1967. According to foreign exchange 
I 

settlements data for 1969, exports, at US$l;lll million,showed an increase 
I 

of 32 per cent over that of 1968; and imports, at $1,205 million, ~ose ,Y 
17 per cent. The trade deficit, at $94 million, was just about half of that 

previous 
of / year. Gross official gold and foreign exchange holdings, amounted 

to $477 million at the end of 1969, representing a. gain of $95 million over the 
I O year. 

IV. Major Topics for Discussion 

Development planning and policies: Despite sustained economic growth 

for nearly two decades, the economy is still faced with the problem of 

accelerated price increases from time to time and a slowing down in the 

rate of growth of private savings. In the context of reviewing the imple
of the Fi:f'th Four-Year Plan 1 6 -72 

mentation the staff team will discuss with the authorities, in particular 1 

measures to · promote domestic savings. Following previous discussions w:Lth 
I 

Fund and Bank missions, the authorities have formulated an annual over-all 

resources budget within the framework of the Plan. The staff team will 

ex8mine this budget and assess its bearing on short- and medium-term jpOlicies 

and the distribution of resources. 

Financial policies: · The staff team will discuss and evaluate the new 

policy me~sures in the government budgets for FY 1970 and FY 1971, ta.king 

into account the newly revised income ta.x law and the regulations governing 

ta.x rebates and other reforms undertaken by the Commission on Ta.xation Reform. 

The staff team will also examine the effects of the . changes already made by 
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the authorities concerning the relationship of the Central Bank with the I . 

Bank of Taiwan. The authorities have decided to undertake a comprehensive . 
,, ' 1 · .. ,'. 

review of the commercial banking system and legislat1oniSO that it may better. 

meet ·the needs of a rapidly growing and changing economy. The staff teJ . . 

will discuss with the authorities their intention regarding the nature .aJd . 

scope of .the reform. In this connection they have·requ~sted technical aJsistance 

from the Fund a.nd a staff team from the Central.Banking! Service is expecJed 
I' I " 

to visit Taipei toward the end of March 1970. i 

External economic ;policy: Although China's balance of payments podtion 
I I . I 

remains strong, its outlook is clouded by var.ious problems. While exports have 

. so far moved satisfactorily, future prospects may be affedted ·. 
I : I 

; ' 
'' 

", 

)·· 

''"' 

. ;~. 

, labor shortage, 
; I 

,by restrictions in foreign·m.arkets, .the increase in domestic wages due to 

The
1 

staff team will lscuss · ·. ) 
'· . I . .. ~,. . : 

and developments in Viet-Nam, etc. 

:with the authorities 
t I 

'' 
the trade balance. 

._,·::;. 

the competitiveness of exports an~ the prospects of improving ·
1
. 

I 
! 

i 
During the last consult~tion, the staff team.urge'1; the Chinese authorities 

1 I 
to take advantage of' the favorable level of' internatioial reserves to mole toward :~,·/ _: 

greater liberalization of trade and payments. Following discussions during the. ·" . , 

Annual Meeting, the Chinese authorities requested the Fund's technical alsista.nce 

in reviewing the present trade .and restrictive system. '.According_ to the !memo-

,·.,·,,,I 

randum of February 6, 1970, by Mr. Beue Tann, Executive Director, the Chinese 
" 

authorities are particularly interested in the following areas: (1) The structure , . 

of' the present trade restrictive measures andtheireff'ect on economic development; 

· (2) identification ·of areas where and how the present restrictive measures could :·.:, 

be gradualiy liberalized in the best interests of' the economy without losing 

sight, however' of the fact that a. large import surplus is likely to renla.in in 
'1 

l. ·ii. . · .... 
!, ! ' 

I -
I 

' , ' 

'. l 
! 

. I 
, I 
! . 
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the future; and (3) making a review of the present management of foreign 

exchange and recommending ways and means for its improvement. In the light 

of the preparatory work done by Mro Rose, the staff team will discuss and 
I 

suggest possible changes toward liberalization and simplification of the : 

trade and exchange system. China's last bilateral payment agreement (with 

I 
I 

i 
Spain) h~s been terminated. 

. ,.. ' 

\. \': 
The'di-scussions on the restrictive system will als~ cover the "registered 

I 

foreign exchange" scheme, which is intended to serve as :an export incentive. 

The scheme allows export ~uf'acturers to register part 
1

of their export efrnings.".):S>· 

for import of raw materials, and to :transfer any excess '.amount to other parties ~· 
' ' 

! 
' at margins sometimes more than l per cent above the official exchange rate. 

I 

'\~:---· 
The :~~ 

\, 

scheme; therefore, may involve a multiple rate practice~ 
.,::r"'; 

The staff team wi.11 '-::::::·:~;~;~.-
--=~~. examine this system as part of, the review. of the restrict! ve system and, ~· .. 

. , r···' 
if· it seems d~sirable, recommend its repJa.cement by some other ·form of expo;rt !;::;- :~ 

' > ' I ) t( 

·incentive. The staff team will also discuss China's v11ws as regards· reg~onal -)-··:-~~ 
• ' ! : (')' 

cooperation schemes. i ! ~· • 

I I --...:::::- ~ 
In the Board discussion on the 1967 Article '.·XIV Consultation with Chins. j ..,..4 

·~~~ certain directors had asked whether China could not "ad'?pt a more regularj 

relationship in the Fund." In view of this and the generally favorable 

developments in China's economy and China's participation in the Special 

Drawing Account, the staff team will_take the opportunity to seek very in-. 
" . ~~-> 

fo~lly_ the autho;rij(::l,e§.~. v:}..ews on matters relating to China• s position in . 
,'·.'. ~.,~ ... , •. ---~~~~...,..~~..,.._.....~~'"'~~~,..,.,.,.,1",'!t:'l't"""'/(<J4f#!#!1""",·"~ 

the Fund, .in particular the questions of th3 quota and subscription/ the par 
~."l ... ,_._ ... __ .,..,_,..._~~----'"__...1""'"-'4lf> •iWit:1i-"~\~,.._.,.~tritFi,:~::':.::71~~::-;;;;:;,,'\o;1\'«"' f > w!o·''~ 1 

'•c" ,, < H .... - ... --•Ht .. 
i/:./ 

value, and the duration of Article XIV status. . , } 

~-~~~,.._~·~-,.,t!otV4r.,r........,~"il,il'f'~4~,d#1~~,..il!'~i"~F-.~V;J11'1~•-~t;"(i~Ji~~.:"f""' 

The staff team will discuss the gold trade generally, the control of 

1' 

imports and exports of gold, its 

{;:; 
J-.r.v~\)'X1:&j/ 

f ~·5;~· ' 
~ , .. ::s ! 

. ~-~. l . I~· 
--.;.,~c-\ 

i··, t -rs'. 
) p; 
.,..::~ \. 
;.:~ ' 

"-... i 
l 
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:the diSOU11Si006 on 'file :restriettva system Will also COV'<;~l' tile nregistered 

fo~ie;n excliang:e 11 sc!leria, wbicb. ie intended 'to serve &fl mi ·expoi"t: incentiw .. 
" 1' ' ' 

for in.wort o~ rl"Ail nnte1•:1al.G !J and w t:.ransfer mlY excess ezwunt ·to : oth .. er'.,;pa:r ties 

at mrgins sometim:::....-s more than l per cent a;rove the ot"ficial e~~ange i·a:te.. :rte 

scheme, ·imeretore, "i'JJJ!Y involve a mul.tiple !'a'te practice., 'Iiw staff teain. wi~l 

examine this ·syetem (1.as pa;'t ot' the ;review of tne·reatl'ictive system and, 

if it; ooema desirable ;i recommend i te :fe.PJa:!~ment lr.Y some o·tt~r form of expm.•t 

relationship in the Ftmd. 0 
· In Viet1 of th.is and the g~re.Uy favorable 

dev..a!Opments in Cllir.ia1' s econ~ and Cbina • r:.? pa.1 .. ticipaticn in the Spae1al 
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a:r:ts,, and !'ef!.ulations gove1"!'l:lng private ownershipo A govem.mexrt a,gency, ·tha 

Cen;t.r&l China. ~t.1> whi.ch acts as a broker oo ccmmil3sioo ms.tis, b\WS domes .. 
. it 

tioolly produced. golds t. t.~c equiw.len:t of $35 per ounce, sells/±.'-r;sc o~ntal · 

·use at prices rov.ghly equivalent to *" mi. oi;i.?&ceSt end i:Jiet:l'.'ibutes t.~ p:t•ofits 

from ·tne sale to ~trtio gold prod~~ In the light. of the Statement of 

Policy conce:min.:; ~il'beill.U.es for gold pr'ooueticn (E:Jmeutive ~ D!cision 

Iio'! 233.2, adopted D!cemher 113 1947} the staff team 'tr.111 seek dErtails of 
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'Die u ... s.au wire a.14 SA 'Id,.,, Tat.Wiil, fl'CD At..,..-t 23 to a.ptmber a, 
1967· me 111us.cn t.aoJUlled .... u.c. vu YllllS mct •· a.c. KSm. 

Ol'Oll&I natiooal product at c~ Jl'loe8 ~ lf¥ 8.1percmt1n 
1966 foll.oriDg ~ ot 12., ptr oct 8D4 13·' per cmt 1n tba t.vo pre
cecU.Da ,_.... ID t.be tlnt halt ot 1967 !Ddmtnal. prod.11eU. roae b.Y 19 per 
cat 8D4 acrlaltanl pl'GllacUan.., .-rq 5 .,_. cmt over tbl C01'l'9apGD4IDg 
perio4 ot 1966. 'Baeae ratea or 1ncl8ee wen M_... tbBD 111 tbe prW!Ot.11 
,_,. aDll al8o tbaD arsssw17 proJeot.ect tis t.be CUl'l'mt .,ear u a Vbole. 
Acool'41ggl1'1 tba Cb1Deee eutborttlea ee'U.at. t.bat GIP at ccmn.t prlaee 
~grow at abmt 9 per amt. 1111967• ~ Wnk'ng ca tm P1tt.h 
l'om'-!-.r ~t. PlllD beg:lnntng in 1969 ..-eta that. en &ftl'868 gl'CJVtll 
rate ot Uc:u't 8 per caat m:r be teulble. '1'ba new Plaa la apte"4 to be 
aea.tere4 OD ........ 9ae .._.., ad ftacal mtmtS.oll WU ~ WIClel' 
CCDtrol 1D 1966 a4 prlCH 11 lned ~stable. JD tbe ftnt 11aJ.t ol 
1967, pl'lcu .... , bonter, • ' pel" cent !dst-" tima 1D tbe 001'ftilJtOIMHD6 
perlo4 of 1966. '!bl OOf'er! Gt ie l'Wiev.t.Dg tbNe price dllftlopllat8 and 
1• ccnaf.dnSDa ra11a1a1 W\ll'H• SllP4"U ~ ill 1966 ll¥ 20 per cent 
to abc:Rat U8.,a.G mt> lion lllMl tllrtber llr 17 per cent 1D tbe ftnt halt ot 1967 
over tM COll'...,.una ,..,._ ot '* pnYSou ,-.r. 9111 1n.cnaae 1n mworta 
OCCNl"l'9d •ttnl1' 1D ~, vld.cb to a lU'P e.xtat wot to Viet--. 
Aa J"ePl"48 tbe Gllt1ook te1 -.orta1 tbl <ldnoee eaatllol1.ttea were ~ 
ccaoemect about. ta. reamt 4'1tC0111dmatlGD ot u.s. ottaboft J1W at. ot 
irm 8114 etieel JftldUata• ael&ttftli' ..u tl9Cle dettcita 1D 1966 mil the 
ftnt balt ot 1967 were mn tbaD otteet 1'¥ ~ •t. nodpt.e tran 
11rf1ail»le9 aDCl cepltal iDtlow • ID the 18 mant.M ~ .aw. 19671 aol4 8Dcl 
fOl"eip e:mblmp IUOl'V'ea lDc2 Hied lw Uoaat lll$lOO mt.] Hem to w.q 
UStliOO mnu.ce, ept:nJ.ct to about 7 _..tba' ~· J>o:lDa tbe aame 
pedoc1. CbSDa ~ • .. ._.,,,. lu'P wuat ot pl4 ot t1S$ 2Lmi~:.l.on, 
ftprMeDtf.1118D1n.cnaae 1D pl.cl boJ•t- ot -.t. '°,.. caDt.. 1be Clllpital 
1DtloW trm BODS Kans aa4 Macao _,..tied in tbe ts.ret 8 amtba ot 1-7 to 
DSU"q U8tU. mlllSGD Oim&Wftd to &bol&t .. 3 ldlltoa 1n tbe ~ 
period ot 1966. 1118 Cb1Deee •tborltlea ~ veJ.cc. • a.nn. ot 
oveneea Cbtneae a.pt.t&l bat do not act.lft]1' encourese it SD order to &YOicl 
embenUe1Ds tbe BI'S. t1ah autbori u.ee, 
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'lbe aiscoosiorut f QCttSed oo prciblei.~ tl\11.!:t. 'll.lP;a- a.Tise in tb.e future vi tli 
resr.ect t-0 susta:Wea. em! hig1!1 economic ~l.ille ~e s\fiif, :~;:i.w. etl'e$1'~ed 'tltit 
lnv~s~t in iu~WQCtl.u:"e has t;aii?.el""a1J..y lagged, Tu/hi.ch io l;;oood to l'iec:o~ 
mcreas:.W,gl:y a bcy&;tJ.en.eck fOl' :f'ln•tlrer ec®omic ~~the> !t is tho c-.o-\/"63:."r.&?.nen:~;h~ 
in~·tim t-0 be.as t\.:wtJ:ier growti:'l 1ncreao.iV@.;y aa1 ·tne ct:lt.l.ibliel~t of oore 
eophis·iJicatea. l;l!ld even oosvy industri.e:;'! while us:tue;,. m.i.enevex' a ehoice is 
lava:ilableu rela;a:t1ve3.y mre lobo1•""1l!:rtensive ru.·~ea:' t.P...au more oo:-pitai-:Ill·tensive 
teelmiqtiel30 !Jl~ c-.."}V-~nt ~fZ c~ to ~ agreemen·' <tr.I.th. t.Jle aowr.nme..'it of 
Korea ·ae roe~ao so:~~ div.tsiO!;l o'l lilbal' in the establis~t of pe~ .. 
cha11$.ce.l indusrt:ri0$" J:n viet1 o1: genel'.'ally ~J.si.."'!g <;13.pi tal i~qt\'.t&~te i."<ha staff 
~eam .. ;'.)treased the ~e3 of ~smg tlle ew~e oovihsn :rate fm"ther 

f'roru. its present, level of nearly 16 l"1er ce..11t of G.i'Wci 'foiitl1 ~gar!i to 121$ 
inc::re~ir.11.ng :tnvee~t req~3ntf:l fell&~ ini'r.J.etmetu...~ !) $'tt"eas£?cl tbt:1 ooed 
tfj 1ncr....~$S pu.b14.c ilr..ra~tn~mt OO\':l. m~ ar~d ~lc~d bu:~t:;rtal"y policy 
is w be (:Q<;>l'd;b'lated \rlth tlevelo:l?lt-ent pr:;lic1es.:i Th~· i:;t3ff mam, emphasiw.e€1 the 

to ~1~., fia~u pollcy i11hieb b~ ooarn cl~.:.lcteX>it?R,;.i by lihe.m:t $t"a1'lting 
of ·tajt ~~-;;,t~ and rebates reault~ in mereo5ing X'l?i~JZllYa looses and a 
&~e.ro.1 decline i.~ t.11e t~ bm"den ~ti.:!Lle beii."lg acc~~:te.-C 1:tl mcreas;.tng 
recourse to ~.UJB by b®d 1ssueso At ·tne sor~ ·t';i~a b.~e:r; gove1nment 
deposit bulancer1 ~r-J. tb the Jli..""lk 1t1croa1Sed mll..Ch ~ ~~ the nert 
ptucoode f'..rcm ~d ioou.ee ·"' 'll'le ~se aut:oori tie(;ll geu~rall.y ~,Jed t!ll'.it 
t.hel"e ~ C~lSide;ra:ble t'lCOfJE: im,i,)l'OV~ the f.iSCal.1 @nd ifl ~ti,Qlile.r., 
~ tr.:ix ~'t.Y'~ture mid e;;~rcesood ~ lt.~tentioo to :t~Jview th~ itnole :wan,ge of 

e:Y.e!z~r;r'<:>ioo!:1i' b~to.re l91o s t1h..~ too vrescnt for n.1e~ur::~~liient. ot 
.:uwe~rl.~nent e~q>:l:res;> ~./ Ell~res~ a~e~ at J~l~ p1;:r!:,~t18.l ~oo.·a o'l 
a 1-spidly i'ioiag o:!ld 1".dt.:~hlW liqt~d pub.lie de'bt1 trJ:~'l :facto pe~,eei:1 bonct 
p~J.@ce, for ~ ei->t'ie:toot o.i;1d flexible; inll?l~ntat.:too m::met.o.r,f polieiJ., 
Otn:11ei~1ng ~ need for mobili~itJS ili.~~ing ~aouroos ~ t•lre staff team 
©~1Se~ted that :W. f"'iJrtl.aer 1-ed'!.M.rtiooP ill ~ gooeroJ. l€iv·el of' inwreot 
rate1~ imy oo ap.vr·oprtate... Jn ~ lic;h't< of tilt~ r1.1a.nx:i¥J1 ~at.J..c ~ke't 1 t VfW 
e1!l~ii\?et;. that ecMOOlie gl"Ol1t.'Q C(ltl.tinu..ed to depend to m la_~..oe e~t ~ 
OZ<:[:»orto r!lnd t&l8 attl"aetia'l.'.t o'ft fore:i.gn capitru.. a."id 1':ia.01ir..,hqw1n !l2 pa.'.!:!'t_, cxrJOl"t 
~J"'-.~ woi'lld depend. oo m.v1ars1fieatioo of foreign wi.rket~ ~ racentl;v Cbinsma 
e~JC.Prti31 ~clliJ..arl;r pr.cieesoott.. 0a:.:,t:::Tic-tl.l.~a.l products., klad ~t.. with 
5.Jic:re~:We resiisr!.;enoo., fol" inStance it1 ~ United States and Ge~.q AD 
too eqport etto:r.t ie ·@ oo eoi:1~trated on ~~~s tl-ie sta.:t~r ·ream no~d. 
·i:;b.IJ.t EJ'llch ~!:~r·~ i1el"e bound to ~count;0r incroazed C01l!t~'lAi tion from crtht?~ 
comt~":tes,, both \'.b""Velopecl lWlld oovelcrping, tmtl ~ .. Ire~ t"flX;/ mvolwei inereooin,g~· 
tsw OO<l'ld to extend credits to f~1gn. 1G.~'00l"~.p. oo re~ 11.tt''t&ier proszrees 
i:l'l 't.rot1e J.:ioore.JJ.zst:!® onu mtiooaliea.tioo i::Jf: ie.1'11N a.~ eai:m.."'t'li:tw tax 
sw11eturesi> ·~ c..~se i.,"'4.Uthorl'tiea appe~a. to s~iliS<t ll~ ha$:i.;ta..'lt 

d1:1.ring previovJJ ~tu:i.:stiou aise~DS:!Olltt;t., 'lh/$1 o-~:f:f t.e~ at~'9Sett the 
~ot"'i:;ence of' D:!'OSf."OSS tbio tl-l'e~ to.w over..,all ei'i'iciellcy of tl"s.e ec~ 
€k"ltl pt~zt,ic~Jy fcrz "'w_e expo:wt~ pGl'fO~t.."e.11 &Ad e~llasized t-:hllt W ~Jl 
anri:conment of' .ill~rc-as:tns foreirJn c~hen&'O re:;~we.» 'b:..~oa1d a level (;Qf.\Sidere~ 

rc.onlfor.table:. a~ t~ !WJ,'O., e1~tion Qf ~!~~tite.t1VO ~St..'ri()tioM 



\ 

OJA imports w1d current trana.fel'e i.~. tiqf!nd to 4.noomiter let:ID :l.'"\";Sisrtt»iice and. 
lest diff:i.cult that;. in a"l er.u.nrq~nt-, Cii:,.:~.lance c;if l~YIIK':nta preissureih 

A published dbser'l.f'a't.ioo ot a senior off1c~'l.'1-00.~ti.t'1J ·likeilil;,ood of Cilinn 
e.satWing the obl:U3a·1Pions of /i...rticle VlI:,: 'llr~ sisne1-ai+,y con~idered as prem.atm:e 111 
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w. Jolm •• Woodle;r 

C9t!n!ft CID !!P.n'10 ~J!j!!! of f&t-.a 

Jul7 12, 196'1 

Qi 11,Y V111Y' to tile ft.t-._ cU.IO\l.lliCU I ltCllJl*l in tai .. 1 hal ~ 19-22 
tor tbe cGllfenace on ~c deftlq: int or81D1Hd b7 the 8oc1&1 8c1ence 
le1eanh Comeil. !he oontennoe wbida VU dlairecl ltJ" 8ia:ln Kumetl WU attended 
'b7 about 15 p,_,net v.a. p10teuon, 111117 aold9ic ecoacslat• f'Jm Taiwan 
unlYUaitiea, md Cbinea• Cloft:rwnt ott1c1&1.1 ..,Uoulu~ t..- tbe lllniltr,y 
of 1coaom.c Attain md the CentNJ. llnlt. 

· 'J!he coatumee vaa orpni-4 on t!le buie of deaori.P'lw ,.,.n pNfU9d 
b7 rend.mt ...Sit• and cliacuaalon l>7 tb• 'daitinc v.a. pJ'OfulOft. rurtbe:r 
exchange of Tiev• vu ftl7 mlCb lild.ted _. tbe time ..uable, but \18U&1.l.1' 
included napm•• 'b7 IONHL ant ottlcial.1 '° crltici- ot, or quutlona Uout, 
~ polic1•. 

!be mo.t intenatin& ...,,_, ot the contvmce tor me vu tile llabt it 
ahed on tbe 41recticm of cunent aeade:lc won. A:molt &Uthe patpll'I eaut.atect 
ot ati.pta to tit nail.able data into rather u.t• mdela (e.g., the d9end 
tor 1IOD8Y 11 a tunct1on of GIP, 1ateMat rates md the rate of price leftl dlanp), 
and a aoocl deal oft.he cllaouu1Clll ~t with how to make tlle .m.J.a more nallatlc. 
Wb.ile th1• ~ saw an al• of eanaia..ble lMk of N&U.tJ', it dlcl nuut 
the nMd tor more tllfbul• 1n our 1ll01'k on teltinl Ule nietece ot ftl&t1-.h1pa 
betwen HOnGmie ftl'iliblu fol' 1JMUT14-1 eouatri••· 

Proa t.be JOlnt of .S.• ot the fua41 tile moat helpful • ent• were made 
. b7 Jahn 0Urltrl' of at.tord on the~· of lllOl14ttuy n.bllit7 Md Naliatic 

interest re.tea in •l'CmOtlng lninga, and 'b,y AlhM l.llbn of Comell. en the 
ratioa&le of Y&l"t.ou tne• ot .,.,.,..., intenentton in the ~. l.9hn vu 
part1e'11.w~ he1-N on the ber.teftta of l'90'f1D8 reAl'iat1clDI on trade .a. 
pepmta and on the need to caloulate the ooata ot 1llpOl't. nnl'1ction1. 

ICY intenmtion ta the 411C1Ua1Cll vu lildtecl to .-atiGDlng aome o~ t.b• 
uamptlcu mde b7 the cl1HU-t•. I JCd,atecl out that DorftlaD 1D arping the 
cue tor ~ int9"91tlcn ~ of atem&1. •conmlOI aj'9l'J' O'Nl'looked 
t.he ptl"Nidw natun ot ainillc '°"'' int eontJ"Ola 1D 'l'aS.-.n. I &lao .-nioaed 
1'bether Oft801"1' Cbow of IBM vu Z"J.&bt in ~ that llODltary ealpia was not 
mnringtUl Mcaule it wa bued on a pen acGOUlltlDI 144Dt1Uea, IDd tale 
coneetne11 of rm.me•• etatment that use ot amnet...,. account• ilm>l.ftcl t.he 
~ ot the .-.Ut¥ theo:i,- of ---.r. I al.ao ngeated Ulat two cu141nc 
rui.. tor awieee JOlio:r U.llcit 1n the cllacuatcu ... tbat t.he budget llloul.4 
be ba.lmad. eftl'7 Je&I' Without faU.1 ad tJaat achqe NHl'V98 ahoul4 1nc:JoeUe-
reqv.1.re4 3Utit1eatlcn in tmu ot tlHlll JO.U~ Ind ~ candclaattou. 

A -.3or concem of t.be contermoe wu the dniiD of ~at• f1"Cll 
Taiwn and the pl8lla tor eatebllllaing gnduate work 1n ---.tea at the Jlat1onal. 



University during the next academic yea;p:~ T.C~ Liu ii.'!! wo1•1ting he:i·d. to arrenge 
for two or ·tllree visiting pro:feaeo:rs f:rOll.l the United, statea to supplement the 
l.ocf3J. f~culty '! l suzgested to him thet 'When the school ~ims Wderw~ .Fund 
personnel travelling 1?1 the area could perhaps be psreuaded to give an occa.sional 
seminar.. In raGponse to w, proposal made in the course of the diGCLwsionsii 
Halter Gal.enson ot Camell l"eportec}. to the conference the,t a special arl.visory 
commitJt:oo to President Johnson bad rocom:nended that the UaS. not put special 
I{'estrictiona on foreign professional personnel tbat 'Wt!llted to otay in the 
United States after complet:L"lg graduate studies,. 

cc~ Mr~ Sei,vkaE" 
f.b' 0 Sturc 
Mr~ leeaing 
l!4w~ Pol.alt 



eoosultations :oo izt1..t:l,'Jei 
1'.lle t'dssie-n include.tl l~<t> Tau.sake, a:1a M:r~ .. 

l"e~~ r\?'..J..t).tilone ~"'!th lrt:.n(l a:r.-ooe~ 

to $e.J;lt~'ber ajl 
:;;.'tljQ:r q~;~st'lon~ . 

C'hir~11 ~ t.i.e~"!iY ~~· in 1965 a:t e rate J;er c.ent_, Yhiol'l ves 
s~!iat. l.WE!-'l" than til& l'!t'l:.e ~!Ch;i,eired il:ll 1~ but Wa$ t;t'.J;,OVe lV!,';,C of 1 per 
cent projected in tha F:"tJUTth. 1"~-•:te~r Eeonooic ~·wo~t Pla.."l"' For 19&6~ 
a gi•ori;l:i. :rll.te of e.bou,t 1 per· eel'lt is arrcicipc,ted. ~ice stabilit-.r ~ been 
~n~J. 1;md t.he ex:parteion o:f• lig,uidity ~ been ~:ra·t.e.. The butiget 
est~~ rm~ t!.::?a t"i!Seal. '{')'$.tJS: t~gi.,'ltri.YAg July 1956 a:re gene:raliy co!l!lervative .. 
The we:v•oll e~~ pay.mr.:nte pooitioo 1965 the f'trst ot.• l~.J5 
l"..as t~en t~eraUy Gatis:f'~tor:r w:lth a, dooline in t.he external reserveo 
dur:ll&g l~5J' following a i•apid a.ccu~~ioo in 1963 £>M l~-1 a plll"tly 
eeo,sooal rise in firat half 1~5 .. 

Coos'ide?ing the gene:!!a'U.y i'avora'ble ooonamic devel~nts$ tl".e 
d1scuss1oos fOOU$eti on wh.wh, :m ·tne r.:iisaio-!l's v:!et-r, ~.xii.I close 
a:ttl1"..nttt(m if' t:\ b:tgh and st::lble growth ?'ate md.er conaJ:t1ooo 1.ntemal prico 
otability em :;t. eounit ~nts :~.ositiO?l to be nildn~., 

~~!: growth mte ~b.ie'VOO Cb1nese ooonOl!zy' in tl1e 
1,9;0•0 'Was iarfti~ related to acti"lfitiee or;le;n.U:.-d ~. tlle d~tic ~ket11 
w:ttb ~:;.de'.rable fl~»Or-t by u.s .. &id. In tlle etlrly l$60's., the c®tiwued 
big.~ grovtn :ra;te r~, to a ceonaiderable ex"'entjil s-ustcd.'l'ted. by ~tu"€!~ 
~ p:rices in tlle W'Ol"ld ma.rJt...et wldeh w1 ex.i,~ion ef ioo~~ .» 

~ im"estmeut.l' ~ pro'\l'"ided the t'Orei~n e...e~ tQ f:Immce induced 
iuc:reases iII. im..PO~"ts. i:i.1l:W developmm1t 'W:a.s supl',lOrtc-d by e wry :ma.'I'koo inc~e 
in exports of :proceeced ~eu.ltural products l'l~"luf~·vxre~. ln 1955 and 

:first half of l.966, ~ ~-gamJion exports .UlO"ifeil. down. to abou:t 4 cant 
cO]ll'~ 'With ioorooses a.b~l:t. 30 .. 50 ~ eeu:t in t/l.1& prev"io-.m tiwo y{:t~~ 
denpi tc :e. rather s'ha:J:'.p :.ineJ:ea£$ hi exgorts S"out'h V:tet•lfe;aoi Ab\.."Ut one foUl'th 

the ine:reaee in expo?"'ts m 1965 r~ sccCJ..ln·too :r~ by tr,.,e itierease in el..")?Orts 
Vie:t•Na.m, a.."¥! abotr& one th:b.•d o.f inc::rellSe tbe rtrs·~ half" of 1966-

r.E.1.ere ·a,J.,so lm2 .a. r~tlJal" ll'.lSt'ked .~.n the ~ttern oi: elq)O!"te.,. The d>OOl:f.ne 
m ~srn:!nge f~ ~"Ports sugar in 1965 -w"'fW nearly cQllJ{let.eJ.y ot1•set by expcvrta 
of pri~y agricul t~al prod't.~te 1 vbile tn.e rise. eX.pm-t6 oz ~uf'actures e,n.1 
proceesed a.g;dcutti-zal product~~ such as ~J. pi.tleapples., r:wib~~ &1d M~'1UJ.;Uf\ 3 
~ ~er than in p:t>e1rious ~s~ Wi1:J:i reg~ tlle latter produc·ts{J' ill 
which Chir..a. MCOl:i..""l:tfl for a l&"ge si::lax'ft in i'tvr,ld. trade, i.~.r.tant importing; eaantries 
:r.,'!tl>ve ·e:rtabl.:l.sl'.\ed restrictiOfi..s a.g;aim.lt aiJeh :tmgor&a.. The 1:ds&:1on eni.~i~ed that 
tl:i..eIBe dev-d'l~t.-o wa1·•ra1;,.t eot:lSide:n-lble ecncem,jl from ·&re "®J.mae 



... 

,, pa,~nts vieu':point bv,t also in z~s~t the c·bJet:tive u;aiu;t~.:lnmg e. hie;l'l 
mid stable ara.rth ra.te.. Tl'.e m:U.mi~ expressecl the Vif9H11 the C);'l.!n~e.i 
er-u.tho:rlt:tec gene~y agreed, tlmt in f'uture the extemsl position, s:ad 
part:l~W.arly the export pe:!:':forrnanee 1 vil.l repref.>ent a inti.U niore i'ttlyortant 
1im:L~t:100 t.;i the ma:int~ce of a hif",,h ~'<.l'tilth ra'l:;e th.a.rt in the ~t, eonBider:lJ.ig 
~ess of the domestic :mal"ket. Gonaequc:mtly., c;i, ~ior policy o:bjooti'V'e 

rill be ~~ioo of e~ts, not anlw· by ®mg VaT":ious ~rt promotion. dev:tcoo 
'b'.;i.t al.liio bJ o:i.1.enti!Jg devela9100rti,; polic~les to~ i.~rovil,lg the eI':f ieieney 
and intf'.tr.na.tionnl eompetitiver:i.e~a the eca;,otl9'1 for i.nStwee, by nvoidi.ng 
aeessive p:t'o'teetioo.ie:m.<1 tb:W context tl1e Gove~t boo to roali'.e difiicul:t 
decieiooa as ·toe ?'elative empr~:.ts to pUU:!.ed m h~J.VY induet:ries lignt 
:tndust:F.loo, re.spei:::ti~y11 considerh'lg ~:Uabil:UiieE; Md ~osts <lf factors 
pr~tion relative ·oo e.stabliflllN~ indU!'Jtri®!!i s.u potentially ccmntrieiµ.;; 

Develo F:looaj, Po1*9..l.~ The Cbj,flesc oot.JlO?"i t:iei'S :Uldieated tbe;t 
t.hey viewed the Pl&.11 ~. a f~ f-..1r decisi®""':!l.'!B.kins 

both t.l::l.e public aud private r.ather & to bo implemen:ted 
1:11. ia. r:tgid f'a.shioo. ~ lfere d:lae-~sioruil oo eoope for ~:t> eoordiwa.t1on 
between develapment planning p>Jlicy ® one mn.d~ tina."leial, Gtld, in. 
particUl.~ 1 :fiac& pleming a,"'ld policy on too othe;r l":l<'lnd.~ !.'l1e miBeioo notE:d 
that ·the Gove~t recent yearaJ d~ed relatively oo ttUrea ~ a 
sOW'Qe ot ~e."'.W.e mtr.1. :relied inereaaingly en :li3soos,, 7ne :ratio cf such 
iesuea (grosrJ) to total govettiill"mnt aper.di tu.re inc~et\ 4. 5 per eent in 
FY. 1964 to wer pe:?? eent in FY 1967ii lirl.Osi® qu.eatioru.,-l the :feasibility 
arJ.d wisdom Of aefltim.U.n(; thie tendet1ny, eooside:d.ns fl!l increased proportion 

new bond issues lm.fll beeil abeorbed by ~ a resul:t. private eeetor 
liad less ~eo£ eredit i'l~ would t~~' had otmmse... F"urthem<:sre1 

pointed wt tbat 't~.1.e reli~ce on trod ~.ss~ee my prolw,s any tendency 
to postpone $Y i.~:pv~ent too tex eyGtem whieh f.crr a gOf';,{l ~ ~ rMY'"' 
1,.mde:rgone en,y e~~1f'1e:~t. chl'Zi'.\~;.e ardi ttbich m.1,jlrt w"ell 'be strengthened~ 

~~~J19,lic;r: ~sion diseuased impl:tca.tio~ of the growing 
a.mount Of outs~ h~ tor lf..onetary policy.. It tmi])M~:ized ·tha.t 
&ooh c:;, g.eow:tng ~m.t boo.a~ wte'tmldiDg, coogled w:ttll a ~ ;r~to euppo~"t 
;poliej may in certai:tl situ.a.ti~ imp:llige 00 tte n~xi'bili'ty of mo.etary Policy .. 
~s de facto aupport policy u bein,g impl~~ted by the Central Btml'& providing 
t'l'C!;.~i::arn:te ii:!scount fe.cilitiegj against coll\9~te:t'al of bor.ide, which so 'fa.r 
mve beb utilized to a ve:cy- limit..."'fi ., ar1d b;r tr,,.e Ba-$ !a:L11on 
pm."i::£uase and sell bonds f'ro;n ~ t..,.'l too ~onbalilt public po:r .. 

~~~Jf!:.~<:.~4'\t~ §;_rs~: Cltineae tl'!Xthori ties :I.nilica~ tbat they are 
coor:tidt!'rms a. r~uc:eioo in the ez::cess c.k:rmest:ic ax ... rootol'."Y' !Jl'ices over tl.:l.e 
c .. i .. r" price ~cmpa:rable i:."r'3f~d ~om 15 to 10 eent a.9 a f!riterioo 
for pro~~tion thro1.ISb :!mport l'e&;Jtrict.i~.,, T'Ae miE:s:lon w-el.caued intenticm. 
of the Gov-ernrtieo:t to evantu.~ly abolleb direct :restrietioos on imports and to 
l"ely en cost restrictions throu.Jb. tmJ;'fs 1 dt.ltreseing tha-t rapid p~£1lS itt thie 
c:lireeticu 18 bOl.m.d to ben.af'iciel Cb.ina.•e eo0!1anw by i."'.wroving its 
efficieney eOlnpetitivenesei !Md l:r,t etrengt-her.d.ng thte fiscal positi.on~ 

cc: Savkar 
Gold 
Stl.ll"e 
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~l.iel'" ~ oot ~ di~ef~ ~a~ ·~\e rtlt.i~ of ~ Nffn• to 
~satl~ ~·~1dh• la ~ti~~ ~;)!' ~~4 ~'t ~eawre! to 
~imt~ ~ im'.'l:aJ;t~.r :i~t fJ;;t t~ l'.Q.~t br&t. 414 ~t. y~t f~l pre~ 
to ~~ fi~ ¢;ptf1"11i:J.~ in ~ ~$&'OOIC'S' ~ o:fftMl't e~~J' 
f~l'i?~ ~~t.1ni .U ~t~ SCCtttlN• r~ mtilkafi1)" ~ $eale of ~ ~{t't 
fOJ.~ fi~ ~ 196;/w ~ e~ :tn tAtJ.T.3 ot &i.Jta~te ~ ~~ 
bf i;i,~ mt1ctpat1~ ~eta ~3 p,r~ft.t>G ®t p;ablJ;c @nttl~1H$, 
in ~~~ · :1:rflllJ. tbft ;r~~ ~~ ~mta©~ 

.f~$ ~a ~\$'~i.7 ~ire:lo~t$ it WW ~~ -t ~ ~t :ti~ 
in t• l".etia \\)f eHUt e~m -~ ~Jee~~ ~~ :in~~s bl th~ Nmil~ 

·t.bie 1~ t.-e~ zrotiva·tM ~ f.esire ·~ ~ ~ ~ c..c~tioxa ot ft~w:m.al 
~~-~ ~· tt:i acc~t• ~$'tie ~1;t~t ~~-. G~Rll.,v .• ·t...~ 
~~it1~is sg~~ ·~ be ·~~ mt•d nth ~prtct. w 61i&ft tr.ta•~ 
~ava~ ~ ~ a~1iump'~o.."! of a t'IW~~ ri~~ n,t$ ~ iti~ ill 
·t,bfe ~c~r.?i vtll.~• tot~ to 1u ~~ lf.#ft l1q~d ~w, vweh ~li 
~Ue4 m th1' ea~~ ~t $)ne~ df.~~l.~lllllitn:~ .thl ~le ·:lffla ~f 19£;5.tt 
~ ~ a~&t~ ~~a.~ Mi&U"4~ a eJ~~I eftd.tt poliev for 
e(!Ct.t~ ~t~ ~t' ii\~l t1nam.at $'•1U:t-;. IS mfl~e1Gn$ ~f 
~e~ ~oie$ it~~~~ ~t tOO e.~. ~~ ~ bei.Ye &'~ !Uf Ul§'~oo'.l 
1U0tl'~t.g o~ ~. only ~ ~on Wll.16 ~d be ~~-4 at. ~ tJ.:;.w 
wi~ ~ ed~l~ fbwtS.~tl~ :t~k.. ~;~~, ~ w~ tii~i»G 
~. f!Ol:IP•' tOJ-e~ :t~ o~ ~~t ~~mtiomJi i~ uw of tl'!.e ~u ~ 
in ~~ ;;t'~• in p~g; ~~" ~~it.i.~ ~ ~ equa:i. J>l'OPQr'~~ 
"tJ.lth ~ ·fm4 tM< ~«~ ~:f.~., ~re -~ die~~i~ ct t~ ~stb.U.11'¥ 
dai~ ~ti. o~ t»¥>1t8~ o~.nu~ to too ;patwm ~lo~ "' ~ ~ l' 

~t J~i'i ill 1~ ~~wmtielt e~&,t~;; 

A :s~:t1*'r of SW£'$ ~ ~tlt~ li~~ti~ of ~ ~~~tii.n l'G'.ratf'~ 
~v~ ~ ~lJD e1n~e ·.ti'W ~..mt eOOMUt&~$. ~o~~w M'O '8 ~tlon 
ot tM (!~1Jt ~ain o"r ~..e~t:t~ r~io4iw:~ ~ ti• ;pl&~at of ~a~e 
~zr~ ~ l\1!ft .~ ~t<ttt:l."olifl't1 lt@t 1~ .2.5 ~r ~t ~~ ·~ e.:a .. t .. m3~t 
»rl,c~ w l;} ~i' cent~ Also, f!#! ~ fit'at ·tte tne:'!,\V ~ t..~ in~t1~ ¢f 
~ m~ ~e~ &lr~ce (?\i)l" au ~•tti! Qf i~1~»,.oo. 'WI.a· nt4pet.i!~ to 
the ~r:al rs.ti~ at' ti:~ ~!i!!tr.l~UY(! fil2;""a~ atS 'bewe$'5 b&len,oo or ~1'16 
¢~1c•muo:.i~, pi\'C)~~· ~t ~filt.ic t~~1 fA.i. ~v.1~~ of illc~~tiftill 
.~ &.:ain~tivwa ti) :anr~e tlil:l &reeu.~ 1,.tt~m \.lf ~~ ~rt-iv.1taee 
lt> iu ~e~~d tJ:aa.t 1t. w• o~~e ~:tq ~ i~.13r 3.41 ~ m~ ·~ 
~ still l11Gji$fi ~~t ·f.$. ti~t r.>iua~!ct1t.m$ oo ~~ ~t~ 4U)'l t@ ~ 
l~~ ~~~t oo !nti~t ~iJ i .. e. i'l<llx!blG ad ·~J.1 ~J»'dc f'~:lal 
~:l.!Oi&~ ~ &pp~&t.e ·taw1ft> ~ w;; ~IQ.li~,t~~<t. 

~ 
1'1-!att~rc 
ltc;:hctn 

1~th!OOS 



E. R. b. 

~ ¥~ D~ctr.:ir 

li ~ John R~ Woodley~ ' 

!._its_s~~ ~ the ~'mUc of, Chi.n! 

~e ma~ion :which 1,ncl.udel:l Mr,. ~ .ati.d Mrs·~ Ya~~ 
f'i'"'ieni.l.l;f discussions w"'ith tiie Chines¢ au:tttorlties.. Mo meiJor questions 
;regai:'1ing relations, ~titb. t..1-ie F"..rrld arc>$e, a..~, the mission concentrated 1 ts 
a:ctelltio~ on tb.e }.J:ro'blerfl of' the don11H~tic ~t of the e~rt 'boom. The 
i'ollciwL'lB s~/ of our CQl)Wl:.~@e.tion· :ts a rupplem.er.t to ~,. letter to 
M1:.•.. sou:~d of Jul\Y. 31.'l l9'$li. . . . . . 

13lle llepubl:f.o of .~ ie one of the outs~ o\11.00B of a 
rapid ~t~ of economic ~rth a.nt1 ~cce~Eif'W.. divorsli'ica.tion of too eco~~ 
Subst:?.n.ti~ progi"ese ie being •1e in ~iculture ~1 ;!:tld.'Uati'!e.l p~uc·tion 
is r-lsing quite rapidly. Prices E!-00 ~ mse 01.',(cy ~erate~ in 1963: 
¢.Uld. price$ '.ller..re reue.:t~cl V:,Wtooll;r stable so f~ in J..96li .• 

[he ~e of ~m;s !)9,e imga:o~ ver-J sbB.rplU since td.d..;1953. 
Thl.~ be...~ 'been d.iie to .the higher p~oos for. mqjOl't pl:'o6.U¢to, particularly 
s\~, to the <:O'tlt:i!lU~ grmreb i!) the volume of t~tiona.l exports,, end 
to the eoorgence of n.ew inQ:ust-:rW p:t.'Oducts o ~o:tts ~ heavily 
de,peudent upon the J~e~e ~li'..et, ~ li~~ti.on of restricti~ 
there .hae b-;.~ of c<;>ns1~1'it.ble help. · ImgO?'ts nave nQt w:;tsel:l s~l\}". ~ 
~13e:r exports a,nd an il'iC~~ inflow of private eapital ~ve 140re ·tl'.au 
~1l6atcd tor the decline in u .s. aid and e:>:omuge feGervee b&ve risen 
~'.Pl:r. 'Elf the end of l.964 it 1.a eXj?eoted that inte:mat:tOne.l reserves ·w·ill 
be equ...~l to aoont 12 muthe ~prt13 $ 

'lh.e eJCCI'W.nge rate fiJEf.s ~n s~bie for some t1Jue and ~re are no 
Gi.grl$ that i'l.i is ~t e,.t an appropriate level.. leG'tiriot:ion$ on trade a.nd. 
~~ts continue w be il'4gort:.e.n·t, pa:rtly because of ~xcesl::liVe concern 
a~·& the longer range 'bats.nee Qt p~s prospect$ ~ p~""tl¥ becf.t'U$e ot 
a deeire to p1-oteot d.Q!1e::;tie ~stry .. 

~chief prob~~ o.isoqssed witb the Cbine.se e:atl'.lOrities v!M 
the e~fecrb o:i). the ~rt b09m.. ;ithe :else ins~ prices oos produced. 
$50 ml.lion & y~ in e:1'1port in~me and the d0100;st:tc: counterpart of ·tltts P 

'a.bou't ~ 'b:1.l.li011 in 1$6.3 f;tnd ~~rt the same ~t in :J.9<54 ts ve:ey J.arse 
~ elative to t..lie .~ey supp;ey whic;h ~wted. to about I~lO ~illion et too 
wginni!'.S of 1563.. IJ3:lif! ·~ 'beon eu.peruimposed, on a f'li-Wrable balance oft 
p~nta ~ e~ion of ~~ e:rredit to the prii1$te eec,tor,. ille in.Crs!.ee 
:tn mPn6' ~l)lu ima in t~ and ~evings deposits ~. the begilmin.g of 
1953 to the end of 1954 !~ e~tirreteo-.1 at about 75 per cent. . 



.... 2 ... 

~ ~·~ ~· i;Q.keQ.. Vi~ f,lQ .$1;;@$ 'W Qff~'b 
t~a st~ e~1on.. ~ ~ ~@l lle.e act~· ~. l"ed.uced;. 
~·mo~ ~~e i.ve been~, e,.g.~ cen~ ~ :cedli.$~otm.ta 
h/;iW ~Ue7,1, ~ ~~ .b$iv~ ~ t$U$f'~ ~ tbe $~tel ~ 
to 'tlle Cei:tt>~ ·:a:mk, am ·i;];!e~ ~ l.leen a alonne; d<Ml 1?l ·~rate 
of ~t e~ion. ttl tl:le prlva..w i:leeto:fl. lri:pQ~ ~~riet:lo$ ha~ 
'been li~zed 'bu.t Q~ 'by ra. minor &!!OU?lt sine~ in;io:rts are 
e~ec~ t.o r;tae w lo pe:r cent ?l.tl· 1964 not ~h ~ than tl'.ae ~rth. 
tu·~~ -

:tn 'V'.iew ot tbi.G: s:tt'!:IQ.tton the miasiot.l i;;ugges~ t'llat t~ 
Gove~nt shQuld pi.'lt JW.jor emp!l!Steia on tis~ pol:Lcy. ~ an e.ttempt 
to !'J.$iipan the ef,f'ects of th~ extl~ l:IQom. ID. ~iou~, it was . 
·~ggested tlla.t the ~~ Su~ ~ora.tion wbicb· ~ e. ~Ut.Jl)Qlt of ~ 
ol.-pc;w~s $4oul4 be used in a. cont~~ wv ana.. i;ba't tb.e .. ~ in• · 
e~se ~;~ tbe. liqu.id:i.ty of tbi$ iust:ttution tl!ht>ul.4 ~ etet'Ui~ed.. 1'4e 
pOG$il):tJ.~t:tw ot :tn\l:rease .in u:ti:i1w tates; the :rew~s Qf go~nt . 
~<>n@<;;li~s, and ?f ~s~ tfl.xe$ Of! ~cult~ .l.tmd ~ el.so di.$O~$$d. 

!Jh,~ :tntere&t ~te st~~ l1ll ibi~n !$ ve1:JI W.~ mid: i,$ 
e~ted ugon the ~t~ of 9 ~eJt. (;enb ~d fO'J! 1t1a~ ~iw. ~ 
Cbin~se ~u:toorf:ti~ e1lV'il~ .l"e.dµciug theSe mtet? .~ ·~ ~:r run~, 
'but. tM ~~:i.O!l t¢>~d ·o~µtlo:o 'm\tU. ~ell t~ a.$ ~ tlfill~ ppliq;r ta 
t~~Ul)lQ 

'l!b,.e. m'1$elon PW'u its ~ ~~ie on t~ posstbi'1.:!ty of 
Ube~~~ 1llpo;i!'b :t:estriCiiiOll.$ ill lJX'Q.e:r to redlloe · tb~ ~te of ~ 
~.4Ati¢t!l. · It '* ~eetet1 that en .~ti<: lice~:tng eyatem be 
~oo f'# ~ nate~i~, ~e pavts, esaent~ ®ll$\~ gooas, 
Md ~ •te~ 'to'!: e:!!pQ~ pr.ooeseing ~rl$s. lt $0 scigge~ted 
t~t. 1~~t J?1"0joote ·· coul4. be app:rov>ed q,utte lil;i&~ .~ tha.t let?s 
=t?t~t ebQuld ·be·· ~$Sd ~Oil' bal.Bnee of p~nts ~us .. 

1;~ ~res~iQrt ~ tna.t tlle Chinese au,th~rittefJ bk\d beeu '11iJCUS$!)lg vb.$ va:rioue po;J.tcy uav.e~ ~lved fo:r quite a~~ a!ld ~t. the Cove~- . 
~ it~. ~t l.;1~li1f to ~ ~ vJ.sarous actiO!lo 

cc: Asia. i! 
'/mm 

F.i,.s.~t Affairs 
l'.egel 
aes~c:n 


