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supsger : 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 Finance) were in favor of floating the New
Taiwan dollar. The press had given publicity to this recommendation, 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 Korean 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 Govermment would reappraise the appropriateness of the
exchange rate of the Vew Taiwan dollar. He mentioned that cases had already been
reported to him of foreign buyers asking Chinese exporters 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 been 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 explained the circumstances which led to the depreciztion of the
won, and the fact that Korea was making substantizl adjustments in the prices of
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petroleum products, electricity and transportation which would - .1t in higher
costs and prices; if China could maintain a relatively stable ¢ . /orice
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. 1In 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 bheing offered
at prevailing international prices; wo applications for licenses have been refused
so far. Although sympathizing with the problems confronting the authorities,
we explained the rationale of the Rome Communiqué,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
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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.
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The Managing Director

The Deputy Mamaging Director : : DATE: November 20, 1974
fROM : Tun Thin and Donald K. Palmer
supikct :  Republic of China - Brleflng Paper for Artlcle X1V

Consultation

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

The brief has 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

. in its exchange rate and/or a move to a floating rate system should the

Korean won be depreciated later; Korea is a major competitor of China in
the United States, Japan and other markets.

Attachment



REPUBLIC OF CHINA

Briéfing‘?aper'~vl974 Article XIV Consultétion

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

~ Approved by Tun Thin.an&'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 De;émber 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.

II. Fund Relations with China

Quota: ' ' SDR 550’million, of which SDR 59.9 million has been paid

~ B “in-gold. :

Use of Fund 7 ) .
Resources: . A gold tranche purchase was made on October 20, 1971.

Fund holdings B )
of NT$: ; 100 per cent of quota.

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

SDR position: . China is a participant in the Special Drawing Accéunt,

but has opted not to receive allocations so far.

Par value, central An-initial par value of NT$ 40 per U.S. dollar was agreed
and represen- with the Fund on September 4, 1970. On May 8, 1972, the
tative rates: par value was changed to NT$43.4286 per special drawing

: right, corresponding to NT$40 per US$l; 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 central
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.



Technical - - Mr. -Quinton, from the fiscal panel, assisted in the
assistance: 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 and visited v
Taipei in January 1974 to assist in the preparations - .
for the introduction of the tax. A CBS mission visited
Taipei during March 1974 to ass1st in the revision of
the Central Banklng Act.

III. Recent Economic Developments

The rate of groﬁth éf the economy éccelerated in 1973. Real CNP
increased by 12.3 per éent, compared with an average rété‘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 Econonic Developﬁent flan 1973-76.
Per capita income at current pfices increased by 20 per cent to US$446 in
1973. Thé population growth rate has been falliﬁg, and in 1973, for the
first time, it was below 2 per cent. Preliminary estimates indicate thét

the rate of growth 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_agricuitural aﬁd industriél materials, especially oil
and related products would be thetmaiﬁ factors responsible for the e#pected
decline in the rate ofigrowth. | |
As in other countries, inflation has become the principal problem

confronting the aﬁthorities in Taiwan. Following a period of relative
price stability,kconsumer ppices'increased by 30 per éent and wholesale
prices by 40.pef;cent during 1973. . Imported infiation was an ihpoftant
factor, but a strong'exﬁansion in domestic demand financed by a markgd

increase in credit also contributed to the price inflation. 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 fo reduéebthe‘liqgidity of therﬁénking;éyétem, and cénside:ablé
tariff reductions and relaxation of imporﬁ restrictions. In:January

1974, the vaernmént announced that iﬁ~order-td,break"the inflationgry‘.
-psychology'it would permit “énce f&r all" large:priéefincreaées with the
.intention of subsequently:stabilizing éhem at aihigher;levél. Govérn-.
ment subsidieé oﬁ petroleum products, Stéel ﬁars, soybeans and other ;
key commodities wefe removed,Aand prices and rates of public utilities

and ‘other Government goods and services wéré inéreased.“At the same

time, Central Bank and comméfcialnbahk loan interest rétes'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 rates. vPrices increased by 29 per cent during the first three
montﬁs\of 1974 but have fended to stabiliée‘thereafter. Thevconsumef ' ;
price index in July 1974 was abqut 50 per cent. higher ghanVin July 1973.
Additional ta?iff reductiéns were_inffoduced in. October 1974. Wage |
increases accelerated: in 1973, -the manufacturing wage indéx was, on

the averagé,,zztper cent higher than in 1972, and in May 1974, it was

44 per cent higher ﬁhan the 1973 average. |

, Little information is available'on the 1973/74 (July 1-June 305 and
1974/75 budgets, because they are not published. Honey supplyiincfeased

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 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 in 1973. Quaéi;

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



-possibly'becaus; 6f-theidecline in real ratég‘df interest and a. shift
in liquidity preference. During the fi;st eight monfhsjof 1974, money
supply decreasedwbﬁ 3 per‘cent,‘ Net foréign assets fécérded a‘&écliﬁe
equivaient,to lltpéticént of money éupply at the end of 1973. Credit t§
the pfivate sector‘and public enterﬁriseSVroéeiby 26 pef cent compared
with a 32 per cent increése during,the first eight~months of 1973;Abut ,
the decline in net credit to Government was approximately one half of the

- decline during thg'same periodiin 1973. The ra;é ofAincreaée‘in.quaéi-
money (23 per cent) was approximately the same as in the first eight
months of 1973, ‘

| Duriﬂg'1973. China's balance’qf paymeﬁts continued its strong per- -
‘formance of earlier years: the fifth conseﬁutive sﬁrplus was registered

) amouﬁting to SDR 323 million. Export earningé increased shafply by 51.per
cent and, although import payments increased at<an even higher :ate,‘the
net result wa; a further improvemené in the tréde balance. Exports to
the Unitéd States and Japan‘accounted for 38 and 19. per éent; fespectively,‘
of total exports whiie imports from these countries accounted for 25Aan&

33 per cent, respectively, of total importé. Despite substantial incfeases ’
in receipts from' long~term loans and direét.investment; the capital account
showed a deficitvduring 1973 owing to a large increase in short-termuexﬁort

‘ financing.

During the first six months of 13?4,.China's baiance of payments

moved into deficit, owing»mqiély to a large :ise’in imports; eXpérts were

56 per cent highet than. in the first haif of 1973. AThe trade‘balancé showed

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

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



’;during the fifst'half“of 1974 owing to-a reflow of short-term capital

as well as to a rise inm receipts froﬁ'long~Cerm'loaﬁs,’ The béiance»of
payments showed an overall deficit of US$271 million; in Eontrést~t6_
a surplus of US$323 million in the first half of 19?3 |

Imports of crude oil 1ncreased from 3.4 mllllon tons in 1971 to
11.2 million tons in 1972, pgrtly‘in order to build up stocks. 1In 1973,
theyAdeclined to 5.4 million tons, but increased again to 10.7 million
tons during the first six months of 1974. |

Gross official intermational reserves ipcréase& by SDR 70 million
dufing 1973, and by SDR 42 million during the first eighﬁ mbnths of
1974. At the end of August 1974, they amdunted to SDR 978 million,
equal to abogt two months of imports. | |

' The exchange and trade control systems continue to involve restric-

tions. However, since 1970, imports have been gradually liberalized by

shifting commodities from the.cont:olled to théfpermiSSible list. Iﬁ
March 1973, 2,000 items were added to the permissible list, which now
includes some 15,000 items versus 460 on the'contrdiled listf In July
19?4, importé of automobiles and color IV sets from Japaﬁ were suspénded
while the number of color TV sets imported from the United.Scétes anﬁ
ﬁurope was restricted. Since February 1973, China's ttadé-weighted effec—
tive exchange rate has apprec1ated by about 3 per cent. During*1974,y

the effective exchange rate has remalned relatlvely stable. At the end

gf October the rate was‘virtually unchanged from the May 1971 level,

v, ToQics for Discussion

In 1973, the Chinese. economy recorded again a_rapidirate of growth,

but, in contrast to previous experience, it was accompanied by a sharp rise



in prices whicﬁ continued duripg'ghé Opéniﬁg,months of 1974. vThe‘bélénce
of paymentsAshowed én ovefall deficit during thé'first hélf of'1974;m

and the rate of growthLof_real GNP:is;ééiimated at about two.thirds of
that in 1973, owingAprihcipally‘to the.adversé impact of the slowdown -
in,wofld.economic activity onfChina's'export industries.

Currently, inflation is the_most important problem confrontiﬁg the
authorities. In an econémy as open as'the Chinese economy where both :
exports and -imports of goods énd~services exceed So‘per cent of GNP,
egternai facﬁors haQe a marked influence oﬁ price developments. -Howéver; :
the Ia:ge-éredit'eXpansion has éﬁntributed to demand pressures. The
 staff team will review the measures taken so far to curb infiation;
following the upsurge at the beginning of‘1974, prices have declined
,élightly..~Thé staff will inquire about price prospects énd the future
role of fisca} and credit policies in relation to the Government's
 balance of payments and growth objectives. Récent,deveIOpmenEs in time
and savings deposits and interest rate policy will be examined, ana
developments in the longfterm capital market will be assessed.

~The Government has récently announced ; program for large é;pital.
expenditures on infrastructure, the development of whichrhad\not kept
pace with industrial expansion. The adoption of this program may aléo
‘be related to the reéeqt decline in economic growth and the deterioration
in exportrprOSpec:s.'AThe staff team wiil.inquire yh¢;he;Athempéjectiﬁes
of the Four-Year Development’Pian (1973-76) have'been~amended; especially :
Qith,reg§rd,t0'the role ;hét had been assigned to exporté of providing -
the main impetus to economic growth; the implications”oﬁ éuch'a change:

~ for the balance.of payments prospects will be'disdussed.\



The reasons for the reversal of the:trade balance from a surplus to

a deficit in‘théAfirst half of this year will be ‘examined. Recent develop-

ments ‘and prospects for Taiwan‘s-expogtsvof manufactured goods, including.

textiles, will be assessed in the context of the recessionary trends in

the cohntry's major markets, and the restrictiOns.placed'on certain Chinese
exports in these markets. . The factors behind the sharp increase'ih,imports
in the first half of 1974, and import prospects fof,1975‘will be discussed;

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

v

factors behind the 1érge‘increase in imports. The staff team will request

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

arrangements made for finaﬁcing oil imports. The outlook fop foreign
investﬁent will be discussed, and, more gengfally, the'ovérali balance
of payments prosﬁects for 1975 will be assessed. The mission will aiso<
obtainAlatest data on outstanding,exterﬁal debt‘and the debt.profile.

| China's ;rorated maximum access to the oil facility amounts td‘
SDR 272.95 millidp under Oﬁtion D (SM/?A/ZQO, Table 5). 1In view,of‘éhe
deteriorating balancé of payments. position, the Chinese aﬁthoritieS‘hay
raise thé question of usiné'the Fund's oil facility. The staff team’
will, of course, have to examine whether a bal%ncg of payments neédv
exists,‘on the basis of more recent data; the la£ést‘data'sh§w.:hat
gross international reserves hadvacéually increased during thé;fifst

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 may raise broader issues in the
Board discussion of such a request, and the mission should point. this

out to the authorities.



Since Feﬂruary 197%/When thé new Taiwan dbilar depreciated by 5.26 ﬁer.
cent in terms of gold, ﬁhe trade-weighted effective exchange rate hés appre=-
ciated by 3 per céntJ At the request ofvthe Governmen?, Chinese professors
of economics in ﬁ.S. universities made a study last summer in which thé '
éeéommended thaﬁcgﬂé new Taiwanvdoligr should be allowed to floatAin order
to improve the trade balance;'The staff feéls that in the case of China
where speculative cépital flows are not important, floating the rate'may
not be an appropriate solution. Although there was a sharp deterioration
in the trade baiance in the first half of this year, this was due principally
‘to a sharp increase in imports réflecting partly restocking in various
c;mmodities including oil. Exports of manufactured”goods,:éuch 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, uﬁcleari The extent to which China can bérrow
abroad next year is uncertain, but its low debt service ratio at present
vsuggests that it may be able to do so at an adequate scale. On the basis
of available informatio;, the staff believes that there is no immediate
need for depre;iating the exchange rate, but will, of course, examiné recent
.balance bf payments developments and prospects, and adjustment policies
with the Chinese authorities. The staff team will algo explain to the Chinese
authorities thé'implications‘of the guidelines for floating. | o
China gontinues to maintain‘comprehensive’exchange and trade cdntfols, Co

-some 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 sﬁépended, and imports of color TV sets
from the United 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 measures to

restrict trade and current payments in meeting the balance of payments
prablem. The’staff team will examine éxisting exchange and'trade restrie-
tions and their implementation, and will explore the scbpe.for liberaliza~
tion. The authorities’ positive response to the "Voluntary Declaration on
Trade Measures’ contained in the C-20Q Communique of June 13, 1974, will

be encouraged.
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_ China - 1973 Article XIV Consultabion

Executive Board Decision - July 18, 1973

1. This decision is taken by the Executive Directors in concluding
the 1973 consultation with the Republic of China pursuant to Article X1V,
Section L, of the Articles of Agreement. :

2., During 1972 economic growbh conbtinued at a hlgh 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 fackors due to substantial
monetary expansion generated in large part by the -external 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 met 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 welcomes the authorities' continuing intention to adapt policles
in the light of changing circumstances.

k. 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 external policy objectives.



Mr. Abadjis November 18, 1974
Donald K. Palmer

China - Consultation Briefing Paper

I have two comments to make on the briefing paper, both gelating to
page 8.

1. In discussing possible use of the oil facility, you appear to refer to
a decline of net international reserves in the first half of 1974, However, the
criterion for use of the oil facility is gross international reserves. On the
basis of the fact that pross international reserves rose by SDR 42 million during
the first 8 months of 1974 (page 5), China would not qualify for the use of the
oil facility.

2, Perhaps unintentionally, the briefing paper gives the impression that
the staff has no position as to the preferred form of the exchange rate system,
While, in present circumstances, the staff might have to go along with a floating
exchange rate system, if one were introduced, I would still think it would be

our preference that the Chinese continue with the existing system. If there is
agreement on this view, Ithink the briefing paper should reflect it.

ce: Mr. Evans
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May we please have your c y Tuesday, November 19, at

4,30 p.m.
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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 willfbe
held in Taipei, from December 2 to December 13, 1974. The staff team will
}<:> cens1st of Messrs. Andreas Abadjis (ASD) (head of mission), Willem G. L.

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

i

secretary.
\ _ , ‘
’ II. Fund Relations with China
- Quota SDR 550 million, of which SDR 59.9 million has been
' paid in gold. :
f Use of Fund : \ «
Resources: . A gold tranche purchase was made on October 20, 1971.

Fund holdings

'<:> of NI$: * 100 per cent of quota,
Last Article Staff discussions were held in April 1973 and the
X1V Consul- . “Executive Board Decision was taken on July 18, 1973,
tation: ‘ Decision No. 4013-(73/75) is attached to this paper.
SDR position: China is a participant in the Special Drawing Account,

but has opted not to receive an allocation. -

Par value and An initial par value of NT$40 per U.S. dollar was agreed
central rate: 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 USS$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 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, 31nce, been pegged
to the U.S. dollar. : :
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Technical i Mr. Quinton, from the fiscal_panel, assisted in the
Assistance: adoption of the Brussels Tariff Nomenclature from
S ' 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 Ching in 1970 and visited
Taipei in January 1974 to assist in the preparations
~-~..  for the introduction of the tax. A CBS mission visited
o Taipei during March 1974 to assist in the revision of
the Central Banking Act.

ITI. Recent Economic Developments

.The rate of growth of the economy accelerated in 1973. Real GNP'
increased by 12.3 per cent, cémpared with an average rate of growth of
11.4 per cent in the preceding three yearé, and an average rate of 9.5 per
cent envisaged by the current Four-Year Economic Development Plén 1973-76.
Per capita income at current pricesbincreased,by 20 per cent to US$446 in-
1973. The population growth rate has been falling, and in 1973, for the
firsf tiﬁe, 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.°
Supplyvshortages, the decline in the world demand for the country's exports,
and the high cost of agricultural and industrial,materials, espécially oil
and reiaféd produétsmould be the main féctors responsible‘for the‘éxpected
decline in the rate of growth.

Asrin other countries{ inflation has become tﬁe 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. Impofted inflation was an important factor,
but a strong ekpangion 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



restrlcted in Apr11 1973 and ‘the reser&e requirement on sav1ngs deposits
was 1ncreased in July of that year. Increases totallng 4.0f5.5 percentage
lpoiets in interest rates on loans.of the Central Bank and loans and deposits
of commerc1a1 banks were introduced in July and October. Sav1ngs certifl-
»~eates‘and'Treasu;;'billsewere issued fo: the first time to reduce liquldlty
of the banking'systeﬁ. In Apfil 1973, a priCe,freeze was.imposed.bn govern-—
ment ehterprises, and suﬁsidies for certain essentia1VCOmmodies weré;
introduced. In ad&ipion, expoft controls on certain products in shert eupply
were announced'in September and October. Imports of many érodects were
iiﬁefalized in March ef 1973, and country of o;igin restrictions for many
pfoducts were dropped during the eecond half of the'fear. Tariff reductionsA\
of up to 50 per cent for'certain foodsﬁeffs and rawrﬁaterials were effected
at various times throughout thevyear.. In January‘lé?é, the Ge§efnment G
announced that in order to break the inflatioﬂary psycholegy it'wouid'permit
"once for all" large price increases with the intention of subsequently |
stabllizing them at a hlgher level. _Government subsidles-on petroleum
products, steel bars, soybeans and other key;cemmodifies were removed; and
pfices and rates of publicrutilitiee and'ofher Covernmeﬁt goedsﬂand services
were increased. At the same time, Central Bank<and commercial bankrloan’
ihterest retes and rates on commercial bank deposits weeeeincreased by o
3=4 percentege points. Prices.increesed by 59 per centvduring ;he first .
three months of’1974 buﬁehave tended to stabilize thereafter.f The consumer
price index in JUly <1974 was about 50 per‘cent higher than in Jﬁly, 1973,
VAdditional tariff reductions were-introduced‘inAOctober 1974. Wage increases
accelerated: in 1973, the manufacturing wage index ﬁas, on the average;
22 per cent higher than in 1972, and in May 1§74, itiwae 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 supfly increased
at a more rapid fate in 1973 (47 per cent) than in 1972 (35 per cent) and
1971 (19 per cent). This increase was associated pi#ncipgl;y with the large
expansiﬁn in cre&it fo ghé pri&ate an& 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
cen&), possibly because of the decline in real rates of interest and a
sﬁifﬁ in liquidity preference. During the first eight months of 1974,

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

equivalent to 11 per cent of money supply at the end of 1973. Credit tor
the ’I:r.;.w;ate sector and public enterprises compared with
a 32 per cent increase during the first eight ménthS‘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—
forn;ance ‘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 é#por;s while imports from these countries accounted for 25 and
38 per cent, respegtively,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. Despité substantial increases in receipts from long-term loans
and direct investment, the'capitai account showed a.deficit during 1973
owing to a>1arge increase in short-term export financing,'

During the first six months of 1974, China's balance of payménts mﬁved
into déficit, owing mainly to a large rise in Iimports; exports were_56 per
cent higher than in the first half of 1973. The trade baiance 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 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.gf crude oll 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 td 5.4 million tons, but increased again to 10.7 million tons
during the first six months of 1974.

- Grogs official international reserves increased by SDR 70 million

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, equal to about

two months of imports.

The exchange and trade control systems continue to involve restrictionms.

- However, since 1970, imports have been gradually liberalized by shifting

commodities from the controlled to the permissible list. 1In March 1973,

2,000 items were added to the permissible 1list, which now includes some
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15,000 items versus 460 on the controlled ligt. ‘In July 1974, imports of
automobiles and color TV sets from Japén were suspended while the number

of color TV sets imported from the United States anq~Euf0pe 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 Discussion

In 1973, the Chinese economy recorded again a rapid rate of growth,
but, 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‘payménts showed an overall deficit during the first half of 1974,

‘g7

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

-

A,
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in 1973, owingAprincipally 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. 1In an economy as open as the Chinese economy where both exports
and imports of goods and services exceed 50 per cent of GNP, éxtegnal factors
have a marked influence on price developments. However, the large credit

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

‘ . . . : o )
the measures taken so far to curb inflation; the credit measures have been @y@gp

o TR

successful in slowing down the rate of “credit expansionadgndgﬁfﬁiiswing the

—
S AR

upsurge at the beginning of 1974, prices 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



‘ohjectines. Recent develepments'iﬁ tine andﬁsévings &eposits andlintetesf.
rate policy willfhe examined, and develepments'in thekleng-tetm cepital“v
market will be assessed. - .o

The Government has recently announced a program for large capital:.
‘expendltures on 1nfrastructure, the development of whlch .had not kept pacei
with industrial expansion. Thevadcptlon,of.this ptcgram mey also be reLated -
to the,recent decline'in.economichgrOWth.and the*deteribtation in export
- prospects. The staff team eill‘tnquire whether»thecnhjectives of.thechur—a
"Year»Development Plan (1973-76) have been amended, :especialiy with regard’
to the role that had ‘been as51gned to exports of prov1ding the main 1mpetus~
to. economic growth, the 1mplicat10ns of such a change for the balance’ of
payments prospects w111 be dlscussed. |

The reasons for the reversal of the trade balance from a surplus to
a deficit in the flrst half of this year will be examlned. Recent'develon—j
ments and prospects for Taiwan's exports of manufactured goods, 1nc1ud1ng
‘textlles, w1ll he assessed in the context of the recessionary trends in
the country s maJor markets, and the restrictlons placed on certain Chlnese :
exports in these markets.' The factqrs‘beh;nd.the sharpAlncrease in 1mports‘
iin the first half of 1974, and import prospects for 1975 will‘be_&iscussed;
import 1iheraiization measures taken in 1973 were, of course,.one of the.
factors behind'the'latge_increasevin impofts; TheAsteff‘team will request
information ahout‘enyirecent fnreign borrowings, as well as any special
: arrangementS'mede for financing oil imports. TheAcutlook;for foreign invest-
‘ment will be‘diseussed, and, more.generally, the overall balence oftpayments
prospects for 19?5‘will be eSSeesed. The mission will also obtain latest

data on outstanding external debtfand‘the,debt ptofile¢
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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“arg not available, 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 authorities 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 neéd which the staff
could examine, in the case of China, a request for a purchase under the oil
facility may raise broader issues in therBoard discussion of such a requesf.
Therefore, the mission should point out these considerations to the
authorities.

At the request of the Government, Chinese préfessors of economics in
U.S. universities made a study last summer in which they recommended, inter
alia, that the new Taiwan dollar should be allowed to float. Recent
newspaper réﬁorts 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
fi;;Eﬁng exchange rate system, the staff team would state that, from the beginning,
the/rate should be allowed to float freely, and that Central Bank inter-

ntion should essentially be limited to smoothing out erratic fluctuations

A\ . ~  MsAM
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in the rate and to guiding the rate within a range which.would be consonant -

with balance of payments v1ability and reserve objectives discussed with the."“

* Fund. The staff ‘team w111 also point out that the system will be subJect

to Fund survelllance in terms of the guldelines for floatlng, and that this
would involve frequent consultatlons between the Fund and the authorltles
in implementlng the guldellnes, also that the trade—we1ghted effectlve

rate of exchange should be the relevant measure for evaluatlng the exchange’

vrate movements from,month tormonth and,qnarter to quarter.*

' China continues to maintain'comprehensiﬁe~exchangerand trade controls;”*'
some of which are applied restrictively..vAlthoughwa SubstantiaI‘liberaliza;'w
tion of 1mports was: implemented in 1973 463 items, or 3 per cent by number,

still remain on the‘controlled.llst. In July 1974, 1mports of automoblies

'~ and color TV sets from Japan nereﬂsuspended,;and”imports”of color TV sets.

from the United States and Europe were restricted. ‘The staff team will
inquire about theAreasons'and'nature of these,restrictions; and will draw
the attentlon of the authoritles to the 1mportance of av01d1ng measures to

restrict trade and current payments in meetlng the balance of payments

‘problem. The staff team will examine existlng exchange and trade restric—

tions and their 1mplementat10n, and will explore the ‘scope forﬂllberallzatlon;

. The authoritles response to the "Voluntary Declaration on Trade Measures"

. contained 1n.the c-20 Communlque of June 13, 1974 Wlll be sought. ,
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labout mid-l972 prica increases tﬂnd@d to accelerate ard toward the end

.the light of changing ei rcumstanc’es.,
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: PR A "e-oposad Decision i
, _ The fbllow*ng draf+ d?CISAOB 1s submltted Zor consid°ration by the -
o Execntive Dlrecbors- . ] ;_L,na.._ A}~m” I : -

L. “his decision isg taken by the Eyecutlve Directors in concluding

the 19?3 conuulta zion w¢th uhP Pepubllc of Chlna pursuant to Artlcle XIV,
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‘Sec tion k, of the Artlcles of Aoreement "“'t; “*‘”fjl‘”~f“ - ~°-‘,‘wy~

2. Durlnv 1972 cconomic grcwuh corn 1nned at a high rate. Since

of the year becnm» a matter o¢ ‘concern.’ Both cost-push factors related

mainly to external d valopments anﬂ d manﬁ pull _actors due to sub? antlal-
‘('monctary expanslon generqted 1n large dqrt by the exte nal,sector.playea
Aﬂj a role . ‘The Funa welcomés tu° aui“orl st °f’o*t9 to vaatraln tap growth

. of iiquldlt inclu“irﬂ tha more actlve use of da=bt, managﬂmﬁnt and monetary

pollcy aﬁﬁ to take other measures to curb prﬂcn lnﬂrease», anﬂ recommPnds

fu:thér\strengﬁhenln of such rollcle e ‘1 J“" I ff“ _’;

3. 'Ehe balance of paymen; ﬂthened fur‘her in 1972 W‘uh a grow-

ing current account surplus and some revival of neticaylual inflow, and

- exports and imports significantly exceeded expectations. Developments in

the first part of 1973 suggest a continustion of these trends. Some of the

policies‘adopted recently should have some cduntérVaiiing effects. The

- Fund welcomes the authorities' continuing inténtion to adapt policies in

b, Poth infernal and external develonmenrs facllltated uh° recent

‘sdbstantlal 11 erallﬂatlon of rebtrlc Lions on 1m£crus and some relaxatlon
~ ‘of restrictions on current'payments. The Fund believes«there still’femains
scope for moves in this direction, ani that further liberalization would be . -

conducive to achievexent of intermal and external policy objectives.



China: Factors Relating to the Exchamge Rate

1. Net foreign assets of the banking system increased by US$342 millions. /g "
During the first nine months of 1974 they declined by US$224 million. At
the end of September they amounted to ﬁS$l,653 billio;. 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 resefves as reported to
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 inll973 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 the
export volume tended to stagnate. The import volume index rose by 31 per cent
between 1973 and the first six months of 1974 while thé export volume index
declined by 1 per cent. The sharp increase in iﬁports payments for the first
ten months of 1974 indicate a continuation in the increase in volume. Import pay-
ments during this period were 98 per cent higher than compared with the same
period in 1973. E#pprt earnings, by contrast, rose only by 36 per cent. Part

of the increase in import payments between 1973 and 1974 is due to higher volume
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.-11 per cent while Korea's trade weighted exchange rate appreéiated by about

and prices of oil imports. The volume of oil imports amounted to 10.7 million

tons during the first six months of 1974 as against S.Q million fons for‘éll
of 1973. Péyﬁents for oil impofts amouﬁtéd otvUS$352.ﬁillion or 11.9 per:cent.
of total imports péfﬁentsldﬁring the first six months of 1974 as agéinst

US$99 million §r 2.6 per cent of total imfort payments during 1973.

3. The appreciationAih the trade weighted exchange rate of about Biﬁér
cent since February 19f3 can hardly be held responsible for the deterioration
in the trade balance; particﬁlarly as the appreciation of this réte fook# a
more permanent character only after May 1974. During the same period, i.e.,

since February 1973, Japan's trade weighted eXchangeArate depreciated by abopt

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

- 19 ‘per cent ofttotal exports, i.e., the same percentage as in 1973. Imports

from japén declined from 38:per cent of the total to 33 pér cént. :Exports to
thé United States, China's moét impoftant trading partner declined from 38 per
cent to 33 per cent of the total; iﬁpérts from the United States remained
unchanged at 25 per cent. |

4. Oﬁé factor that may have had an important impact on the deterioration :

of the tradevbalance is' a possible reversal of the stock cycle. Nationél

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

in 1973. During the first six months of 1974, raw materials accounted for 61 per
cent of total imports and capital goo&s for another 33 pef cent.

5. Traditionally, export.growth has been thé most important.contribqting
factor to overall economic growth'and investments in export industries'héve been
relatively more importantvthan invesfments in infrastruétﬁre.' Inadequate

infrastructure facilities have recently become a bottleneck for further growth




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 may 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 érowth énd require an increase in imports. The effect on the balance
of payments could be offset by an increase in savings or ,more likely, by an
increase in long term foreign borrowings. The lpw 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 19754 as against 22.3 per cent during the similar period in 1974.
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 thedevelopments 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 liil:tle prima facie evidence for a major
changé in the exchange rate. However, the balance of payments outlook for 1975,
on which little 1is known at present, may warrant some modification of this
judgment. While a major change in the rate would 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.




Table .. China: . Foreign Trade Jan.~Oct. 1974

(In millions of U.S. dollars)

In Per cent

Industrial products . 4,039.7 85.4

Processed agricultural products 450.1 9.5 i
Agricultural products “ 241.0 | 3.1
Total éxports o - 4,730.8 | 100
Rﬁw‘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 &n
United States . | 11,708.7 36
Japan 921;5 19
Other - ' - 2,100.6 » 45
Total éxports ' 4,730,8 | 100
United States . 1,472.6 25
‘Japan | : } 1,916.3 33
Other ' 2,447.2 42

Total imports | -~ 5,83.1 100



China, Trade Balance

1973 January-October
1973 . 197k
Exports b 405 3,473 4. 731
Imports 3,818 2,951 5,836
Trade balance 587 522 -1,105




N

\
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March , 1973

I. Introduction

The 1973 Article XIV staff consultation discussions with China will

be held in‘Taipéi, Taiwan, from April 11 to Aprit 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 Taipeil on April 8, 1973 to

initiate the work.

Quota:

~Use of Fund

Resources:

Fund holdings
of NT$:

Last Article
XIV Consul=
tation:

SDR positiom:

Par value and

"IT., rund Relations with China

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

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

100 per cent of quota.

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

‘No allocation was made,

An initial par value of NTS$40 per U.S. doliar was agreed with

central rate:the Fund on September 4, 1970. On May 8, 1972, the par wvalue

was changed to NTS$43.4286 per special drawing right and
corresponded to NT$40 per US$1l, 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 NTS45.8413 per special drawing right, or NT$38 per
U.S. dollar., Decision No. 3875-(73/14, February 17, 1973).



O

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 Brussels Tariff Nomenclature,
beginning in May 1971. His services have been extended
for another term of one year with effect from May 4, 197/2.

III. Recent Economic Developments

" In 1972, the ecomomy continued its rapid growth of recent years.
Preliminary estimates show that GNP 1n constant prices rose by 1170 per'
cent compaxéd with an average annual growth rate of 10.4 per cent in
the preceding three years. Per capita income in cﬁrrent prices ié estimated

to have increased from the equivalent of US$329 in 1971 to USS$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 pefiod.
Money éﬁpply increased by 33 pervcent 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 wgfe the main factors responsible
for the rapid monétary expansion in 1972. These expansionary forces were
offset to a large extent by a rapid increase in time and savings deposits
and a coﬁsiderab;e decline in net bank credit to the public éector reflect~-

ing improved budgetary performance of the Government. The pricé 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

importe& goods., In January 1973, money suﬁpiy 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 iﬁcrgased by 46 per cent

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

further substantial increase in the tra@e 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, respecﬁively. The trade surplus with the
United States increased to $450 million in 1972 while the trade deficit
with Japan increased to $675‘mi;}iopm§§ 1972 {on exchange settlement
basis), Based on data for thé 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)con account of the

government sector was insignificant in both periods,

Ofticial 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 inéreased by $212 miliion &uring the year. The
foreign gxcﬁange holdings were.equal to about three-months imports at the
level of 1972.

Thévexchanée and trade conE}ol systems continue to involve  gsome
restrictions. Beginning in mid-1970, the authorities embarked on a major
import liberalizgtion program which envisaged gradual shifting of a large
number of commodities from the controlled list to the permissible list.

An automatic approval system was iﬁtro&uced,}and a generalvlicensing system
wasg estaslished tor imports by large.manufactufers and othef direct users,
From Seétember%i972, imports'from Japan were limited to $20,000 per order
while impogts froﬁFSOuréés other thén Jépén were eased and facilitated

A ed  « WL 3 sl sttt %A W ~
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IV. Issues for Discussion

1972 was another year of sustained economic growth atténded 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 difficulﬁy‘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 éontext of reviewing
with the authorities their internal and.external policy objectives over
theAshort— to medium~-term, the staff team willydirect its attention to the
following specific iésues.' |

1. The sixth Kour-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 yearé, a rate that is somewhat less than
that achieved during the previous Plan. The Plan, not yet available to

‘ » b o Et ot ot e
the staff in full seems to/séek £0 contin?fythe successful development

.

strategy adopted in the precééi;é’Pi;ﬁ;‘withégontinued emphasis on the
growth of export 'oriented‘manufacturing industries, E‘r;e staff team will
explore whether adaptations are being made in the Plan, as well as for
the long-range plan, in the light of developmeﬁts since their formulation,
It will try to assess if the targets seem feasible and to what extent
adaptatioﬁs may be warranted, This assessment wlll focus in particular
én the balance of payments objectives.

2. While the overall fiscal performande 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

2

D>
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external surpluées sincé 1969, has produced incfeasingly large additions

to the money supply. This pattern was repeated im 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,‘aftex many years of modest price increases, there was
7

. ~ Lot ('})W
a marked deterioration in price performance in the year” ended January 1973

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

. of primary products and the yen revaluatlon, exerted additional pressures

Cirpromt @t dnl dog,

on prices; on the other han§>11qu1d1ty ratlos\for théwéconomy continued
e 7
tOL,?Cll§ﬂ' These developments indicate the need for a critical review
of credit and other pelicies and their applicatio%g, and the possible need
for more effective policy instruments; Progress and plans ifor adgptations
in fiscal policies will be reviewed. The long—térm 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 securitiés market, as well as the development'of the
long~term capital market and the degree of specialization among financial
intermediaries, |
3. The balance oif payments recorded another impressive surplus in 1972.
Despite in adverse movement in the terms of tiade, the trade surplus
rose by 34 per cént compared with the previous year while net capital
inflow appears to have increased compared With the previous year whgn
there was a mafke&'décline. These developments occurred despite Egg

adverse influenceSof the revaluation of the yen in December 1971, and

the less favorable climate for inward foreign investment during 1972.



The staftr 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
influencasyof'commercial policy in China and.;j;éfng}ctions on Chinesé
goods in important export markets, and the cl;mate for roreign iﬁvestment.
4. . There were ih?ortant devélopments 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 meané‘of
reducing China's chronic trade déficit with japan. With respect to
official borrowing from Japan, the Chinese authorities have announced

that ﬁhey will make no further borrowings. »The staff team will assess

the scope for diversification of impoxrts and the impact on thé internal
cost strucfure of alternative sources of‘supply of raw matexrials and
intermediate goods, espéciaiiy 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'whiéh are applied restfictively, although in the view of the staff
-there appears to be little justification on balance of payments grounds
for thelr retentiom. ‘The import liberalization pr&gram 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-
zaticn of imports was announced, with the #fansfer of 2,367 items from the
controlled list of imports to the permissible listileaving only 463 items

or 3 per cent by numberyog thg controlled list. The removal of these

impediments to imports is régarded.as timely, Although the staff has only
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limited inferma£ion 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. 1In view of the effective
depreciation of the néw Taiwan dollar in February 1973, the staff team
will explore the scope for a further relaxation of exchangé and trade
restrictions, Im this respect, the étaff team will be mindful of the
sentiments expressed by Executivé Directofs on the occasion of their
:onsideraﬁion of the establishment by China of a Central Rate (EBM/73/14--
February 17, 1973). |

6. With raépect to external i;éegfgdﬁessg the loﬁg-term debt profile
appears to remain favorable. Aside from a review of prospects for long-
term ioans, discussion in this area will therefore focus on the shorter
end, both in terms of import finaﬁcing arsﬁpgements‘and on the policy with

respect to short-term financial credits. EThe outlook for direct foreign

B —
investment in China will also be reviewed.
o s ST T

7. In November 1972 international reserves as reported in'IFS totalled

US$826 million, while on the monetary survey basis net forelgn 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 reconcille the discrepancy between the two series.

8. The staff teém will review any changes since the last consultatidn‘

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

uses, and regulations governing private owﬁership. In view of recent
developments in tﬁe price of gold in world markets, there is special

interest in the’working of the open tender marketing system through the

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

in domestic prices.
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FROM : J. Ahrensdorf //Z Z\/’

SUBJECT : China = 1973 Article XIV Consultation

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 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 transattions 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 sav1ngs habits and willingness to hold
llquld 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's 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 modlflcatlons of the exchange system appeared

"doubtful.-
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Mr. Palmer April 27, 1973

John B. McLenaghan /g?

China: 1973 Article XIV Consultation

As a supplement to Mr. Ahrensdorf's Back-to-Office Report of April 2L,
1973, the following additional comments may be of interest in the’ lipght of the
special attention focused by the mission on the exchange rate and the exchange
and trade system. The presence in Taipeil as an advisor to the Chinese delega-
tion of the Fconomic Minister in Washington (Mr. Martin Wong), who had been
informed by Mr. Hebbard of the main points of the Ixccutive Board's discussion
on the new central rate for the new Talwan dollar on February 17, 1973, indi-
cated that the Chinese authorities were fully 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 permisgible list of
imnorts. The suthorities referred on several occasions to the present import
regime as one "completely free of restrictions.'" Although some LOO items
remained on the controlled 1list of imports, they include items which were said
to be those kept under control in most countries, e.g., silver, gold, military
equipment, aruvgs, ete. In some other respects it seemed that moves in the
direction of a more liberal trade and exchange system had been trken recently
a. a direct result of the strengthening balance of payments position and of
the growing difficulties for domestic monetary management of a larpe influx
of foreign exchanpe. Vhile limits continued to be placed (and enforced) on
exchange allowances for certain payments for invisibles, the scope of the
allowe \ces had been broadened in certain areas, and consideration was being
given to a further relaxstion, 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 GIP
which on present forecasts was expected to excced 45 per cent in 1973. There
wzre also some interesting developments 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 cepitel inflows. These measures included the sbolition
of the ripght of repatriation of capital acquired in future in the form of"
short-term foreipn borrowing, as well as steps to avoid or reduce reliance
on deferred payments for imports. With respect to the last mentioned
neasures, 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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years, the leals end legs involved had been a significant factor in edding SRR

to domestic llquiﬁltv‘
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With respect to efforts to reduce the 1mbalanceu in tradn with
major trading partners, the Chinese representatives indicated thalt a
major concern was the reduction of the by now very large trade surplus

- with the United States. OSome fears were held that a continued growth

in the surplus would result in the imposition of stringent quotas on
eyports from Taiwan. In the context of {trade with Japsn, the mission

was bold that there had been some relaxetion of the measure imposed in -
September 1872 limiting imports from that country. The original meaaure
had placed a limit of US$20,000 in individual orders of machinery from
Japan. - The limit vas subsequently increesed to US$200,000., The miss1on L
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 oul that it was not necessarily in the interests of any: one

country, nor of the world economy to seek to achleve a balancinp of
trade on a strictly bilateral hasis. ‘ ,

As indicated 1n~the'Back-to~OffiCe Report, the exchange rate had
been given considerable attention within the Covernment and, we understend,
in scademic circles as well. While the suthorities had moved a“gOQd.deal
in the direction of liberalizing the exchange snd trade system, it was
equally clear thab considerable scope remained. - In the light of the
noves so recently taken, however, it secemed appr opriate that some time
should lapse before/Peasoned assessment coul& be made of their sipnlflcance
for the exlatlng excnange rate. : :

ce:  Mre de LOopér

JBMmo
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susiecT :  China: 1973 Artiele XIV Consultation

As a supplement to Mr. Ahrensdorf's Back-to-Office Report of April 2L,
1973, the following additional comments may 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 fully cognizant of the mission's effort
to assess the adequacy of the exchange rate and tibe exchange and trade system.

Duping 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, drygs, 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 further 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
vhich on present forecasts was expected to exceed 45 per cent in 1973. There
were also some interesting developments 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



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 would result 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 relsxgtion of the measure imposed in
September 1972 limiting imports from that country. The original measure
had placed a limit of US$20,000 in individual orders of machinery from
Japan. The limit was subsequently increased to US$200,000. 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 Backe-to~Office Report, the exchange rate had
been given considerable attention within the Government and, we understand,
in academic circles as well. While the suthorities 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/%easoned assessment could be made of their significance
for the existing exchange rate.

ce: Mr. de Looper




Mr, Sture May 15, 1973

The staff team was told that the increase in real wages over the last four years
was probebly fadrly close to, if not in excess of, the increase in productivity,
st least in scme sectors. In contrast, over the period 1952-68, the increase in
real wages had been a good deal lass than the rise in productivity.

An

interesting comment provided ocutside of the consultation discussions
was that maintaining a high rete of growth in the medium- to longer-tem may depend
to some extent on the policy towards incressing real income., On the basis of this
argument, given that recent rates of growth in exports may not be sustained, it
eg to seek to incresse demand in the
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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 15872 real GNP grew at a
rate of about 1l 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 Maxch 1973. These rates are considerably in excess of those ex—

perienced in recent years. Assoclated 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 xreduce Ceuntral
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
sensa by issuilng government bonds in a situation of fairly stromg 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 rate for China in mid-February, a rather wide-ranging liberaliza-~
tion of import restrictions was announced. Some relaxations in restriciious
in invisible transactions were made or are under comsideration, 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 chaﬁaes in the direction of financial and
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 orxiginating 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

v

nominal interest rates in view of the likely adverse effects of the recent
sharp drop in real interest rates on savings habits and willingness ©o hoid
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-
1y 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's proposed
new central rate, which implied some uncertainties as to the adequacy of the
new proposed central rate. The draft wminutes of that Boaxrd 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 ekchange system appeared
doubtful. ’
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SUBJECT : China -~ 1973 Article XIV Consultation

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 1l 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 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 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




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 hablts 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=~
1y 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's 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 modlflcatlons of the exchange system appeared
doubtful,
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be held in Teipei, Taiwau, from April 11 to Apxil 20, 1973, T

- - .~

taam will consist of Hessys. Joachim Ahvensdori (head of mission),

. Two members
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John B. Mclenaghan, Mrs. Hul-Chen Wu Yah-, and a secretar

and, secretary of the team will avvive in Taipei on April &, 1973 to
iniciate the work,
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II. Fund Belardons with China

Guora: SDR 550 willion; of this SDR 59.9 million has been
paid in gold. '

C
{,x

L of Fund ‘ : ,
&aaomrces: A gold tranche purchase was made on October 20, 1971.

Eat

Fund holdings

of NT$: 100 per cent of quota.
Last Article . Staff discussions held in March 1972 1d Executive
XIV Consul= Board Decision taken in June 1972 Decision No. 3679~
cation: (72753) .
B . N : )1%
SDR "position: China is a participant but opted not to receive an
allocation, o
Par value and An initdiel par velue of NT$40 per U.S5. dollar was agrec
central the Fund oa September 4, 1970. 0Oa May 8, 19729 the par vel
_ rate: - wag changed to NTS$43.4286 wer special drawing right and
' corives a&ea to NT$40 per USSL. At the same time, China
availed 1f of wider marging, Decision No. 3639-(72/4%).
On February 16, 1973, the Government established a centra
rate of NT$45.8413 per special drawing right, or NT$38 g

St 1

(G
]
)

\k.)

rate o1f |
U.5. doliar. Decision No. 3875-(73/14, rebruary 17, 19;
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TII. Recent Bootwomic Dwv«Jo smants

in 1972, the economy coatinued its rapid growth of recent years.

reliminary estlmaLos show that GNP in constant prices rose by 11.0 pex

Y

éeﬁt'compared with an average'axnual growth wate of 10.4 per cent in
the preceding three yéaré., Pexr capite incomé in current »riceé is
estimated to have‘inct aéed f?om,tngugquivalent of US$329‘in i97l to
US$372 dn 1972. The targets set in the Fifth Four#Yéar‘Eécnpmié~Deveiop~
meit Plan (1969-72) were eitxér met of surpassed. In January 1973, the

2

which envisages that real GNP will grow at an anuual rate of slightly

P

abgve 9.0 per ceat during the Plan period,

«

Nbacy supply i“cre*ﬂca by 33 per cent im LDJZ, consider ably'; gtcr

than the average~annual rate of increase in 196?~?1. ‘The rapi& increase

-

in the net forelgn assets of the banking system and the cbntinuad axpan~

the malr LaCCOlC respon gible

"

sion of bank credit to the private sector were

O

for the z ag¢a monetary expansion in 1972. These expa ;sio;ary forces were

partly offset by a raii increase in time and éav Vings aepo ts and a

improved budgetary performance of the Government. The price rise in

N

1972 was the highest in recent years; wholesale and counsumer prices rose
by 7 per cent and &4 per ceﬁt; respectively, due partly to highexr costs of
improted gzoods. In . 1ua y 19?3, money guan; rose ay nearly 10 pEl cen

while wholesale’priceé rose by another 4 per cent.

Goverament launched the Siwth Four-Year Economic Development Plan (1973-78)




respectively, of total exporis. Thy shares of ¢
imports were 29 per cent and’ 38 per ctnt;‘reemectlvaly. The trade
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ﬁo: the first : o
half ot 1972 (létest available), net direct'inves ment was someWwha
higher than in the cozrr onding period of 1971, whxte there was
a sna rp increase iﬁ'inflow‘of nrivate shori- te:m.capit l, alnly ;" ade
crsdifs. " Capital inflow (net) on accouat of the go#éfnmentxéector
wag ilnsignificant im both periods.
Gold and o : ficial holdings of intérnational reserves tdtéiéd‘

SDR 680 million at thé end of 1972, of which SDR 80 million was in
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exchange holdings increased by SDR 1 milliom during ¢l
were equal to about three-months imports at the level of 1972,
The exchange and © adc c0utrol gystems continue to involve some
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1noort llbera Aac ion program which envisaged gradual shifting of a large

P
number of commodities i from the controlled list to the~permissible list.
"An automatic approval system was iﬂtroduced, ano a gcaelal lxc ing system
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as been sound dn recent

2. Wnile the overall fiscal performance
years, the growth in banking system credit to the private sector, which

years, coupled witk

hag averaged 23 per cent a year for the past five
rising external suvpluses siance 1969, has produced increau*nuLy large ad

1 =

international prices of primary products and the yen revala““ioa, QXertea
additional pressuves on priceés; om the other hand iiquié asset ho*'i

relagive to GNP contmn ed to increase, These evclopmean indicate the

tand the possible need for more effective policy instrumenis. P:ogréss

P

terml objective of lowering interest rates will be examined in the context

[N

of dts appropriateness for short-term policy objectives. In addition,
the staff team will discuss the oparationtof the securities market, as
well as the development of the loag-term capital market aﬁd the d¢g:ce

speclalization among £ ﬂdi cial ‘nLermcéma*zes.

By
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3. The balance of payments recorded another lmpressive sur plus in 107
Despite an adverse mévement in the teras qf trade,.tﬁa.trade surplus
rose by 34 pér cent compared with the previous year‘while net capital
inflow appeats to have increased compared ﬁiﬁh'the ?révious yeér‘ﬁhén"
there ﬁas a max ked decllne. VThesé'déveloémen@s éccﬁrreﬁjdéspite ' |
ad#erSe influences of the revaluation of the yeﬁ‘ih Decémbe:l97l9 an&

the 1ass'favdrable climate Zor inward fox exgn 11ves;nent durlng 1972
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4. Taere were important developments in 1972 with wespect to China
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Ghina's chromié trade deficit,with Japan. With rveapect to official borfowiug
<:> i rvom Japan,; the Calnese “uthofities nave smnounced that
no further borrowings, The staff team will assess tﬁe scope fox divergifica-

imports and the dmpact on the internal cost structure of alt :Aat"v

soupces of supply of vaw materials and,inte:mediatg<goods, especially in

w|of the increasing price competition being Lxgezleacea by Chinese manuiac-

" narke abroad.
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<j> there appears 1o be little justification on balance of payments grounds
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: fox their xetention. The import liberalization program which was intro-

duced dn 1970 was suspended for a time Irom late 1971 as a vesult of

subsequently resumed on a more

conomic and other uncercainties. It was

| modest scale. However, on Mavech 15, 1973, a fur: he substaati 1 liberaldi-
i ' - )

£ imports was announced, with the transfer of 2 367 items from the

o the permissible’ isL ieaV1n° only 463 items
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controlied list of dmpoxrts
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information of the latest measures, it apoeafs that imports
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s3till on the controlled 1list are l@f@ﬁ%ubm)flbc‘ of ﬁmuorus conu*ol ed

as a matter of course in developed countries.  The staflf te&m Ui 11 discuss

() wlo

with the Chinése authorities the considerations which vore most neavily én

o depreciale the new Taiwan dollar in Februafy‘l973 and will

whelr decisioan ©

A -
S

vake wp the quosﬁ;oﬁjof she appfonf gness oi the lLWvéACh&n Q rave in Uﬁe
lighu,of*recent‘treﬁds aad prospective~devélopménts in uﬁ lance OL »ay értsu
The staff teamgwill also examine in &enail exisbing exchangeVénﬁ trade restri-
tions and their dpplication, iﬁcluding the iimitdtiOQ-on indivi&uﬁl impoxt:’.
orders from Japan, and will'éxplorevthé scoyé fdr a fupthei liber l Lzaion

—-'|

ol resorictions. In this .respect, the stalf team will be mindful of she

Menaging Director's observatlons on the occasion of the establishment by

Chirk of & Central i} EBM/ TS ll& Fehruary 1 73 "in th o e
Chiina of & euu al Reve (EEM ebruary 17, 1 5 tnau in the case of

The nu@ﬂﬁilc of China, a conSultablon was in any case scheduled for tne spring

of 1973 &b uhich time the @acguapy T the current cenLr&l rﬁ*e and liber liza%icn'

program could be GXplored.”

i

6. |Vith respect to exbernal indebtedness, the long-te: TR deou profile appears
to remain fevorsble., Aside from a review of prospects for long~term loans,

JSCUSbLOQ in this area will therefore focus on the shorter end; bouh in

te.
2 international reserves asg reported in IFS totaled

on the nonetary survey'basis net foreign assgets ab

that date dmoanued CO &l ngA-L billion. The sta;f team will follow up
the efforts of last year'S»mission to reconcile the ¢iscrepancy between the

Jtwo series.
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investors were &5 per cent belov the reevious yearb. Japon end the U.8. were
the mejor sourcos of the deelice. The Chineoe cuthoritics censidered the
decline in private copltel flows from the U.8. fo be togpovery. ‘They also
belisved thet Duropean luvestors were chowiny on incressing interest in Toiwan
and European investments are expected to 3111 the gepy crented Wy the hesitetion
of Japenese investors. HMeamwhile, there were indications of an incressing
pipeline of new ilnvestments-«Fhillips Tolecommmications of Hollond has decided
o geb wp o Television Ploture Tube Flant; an Austrisn oteel compeny, Veest, io
cooperating with loecal ecepltal to estzblish e nev inkegrated siecl mlll and Ford
Motors were reported contemplating o vehiecle sssembly plant.

Toe Chincee cuthoritics cotisnts the prowth rebe in the nest and oubse-
guent years $o e 8.5 per eent in view of an expectsd deeline in exporis. The
misolon felt that this estimste was too conservative. Oa the contrery, the
misgion oboeyved that the sivong and growing cwrent surplus in balance of paye
meata should enable the couwntry 0 copo with the sossihle decline in fowveilgn
private investment coused by the nervousness of foreign iovestors in the ney
feu years. In particuler, Chine's dynanic Industriel sector suppovied by come
pavatively low wage ebructure ond expected ndeguate supply of lebor in the neay
future showld enscbie 1t to saintain its competitive position in the world marhket.

We cbporved during our discucsions that the degision 4o mainteian the

. exehenge rate of the Hew Toiwan dollar at BTHLO = UBS1 wes based mainly on expord

congiderations and the desire to mainteln China’s coupetitlveness in the U.B.
payrket. The U.S5. sccounted for 41 per cent of Tolwvan’s exports in 1971

Regarding the effects of the reallgnment on Chinnfts Tovelgn trade, the
Chinese authorities thought that Japanege ecxporters, rerticulerly steel exporiers,
were abporbing the price effects of the revaluation of the yen. According o
then, no cdverge price effects hed been obesrved g0 for. Ac the JJopenese eccondmy
recovers, mowvever, it iz likely the adverse effects will be felt. In this comnee-~
tion, we lopressed upon thenm the degirebility of keeping their exchanye rate policy
under conbinuous review. They apprecisted the mission's viewpoint. It is
expected thet the Chinese suthorities will shortly evell theuselves of the Fund's
decision on wider meyrging.

In the pres of benking there heve been pond lmprovements. The suthapities;
last year, sbolished the praciice of buring snd selling movernment Honde at par.
The prices of these bonds are now recly doterained by the mevket. They ave also
currently considering s drefs banking lav in order to fecilitate the efficiency ond
srecielization of the different types of finonelel ingbituticns. The mission
observed thot interast rotes were otill high and the sprend between deposity and
lending rates remined oubstential and wrged the Chinese authorities %o endesvor o
bring rates down ond parrov furither the sgread o0 a5 to induce greater efflciency
in the bauking cysten. The Chinese avthorities also azreed with the mission that
the current prectice of granting tax exeuption for interest income from governsent
vonde and cavinge deposits needed to he discontinued in the interegts of the.
development of ¢ good bund murket.



Parther measures vere baken by the Chinese suthoriiies to Idberalize
voth trade and current poyments in 18971.  Iumport coatrol on 1,583 commodities
was rezmoved lest yesr and allowences for forelgn trovel sol remitbences o
students hove been ralsed. The mipsion impressed wron the Chinese suthorliiies
the need for contloved reviev end relexation of controls on trade ond peymenis,
particulsrly in the interests of the loag-tern efficilency of the Chineso
eeonomy. The Chinsse euthorities have nloso recently revised the rules relating
to tranesctionn in nommonetory zold in Chinc. As o veguld, the Central Denk no
longer participotes in troding In nonmonetsry gold.

ecs CBS

"ETRy
FAD
THST
LEG
RES
IRE
Mr. Savkar
Far BostEnDivision
Mra. Yeng
Mr. Ashisbor



0

The Managing Director ‘February 3, 1972

D. 8. Savkar and Donald K. Palmr
Republic of China=--1971 Article XIV Consultation = Briefinz Poper
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CONTATNS CONFIDENTIAL

INTEIGATTONAL MONZTARY YUND
REFBLIC OF CUINA

Staff Report for the 1971 Article XIV Comsultation

Prepared by Staff Repreaentatives for the 1971
Article XIV Consultation with the Republic of China

(Reviewed by the Committee on Article XIV Corsultations)

| Approved by D.8. Savkar and Donsld K. Palmer
° Mey , 1972

I. Introducticn

The 1971 Article XIV consultetion dlscussions with the Republic
of Chirs were held in Teipei during Merch 6-16, 1972, The Chirese dele~
getion was heeded by Mr. E.Y. ¥Wang, Vice Minister, the Minietry of Finance,
and included senior officlals ¢of the Centyral Rank and of the varicus

o ministries concerned with eccucmic policy. The mission alse had discussiom;
with Mr. K.H. Yu, Governor of tha Central Bank and Mr. K.T. Li, /inister
of Finance. The staff team coneisted of Hessrs. Koji Suzuki, Alex Ashisbor
end HMrs. Hul-Chen Wu Yanz. Mr. P,Y. Hsu, Executive Director for the
" Republic of China, attended some of the meetings as an cbserver.

II. ERevert on Discussions

0 E l., Cemneral Develorments and Prospects for Growth

In spite of the adverse impact of extermal developments on certain
areas of the economy such as the stock market end foreign privete invest-
ment, the economy as & vhole maintained a high growth rate accoumpanied by
further inmrovement in the balance df payments and price stability. GEP
in 1971 reose by 1l.4 per cent in constent prices, following the 11.2 per
cent increase in the previocus year. The projected 7 per cent growth farget
in the Fifth Four-Year Plen (1969-72) and the everage growth rate of cbout
9 per cent achieved in the past 18 years were both substantially swrpassed.
With the popuiation growth rate of 2.3 per cent, the same as in the previous
twvo years, per capita income at current prices rose to NI$13,148 (Us$329),
representing & G.0 per cent increase in real terms.

The mainstey of this impressive performance has been the dynemic
expension of manufacturing products vhich recorded a 23 per cent increase
in 1971, following en 18 per cent incresse in the previcus year, The
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Changling exberusd conditions dordng the year had gome eflect on the
stock market, as indicated by the shar flwé;;m tiong duving the second halyf
1

e

i 107L, ‘ﬁzﬂ subhorities took certain messures such as Lemporvery suspension
off the collection of secus ~m§ vax to oounber these develommenbs during the
yeer. The wmarket oppears to be recovering Samewmc. in recent nonths.

ot - o 4 <
Lo Balanes of poomoen

=,

e b0 ’th@ wrempriavle Increzse in euporhs, the balance of puw e s

ghowed & ‘w;i_fh:;er Dmprovenent in “Lsf{ 1. The s r@’ ugs on current socounbe-
ineluding ned broansferg--was UBSL7L millicn, resuliting in o record overall
serpivs of US$d willion ip s;gz:i“%;{a af o s‘*a.m ag uLme in net capitel
veesloiz. I% is 0 be noted that the imgrovemsnt in the curvent accound

1

tock place ob & tize vhen there wag & dsterloration in the capital sccount
{ o
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The authorities ‘M"LQ ar releved conbeels op sexvice paywente. Personal

aliowences fov privete travel were dovbled from UIS300 o Ws;’;{)(){} oy adulds,
and from USSL50 4o USH300 for escn accompanying child of under 12 years psr

Ty # L? | g e, 4 Pl oot 4 l\ »: H &
vip. The sllowance for business trovel was roized from USETO0 So USSL,000
@ x:é,h Tor up bo thve

g

moniis.  The axdire cogb of tuitionm and Living

¥ RS

expenses of Chinpse residenta studying ebreod will now be approved on the
basis ef -;,;’42; ingtes provided Lg the hogt dosbitution. Additionslly. up to
EI!‘S‘;ESE@CQ (previevely US$L,E00}, may be renitted eoch 3}3&1’ &Z‘*&@v the first
veady, Ihe stall representative mm* geized the need to mul 1 bhe pace of
:?.:"sf' ort end exchengs liberalizesticn in the me Tun ins em.:,» :u' t\,e.% gffTiclency
of the econoysy : E

In Wovephey 1971, the Govermnent revized the Hegpulseblong governing
the Supply and ““rrfﬂz“; of (hxm_mm% Gold by aitering the definibion of
i s freom 0.875% So 0,945 per tvoy ounee, and by designeting the Cantral
Trugs r"i"m an 8z sgent of the 'pméuﬁwm o sell g, old o processcre through
The main chiectin are to ensure & ghable price of gold.on
L
]

!
3

3‘-{5 \":‘
\)’

25 T

E: 31
the domesble oo et. aud o elininete the need for the Ceatral Rank bo

ety
engage in domesbic gold trauzacticas

9

153, 84alf Aporaisal

Tae econcny of the Bepublic of Ch.,am, in 1971 adhileved the }z;i.gx‘mst
growth rabe in the pesh sly years. This wes sccompanised by continuo
yg'*}.c»;: aoahility.. ‘mc balance of poymanss, which resulied inm o
w

"'zrs;*ol?;s larger than in the ftwo preceding yesrsn, roglistered for the |
tine & substentisl surpius in the current ecccount. This achlevemsnt

dun 'L-C‘ the conbtinuing resid exponsion of exporis which *i:m_},,z:,

profnction as well as lnveshuend activity. The vecently adopt

Z*%ve%ammm&- ‘“J an stresses the waln sonls of podeynization &ﬁz&
2

i
A
.
]
s

cophosis on heavy and pesrochemical industries snd exporbs. Loonc

in 1972 is egbimzbed ot & lower robe and the prospecis for expord o

are less fovorable than in 1071, Hevertheless, the authoriiies view fubure
developnents with confidence., ITrendg in the first guester of 1972 indlesbe
thet the projected growth rabte will be reached, if not surpaseed, barcing
wnforeses: factors.

The menuifacioring industry, ?a,rffsalj; Wper‘a:uo rlented, has suown & hilgh
degres of ndogtabliliy in adjuveting o changes in demand in sn mavkets.
However, tha p:)l”@}? of concepbrating on o :m B if‘ée COmmod g for
export has encountered elther reglisbance fron isporting cown or ghrong

=t this

s Jp«:*i:ixmn hitligwsic) emmur:‘; es wnich supord :;.;m:.‘

gitnation, the efforts wade vhy the texbile industry to ghi "%; inm log
ouality to higher quolllty merchandise should sob only minimize the resbrice
tive ef 3

aetys bub 4,,} j.;; spense bhe :5&33.1% v of itz products Yo cowoste “Lva
nelgnboring countries., Ievaluabion aof Xe Japeneze yon 111 bma.}rz’:.o*fw
have advevse effecty on 4h mum*&ﬂ?—*g which zrely heavily

J*W‘imﬁ“" chinory, sgulpsent end row paterials. o peg
domesble producers ere sloving down purchises of certsd ;
darmn while doveloplug lupoart subsbitubes snd w*dtxa.wmg gt




"f‘h@ 45751 inese wubhoritiss have sleo been confronbed with ceviain problemg:
aggocinted with the transforsabion gericaiture-hbesed o an indughry-
Ao imwi«.ﬁ geonony, such asg ,.,,w ~hages of "”m m Labhor, aing production cosbe

[sd
]
4

b

lovey "‘.a»m; i;ﬁc;:;rfwe::@, e:“imo, me‘, pave inbrodoced an agricuiiursl modernissh :Lsm
; < ';‘21;:\:-.:;&@& in thiz area
vive role
& bhealthy and proge
of the nabloned -

[

gre in bthg l‘i"’ff‘h directi fzxm % : ok
played by the Gov erm&@nﬁ; in zgrievdiurel dovelor
}3&;}?@1’3 :’:zg,s:* cudvural sector will be & g

Q

8 shown comtliomed ! syegeant in pecent years.

& - e, g nde o N Wi ” P oy e i
Sinecs ubhabentlisl budget surpluses.  On dhe other
3 ; . [ A . 2
hand, : vacent yonrs ha :
[P s ‘ Fe fn £
Whare shruchure fecilibie » bebiad

the n e 23 ] @ Y Sinee the vather conse a:" 33 of the
a.mtaac» ' to further delays in gus of
m., s ? .f_,* DY 3 Go Do desirehle for the { S PR-eYsnine

A §:

w:;] <"’(.-‘73k,- &I

-

¢ b0 incrassing tzmmm’%; wras sibabantis )
17 m me m'azd groutl of the econcsy sud he nature of

£
Lk gl M@ aveTase ban s_pw‘tw has dealined (from 22 ;;:@;z- cant of

FRR) N %,
)

(3&%’ F o A3 pe P M,e.;.i. ¥y 80 that bhere iz gbill ¢ *31*@1“,5:;*&

lncressing baxes in order 1o mest increased goanibal expes

K o L Sy
&\YGE?‘?%@’},L? %X”"”?"

In view of the high rete of ccopomic growbh and the ¥
aid 3."3?1 058

develormenhs snd balance of TRAYIRNGL, m;:mm,w
be comsideraed o e axce .ss.,\sc.,
o

-

gehive the loverd 3zg o J.ﬁi“ gt
yailing sbroad and the e of B morae T
ghructure 85 howme. This policyr is expecbed o continue. The z6afY sarees
with the m*tmrmms *5. ;I:‘.9 ferom the ?unwl y poind c;‘“ viewr, whoere is & -

i 3 ﬂ:}»’b&ry jr ;.mcg in ::, gnents

s;,,ﬁ; lonal

B aaiafe  manen Tt o g
of debt iil%ﬁ}@»gtx&“ﬁabu

The balanece of poymencs performance in 1972 is enectsd o be loesd
Cavorehle than in 1971, ‘l‘h@uga there are some uncerbaindics dve €
cheazine evbormal conditionz it appears thed the buasic trend in the
belnnce of paymegts will conbinue %o be fevorable. The obels "@@li@.f o]
there 18 s6i1ll considereble egeope for fwdbher liberdiszabion of restrichions
on 'tzka;:’i@ snd paymends.

;.A
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v:Fun&_ﬁg}abucns wi&h Chins

Chiaq iz an ar*ganl mesher of the ?uru and has 2 quobtz of SDR 550

miliion. During the Fifth General Review of Quobas, China indicated that
it 2id nfh wish to have its quots Incereased. China coupleted iis pmrmﬁhv 
of the gold norticn of itz subscriptien te the Fund on Augush 1k, 197¢

An fﬂful 1 par value of TS0 per U.S. deller was established on.
September %, 19(9& e '

On, @écanQG a0, 1971, Cb&ﬁx informed the Fund that the oxchange rate
of HTSh0 per U.S8. dollar would remain unchanped. This represented o de-
eranse in the gold velue of the liew Taiwan dollax 0¢ T.09 per cent. On
May 8, 1972, this rate, which porresponds @o ﬂT$h 386 per SDR 1, was
wfread wvith the Pund ss the new : China potified
the Fund that it sveiled its eji'ﬁf wi&er nmar inb wnder Execoubive Soard
Degision Ko. 3463-(71/125)., adopt soewber 18, 31971. A gold tranche
purchase of SDR 60 millien was maée on October 20 0, 1971. Ercsent Pumd
holdings of Hev Taiwven dellars sacunt to L00 per cent of China's guote

‘Chine is a perticipant in the Specisl Drawing A caunﬁ China notifiled
the Pund that it did net wish specisl dreawing rights to be allocated to it
under the decision of the Fund on the nllecation of ap

foy the first basgie peried, hLL hss reserved th ikt recuast the Puond
to berminabe the effecl of the notificatizn with respect to the gscond and
third allocations for the first basic period. Ko ¢urnuer n@ii? cation In

this reaspect was recelved by the Fund and no allocailon

{\—-iu
+

antisl hechnicsl assistance to the Chinege

=
[+
on to the ip%roductiun of o salss tax,, the

The Fund haa nr@?z&md subsg
io 5

autherities recently in relot

< Grafiing of & genaral banking 1nnq whe prepsration of en oporation monual

Tar the Ceantrzl Bank., and the management of uumiic dalbt. Mr. Qui

intdon froo
%he'fl%Cul panel was assigned f & bterm-of one year, beginning in May 1971,
to assist the Chinese Cusbtoms in Lhe adoption of the Brussels Tari”
Bomenclature The services oi Mr. Guinton have bezen exbendsd for

term of one yee' with effect from Mey Y4, 1072

[

another

The last Artlcle IV Cunsulﬁauvon with the Ch nraa cuﬁhe ities wags

Liead

held in Talpei from Merch 22 April 1, 1071 (&/7r/108. S5/5/73, /717115,
3/13/71; and ecorrestion 1, 5/””/{&) The . Lxecutive Eear i’z deeision, tahken

on May 2B, 1071 was as follows (E&M/{ifh{mvasclu¢on Ho. 3340}

-

o

T = K
uanﬂlvﬁ pg the 1970 consultablion with the Republic of Chinz pur-
Article XIV, Section b, of the Articles of Agreement.

xR

L. This decision is taken by the Pyesontive Directors in

2., The very high growth rate continned in 1970 in an

euviponient of relatively ¢ stable prices, snd the balance of
payments leproved Turther. uxe:us in tha early nonths of this

year together with the policies being pursued by the Government
sugpest thal pros %éctﬁ Foxr ?9?1 are favorable.




o 1 - B S APPRENDIX
G, 3., Durdng the vpast year, the accwmlation of excheng
reseyves has been o hglor Tzetor acceount ing for monetary expanslon.

= - .

11th reserve asccumulation being supplenented bw derands for |
development Uinance, 1t sypeers thot the ronetary euthorities
face 8 major cnallwn”e in ¢ﬂTl in kesoing credit expansion within
the limits cvonsistent with malntenance of price stability. ‘The

-.M

(J

Fund hopes that the Chinese authorities will keep this sibuation

under continuing reviev and will take the steps nece"”avy Lo pro-
mote the effective functioning of ceplital markets and of domestile

credit combrols. . , ' o . Y
) . . ' 5
b, The Mund welcomes the steps that China has taoken during
the past 3

veay Lo establish s par volue, to @llmlﬁ&tc the gyotem
tered Torelizn exchoange vhich invelved rultinle cur*emcy

g, and to liberslize the restricticns on trade and payments,

A
A L
particularly by exponding the permissible list and by introduclng
an cutomatic spyroval system for impords. 1

J

with the present nalance of payments and regerves si ul&tlon there
is = good opportunity to mske rapid progress in ddemantling the
renaining restrictlons on trade =and current payments.

he Fund believes that
o
.




The Managing Director February 3, 1972

D. 8. Savkar and Donald K. Falmer

Republic of Chine--1971 Article XIV Consultation - Briefing Paper

Attached hereto for approval is the Briefing Paper for the forthcoming
mission to China. This has been cleared with the Departments concerned.

Attachment

ce: Mr. Smith



CORFIETRTTAL

FEFUBLIC OF CIIRA

L9738 Argicle X3V Tonsultetion - Hrdeling Fowner

Frepoved Ly the Asiun Dopartoont nund the
Exehonge and Trede Relations Tepartesad

Spprored by De 8. Sovior cad Dpaald K. Selmer

Pebwaary 3, 1972

The 1973 Avticle XIV stefl consultniion dlscussions with Chiag will ba
held in Teivel, Talwn, from Mared & to Mawveh 17, 1978, T stoff tena will
goasist of Mesavrs. Hojl Susukl, Alsz Aehilaber, Mrs. Hol Cheo VWu Yengm, and &
seepetary. . Sueekl will syrive io Tolped oo March 5, following his misgion
B Western Bomon.

1T, Fung Beletlons with China

Chine de sn ovigioel nember of the Fund end bos & quote of 5DR 350 million.
faring the Pifth Yuinguennlel Review of Guotas, Ching indiceted thet it 418 nov
wish o hove Lte quote Inerensed. Ching completed ils payment of the gold poye
‘ tion of 1ts subserizticn to the Fund on August b, 1970,  An fuiiial povr value
of HEMO per V.2, dollsr wse egreed with the Pund on Sopbesber b, 1570. In cone
neetion vith the currensy redlimmentsthe Goverament notlified the Fuad ox

Peesnher 20, AU73 thet the existing roie with U.8. dollar fa to he mintained.

A gold trenche parehase of SIR &0 milifon vos made on Usbober 80, W071. The
1970 Artisle XIV consultetion discuesicns with Chine were held in Toipel from
Moveh 28 o Awcdl 1, 1973.

Chine 15 ¢ partleipant in i Special Teawing Account. fhise potified the
Fund on Tosember 30, 1999 that 1t ald not wish speclel drewing ridhite 10 be

allocated o it under the desligios of the Pud on the alioeation of gpenial



draving vishte for the first bagic perdad, buv vesorved the vight o request the
Fusd 4o terainate the effees of the sotification with Tesgect to the scessd ond
hird silsendions for the Pirst bosle perind. B further aotificetitm in thils
respect was received Yy the Fund e no sllcwation medes

e Poud hes wovided substantinl teclnical ssolstance o the Chlpvse suthove
ities 1o 1969 oud 1570 conserndns texoblon refors ood beshidng luzislstivan. In
vesounse 0 8 rogussh fvon the Mindsler of Phoanes, v Fund hos recomendsd
Hre S Go Guinton, o custung experd, to alfvise the Chisses asuthsritics from fuly i,
IG7L for o period of oog yeuy on the wepRrebicns vocessnyy o odopting the
Broowels Toril? Rowenclabuse.

1iZ. Deeent Seouomle Devedoaments

In 1971, the econoy eontisved 0 ewpend of the hish move cchicoved In the gesd
gecede.  Brelimineyy cetlmntes show that (AP ot curvent prices rvse by 1l e
cant. I eonstent prices tio rote of growih dn 1971 mey be ollghtly lower thon
She 10 mor cent schicved dn the yreviemw recr. T sversgy casusl mbe of grewih
wos obout 9 e cent during e yowicd 105370 compared with ¢ mlodmes turset of
¢ ey cenb. In Jesmwey 1972, o tenevonr seoncoic development plun (1971-850),
whieh wolects oo el dntrense of rocl 4P of 8.5 o ceat, wos edopted. T
plso proposses o oodurnles the econsty by eoselerating ite ?;sﬁ&@mt;%lmmi@m wnd
mechendsing arpleultere. Fophesis 4o ploced o the develowment o0 the ehenienl
o beavy Indusiies. e pleo envisaces o hisher mmte of lnvestoent then io the

mat. In view of thic & of the chomged politliesd ellwsde in jovbloulnr, the

Grverment ROV urges the sntlon $0 etep uwy domsabie sovieg B srovide davestoent
resources ralley thoe o rely meevily oo foreizs losse and lavestoents.

Honey supely dsersosed by 20 per eont in e Tirst eloven monthe of 1971 come

pared with loos Ghan 10 per <2nt in the cowrespondiag pewind of the ppovious yeay.



& ennbinued inererse in the neb forelsn nasels of the monetory systesn and in
ereddt b the prlvete gector ab am oven hlgher rate thon in 1910 were mainly
regyongible for the higier roate of monelnry expousion ia the 1973 g@rﬁaﬁa&f
Toege expmagionsry foctors were offast 4o o larvse exieond by o substesticl
incpease in tloe opd sovings depodits, enulvnlent to wove thoa bl v cent of
the oubptending woney eupply &% e beslaaing of 1971 ‘Esé«sevé; oredly O the pube
e sectoy so o whole showed oo foepence in the 1071 peried in condanst W s
é;ﬁm*m@@ o the 1970 gerled dunr w o drosiing dows of goversment devosiis and &
lorger ivoresge ia credit to public eaterprises. Tesplle the sepld expension
:2.:5;’ nongy oupply, prices semised relatively stobln. Betvesu Dpewsher 1970 cnd
Hoverber 1¥T1 ebosumey prices rost by 3.2 per eent end wholesele ppices by
2.2 per oonds

Bgat peojections for FY 2971 {anding Jwme 30, IH71) sugsested o omell
gurplos.  Sobtusl rovenues Trom tagation sad sonouoly profiss invressed comewhng
gore than projected. However, 7820 wilidon of cowermeint bonds were isgued
dupdng the Tigesl year for the rodeption of sutabtonding bonds. Buloet peolees

ioma for the current Fisesl venr (bezimning July 1, 1971) ave sot yet eveilehle.
It io only koown thet (e udget 1o expected o be finonesd with the sooe soound
of government ol issues 68 In FY 2071, ming the sused peeded to meet refegntion
af vablie debt falliag &ve.

The oversil belapse of paysents replsteved substuntial suwrplvecs in every
vesr since 195 except for 1968, with cwrent acecat defielits geserclly being
moye then affaet by o8 ennited infiows. Io 1070, the svorsll curclug yose 9 o

recoed high of USR0S nlidion, sout twice tha suount of the preceding veer. Hith

i/ Tne empanslonery mmetsry effects of external tvananctione of aboub Wia! bile
Lion during Jamuary-fRoverker eontvest with o deeline in totel grons 2038 end Forelm
oxchsnge rveserves (ineluding holdinzs of both official end ecmswreiel teoke}
eruivalent to cboud T2 Lillice v the saue period. The otedfl dees oot heve ooy
{nformation which would expledn the digerepansy.
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the increase in expovts (choug 4O per cent) exceeding the vising fapuris, were
vas & trode surpius for e firat vice simee 138%.  Divest lavestment and other
prlvate long-term eopltel luflove decsreased scpwwbet. There vas, however, @
sharp roverssl 1u the private shorteters capiinl anvcount from o seh outilow in
1969 0 o net faflow in I970. Tue bulonee of payoents for 3571 16 not yet
pvniiable. lowever, sxchange sebtlergut dste Por the Dirst eloves months of
1971 show that exports vere 37 por cont shove (he corpvesposding perisd of 1970
vhile dmyarts vose by 26 ver ceate  Tnere wes e wrade surplus of USHISE millien
eoupored with U393 million for ihe soxe verled of the preceding yeny. In line
vith the pattern of both 1860 ool 1970, trade with the Unitseé States resulted In
a surplus of USEESS million while trede with Jorao rasuited in o defiedt of
PH2h42 miilicn in the oloven-moath veviod. Deports 4o ihe Uslted Stntes aceounted
for 21 yer cond of totel suports, ond luperte from the United States were 30 pop
gent of totel lurorts. Feports t© Jepen sacounted Por 12 per cent of totsd
enyorss, and imports feosm Japm were 4O yer cent of totel Joporin. Trade with
Hong Konw resulted in @ surolus of UBSL0R pillden snd with e Pedeynl Bapublie of
Geapany USSLS zlliion. | ‘

Eeaplte the lorge surplus resulting frow forelpn teeds, groey officlal bolde
inge of 2014 wd foreiss exdlamnse shoved o substantisl decpenge, from UESSEh mils
ton ab the bagianning of 1971 to USS505 nillfon ot the end of Hovesher 197k. The
dacliing was aluoot entively du Torelpn exobogse holdings ap the decpense in gold
woldings wos perely US32 million. 7Tt ds wot possible o secons this doveloewend
without o Wlance of gazw;z% estizpie for the year,

The exchange and trade contyol systens were developsd during yeevs of elanve
of seyemals presauwres, end covkdove 0 Lmvodve exitensive controls mnd moirictions.

Saginning nid-1570, the authopritise enborked on & wojor import ifbesollzation
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rogran which envisaped gpadusl shifhing of o M@ westber of cozmodivies from
the wnmim@ list %0 the permiceible list. 4n aulowntic approval eyoten wao
introfuced, mﬁs& wenersit Mesnoing syates wao goteblished for dupovis by lnrge
monufaeturers sodt other didvect users. Bowever, following the U.S. mepswros of
Awmet 15, 1971 the suthorities sospended Turihey desonteral action.

In epite of the steps ohen by the W.8. 4n Aupuad 3;5».}‘?& vhich had vide vonging
curveney effeeta, 1ioted cwrrencies (Australion Gollse, deutsche mork, Fong Hong
gollor, Malsvelns dollow, pound sterlisg and Swice frane) eontinved o be quoted
daity, based oo tholy mriet rtes abrond with Wwying asd selling worgine of
0. 7% per cont. It is wndersicod dthmt the sutioritiss aie eonsifering edopbion
of wider sergins: under the "Fund's deelsios on Centrnd Retes and Wider Vorglns®
H.B. Decislon No. W63={71i-328), adopted Decester 38, 167

Y. ZTosues Yor Discupsion

A8 the sbove developments inticnte, the econowmy, in 1071, continued to
anoad et o hish rate without great A100iculties. Eovever, copsideving tho
effepts of the retent renlizmant of qurensies oad the matestial alfects of
external politicnl develomreate, Tuture developsent of the econtzy 1o olonded by
wngcertadntiss, The staf? will discuss with the suthoritles the following lssues.

Tere bave bemn Tive Pouresleay Doveloment Plonss 1072 da tne last yesp of
the Fifth F@mv-‘!mé Plan, ‘Dhere heg g0 Par boen oo indicatdon of Intentions to
istrodure o nav FoursYenr Plen. Hwever, o TeneYoor Plen {397350) which
sppesrs 0 be e poysrective piea ws a2dogted ab @m beginnieg of 197d. oo
gtaf? sess will review the assuspiions underlyiog the mwolections of *m Ten-fony
Flon, ond sypdore hov 3% is reloled 4o the foweysey plost. The staff tenn wili
alge dloonse with thy cuthorities eeir g;faima.e:aé@ plonadine gteatesios, end fubww
oubdsak for contisued growih, perticuderdy dn the 2ight of the potestlal declice

in e nficy of egiarasl resvurtes.
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Regerding smonebary developmenis, the exgensionery fusees steumning froa e
inorenses in forelgn aseste (which may wob conbinue) ond tho recent socslevetion
P eradit covld geoerets somy lnflstionzyy rrwecures, The staff toam will
endGEvor %@ m&mﬁ& ot locrelsy fo the monotayy sysbten's Torelsn sasetds with
the deeline in goid ood foredsn wmeheage Boldings. The gtalf tens will sxplore
with the suthorities the scops for mpswdng compeutabory Tisenl, smetaery ond
other policies to eope with disburivuwes ceasrated by externsl fectors. The
s%ﬁ‘f wedm will elss revisw the jrosyess oade o vhe ispyovareat of monsy mod
eandtel aerkess, ao vell 86 1o ¥9@ use of (notrownte of monebury olicies and
*i;%m sutlonk for edjustomonts end sodificetions in the coatent of the chopging
futernad snd swiernsl elreumstances.

The oversdl balonoe of payoents seoerally registered swoluses in in the last
fow veryry, largely due o he ropid seowilh in exports and eoatlimmed dnflows of
forelon capital.  Tw trede potlern 98 oh tarized by ewrpluscs vin<&-vis the
Uniled Statas ond ohwonie sud growiag deficlits vis-a-vis Jopen. The recont
vevalystiong, rertiouderly of the yon, €11l subetantinliy lotpesse tho ﬁ:@é‘% of
fmporied poterinls, spore perde, oad epuizssnt whieh esuld in Lo ofiloh trode
balnoce, production coslte end geaersl pries Jewel. The ofeff team will discuss
with the suthorities the impect of reellgnmsnt of cwrrencies on domssbtin yrices
ond the tyods balaves. Due 4o the foob that lofunimics sad faotories in Talwen
are structurelly bishly gsaved 4o the ves of Jorenese wechinery end maleérdelu,
daspnd oy lmaaris fran Japen o zelativelsr inslnotie viiﬁ'x veoprd o rice chenges.
On the oiher hood, evwports Lo Jagen aye uwlikely o wWeefit mwh fyom the yoa
yevaluwbtlon ae thay o restraingd :a«.‘zrz'@ by ddrset wather thon coet restrictions.
Toe gtall toem will swzlore with the outhweltles & possibils eolnbisn to fapwvove

ihe pibwebions  In reosad o longeform strategy. the sted? toan will discvss with
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the suihoritien e feseibiiisy of Lpart dlversificntiss sf will alec m:gm
¢he puthoritics! view on the mprwopristensss of the cwrrent exchanse Inte pEre
tlewiarly in the coabest of the ehenging Circmstences afey the ~:me;
r&%—l‘é@;ﬁm@a;

Tezpite the strengthened trede posivion (o surplun of J10F aillisn fow
JosmyyeNoveney 1971) the sross offisisl holdinss of Toreisn exchoanze showesd
a dooresss of S317 mtilion durding the sume period. Appovestly, sowe oubflous
of opitel alxht in pard aseount for this development. The stoll toom will,
in this vespect, cwsadne the conital ooeount ond foreden debb position ap well
g other Torslye trmneactionn. Io view of e cenging elraestences the stelf
tesm L1 sleo discuss with the authorities Uhelr policles resarding exisynal
floanoing, both shortetorn and long-ters.

Ekwim;g the consulietlons of provious years, the stall lsass urged @m‘:
puthorities to literalize the lmpord contzel evsies. Iatile progress nd been
mode until 19701 In early 1571 =n sutanwtie appvovel syoten wes lotvofuced Top
o minber of imported gosds, a lsrye watbey OF Itexs van salfted frm the oop-
tealled 1ist 40 the permiesibls List, uof o generel idcense: gyeien wad ogiublished
for Zoporte Uy eudusers. Folentisl offents of this relmmiion will be assansed
during this conpulisticn. DT steff temn will alpo fngulye aboul the progress
gade In respest o tarll? revigione which wore expscted 40 oowe Into effech dupe
dun the camser of 1974. Dag w0 te politlonl preasures. the resistoncs o
forther retlonslization of foriffe and lloemlimmtion of the presest trade pysten

st thle wartieular 4ime ia Aikely 4o e sdrens. The otef? femm Wil dnguwire

nbvut places for futare mofdfleations of Wo trofe and ozchange oysten end digsuss

relnted 120uns.
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Ab the tlwe of 1999 consuliniion dlscuselons the stefl bewn supregssd
concern abgad offiednl 2018 froveweetions that werve inconsisbest with e Fend's
policles un g0dd cod officled purchases were made, though fhy very smill sxounds,
af domesticnlly prodursd gold 8t & price $n excess of UBHLS yer vuscs. Jo early
1471, the subthmrities suspanded ses %&%ﬁ&i@%ﬁ&?ﬁﬁaai AL e diee of the previous
consuliation discuasiong nev reaxulatlong wore holng veepared vwhoee iy objective
is 2 ensure & siable price of 203d iu the Jowesiic suvbedt. The otetyd team will
Faview with the authorities the pvoposed orraneents sod willd sleo otteust o

sitaln Inftemntion on secent develsprents o the id madet s Tolwesn.
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MEMORANDUM ' January 31, 1972

To: Exchange & Trade Relations ™
Legal Q?P
Treasurer's

From: K. Suzuki y{g;z

Subject: Republic of China--1971 Article XIV Consultation - Briefing
Paper

May we please have your comments by close of business

Wednesday, February 2,

o M
§4

- Attachment
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/ AL Az*tiele XIV stats conmdtetion discussions with China will be

« Taipei, Tivan, from Morch 6 vo March 17, 1972: The otaff team

- «1l conpist of Messre. Koji Suzuki, Alex Ashisbor, ¥Wrs. Nul Chen Wa Yang,

and a secretary, Mr, Susuki will srrive io Taipei on Merch 5, following his

niesion to Western Sewmon.
II. Pund Relations with Ching

Chitne is on original member of the Fund and has a quota of $550 million.
Iuring the Fifth Quinguenninl Review of Quotes, Chins indicated thet it 4id
not wich to bhave its quotn increased. Chine eonpleted its payment of the
gold portion of 1ts subseription %o the Fund on August 2, 1970. An initial
par value of HESO ver U.8. doller woes agreed with the Fund on September k.,
1970,  In comnection with the currency realignwent the Govermment notified
the Fund on December £0, 1971 ¢hat the existing roate with U.S. doller is to be
maintained. A gold tvanche purchase in the equivelent of 360 millien ws
mde on October 20, 1871. The 1370 Article XIV consultation with Chins was
held in Teipel from Maorch 22 to April 1, 1971.

China is a participent in the Speciel Drawing Aceount. Chinz notified
the Fund on December 30, yl?t’i? that 1% 414 not wish special drawing rishis to

be alloeated to it under the decision of the Fund on the allocation of speclial



draving rights for the fivst basie period, but hep reserved the rilsht to

request the Fund to terminate the effect of the notificetion with respeet

to the second and third ellocations for the first basie pericd. No further

notification in this respect has been received by the Fund up to the present.
The Fuad hes provided substentisl technieal assistence 4o the Chinese

suthorities in 1969 snd 1270 concerning texation reform and bapking legislation.

in response to 8 request from the Minleter of Fiunance, the Fund has recomended

Hr. 8. G. Quinton, & custons export, o edvise the Chinese mthwité.es from

July 1, 1971 for e pericd of oue yesr on the prepavations necessery Iox adsmsu

. "ing the Brussele Tariff Nomenclature. |

IIZ. Recent Feonomic Developments

In 1971, the econcumy ¢continmued to expend st the high rate echieved in the
past decade. Ekx':aﬁ.imimy estimates show mt P et eurrent prices rose by
11.h per cent., In constant prices the rate of growth in 1971 mey be slightly
lower then the 10 per eent achieved in the previous year. The average annﬁal
rate of growth wvas about ?pex' cent during the peﬁmi 1953=T0 compared with a
winimm target of 7 per cent. In Jaauam% 197é, & ten-vear economic develomment
plan (1971-80), which Trojects an ounual :lhét*eam of veal @P of 8.5 per cenk, .
wes edopted. The pion proposes 0 modernize the sconomy h& aceelerating its
im‘&ustrialimtiéa and mchaniziﬁg agrienlture. Empbsaeis is placed oun the
development of the chemical end heevy industries. The plan envisages o higher
rate of investment thow in the pest. In V’i&iﬂ of this and of the chonged
yﬁliti@&l glimate in particuler, the Government now urges the natlion to step
up domestic saving 4o yrovi&e investment resources rather thon to rely heavily

on foreign louns snd laovestmenis.



.3 e

Money supply increzsed by 18 per cent in the first eleven months of 1971
compared with less than 10 per cant in the eorregpondiag period of the previous
yeer. A contloued increase in the net foveign sosete of the monetary system
and in credit to the privete sector st en even higher rate than in 1970 were
meinly respongible for the higher rate of monetery exponsion in the 1971
periaﬁ.y These expansionary fackors were ofiset to o large extent by a sub-
stentiel incresee in time and 'sa?ings deposits, eguivalent to more then Al per
cent of the @ﬁt&tﬂn@iﬁg money supply at the begimiﬂg of 1971. Net credit o |
the public sector as & whble shéwefi gome incresge in the 3.9?1 pericd in contrast
to a decrease in the 1970 period due to @ drowing down of governmeat deposits
znd & larger incresse in credit to public enterprises. Eésﬁﬁ.te the rapid
expansion In mopey supply, prices roemained xﬁémmvely ‘shtable, E@W@@n Bgéember
197C and E%mvem%r I&?’fl @anamé prices rose by 3.2 per cent &nd vholesale prices
by 2.2 per cent. - ' V

Budget projecticns for FY 1971 (ending June 30, 1971) sugzested o small
gurplus. fActual mwmwé from texetion ond monopoly profite iacresased somevhat
wore than projected. Hmvér, Hr32.8 billion of government bonds were igsued
dﬁring the fisecal yesr f@rfthe redenption of cukstanding bonds. Ezﬁget PG
'jéetian& for the cuyrent fisecal ym {beginming July 1, 1971) ere aot vet evail-
able. It is only known theb -ﬁmé budget is exﬁecmd te be finsnced with the
some amount of Government bond issues es in FY 1971, being the cwount needed to
meet redsmption of public debt f&lling due.

The overall balance of payments registered substentlal surpluses in every

year sinece 1960 exeept for 1958, with current sceount dericitis zererally being

1/ The exransionary monetary effects of external trenssctions of ebout
HTE7 billion during January-Novembsr contrast with e declins in offiecial gold
and foreisn exchonge rescrvee eguivelent to about BTES villion in the seme
periocd. Tais dicerepency, eaulvalent o sbout UB$3CO milliom, cen mt present
not be explaiped.
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more than offset by net capital inflows. In 1970, the overall surplus rose
t0 a record high of US$183 millton, about twice the amount of the preceding
year. With the increase in exports (about 40 per cent) exceeding the rising
imports, there vas a trede surplus for the first time since 1964. Direct
investaent and other private long-term capital inflows decreased somevhat.
There wvas, bhowever, a sharp reversal in the private short-ters eapital account
from a net outflow in 1969 o a net inflow in 1970. The balance of payments
for 1971 is not yet svailable. HNowever, exchange settlement data for the
first eleven months of 1971 show that exports were 37 per cent above the
corresponding period of 1970 vhile imports rose by 20 per cent. There vas a
trade surplus of US$182 million compared with US$13 million for the same period
of the preceding year. xnmummptun;ormma;ulmo,m
with the United States resulted in a surplus of UB$265 million while trade with
Japan resulted in a deficit of US$4L2 million in the eleven-month period.
Exports to the United Btates accounted for k1l per cent of total exports, and
imports from the United States were 30 per cent of total imports. Exports to
Japan accounted for 12 per cent of total exports, and imports from Japan were
40O per cent of total imports. Trade with Bong Kong resulted in a surplus of
US$108 atllion and with the Federal Republic of Germany US$1S million.

" Daspits the large surplus resulting from foreign trade, gross official
Wofﬁlﬂfm@m-hundummmm,m
" US§62h million at the beginning of 1971 to UB$505 million at the end of
Noverber 1971. The decline was almost entirely in foreign exchenge holdings
a8 the decresse in gold holdings vas merely US$2 million. It 4s not possible
to assess this development without e balance of payments estimste for the year.
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The exchonge and trade control syplems were developed during years of |
balance of payuents pressures; end continue o involve exiteasive conirols and
regtrictions. Beginning wid-1970, the authorities embarked on o mejor impors
liberalization program vhich esvisaged graduel shifting. of a large nurber of
cormodities from the controlled list to the p@mséime list. An automatic
approval system wasg intm&uc@ay ond 8 ganeral licensing Syotem ves esteblished
for imports Ly larze manufseturers and e%;m&-' divect ugers. [IHowever, following
the U.S5. neasures of August 15, 1971 the suthorities suspended further decontrol
actlon.

In spite of the sieps taken by the U.S. in Augzuet 1971 which had wide
ronging curreney effects, listed curvencies (Australisn dollor, dentsche mark,
Hong Kong dolley, Malayeisn @ollar, pound sterling and Swiss frane) continued to
be gquoted dally, based on thelr merket raotes sbroad with buying and solling
marging of G.75 per cent. It ig understood that the authorities ore consider-
ing adoption of wider merglns under the Fund's Docision, Decomber 18, 1971.

I¥. 1Issues for Discussion

As the cbove deovelopwents indicate, the economy, lm 1971, condtinued 4o
expond 2% o high rate withoub grest difficenlties. Howsver; considering the
offects of the recent realigmment of currenecies oudl the potential effects of
external political developments, futuve developmznt of the economy is clouded
by uneerteinties. Tie staff will diseuss with the suthorities the following
isaues.

There have besn Five FouwrsYear Development Flenss 1972 is the lest vesr
of the Fifth Four-Year Plan. There hee 9o for been no indieation of intens
tions to introduce e nev Four-Yeor Flen. However; & Ten-Year Plon (1971-80)

which oppeare Lo be & parspective plao wno sdophed at the beginning of 1972.
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The staff teom will review the assumptionn underlying the projections of the
Tan-Yeor Plen, ond explore bow 1t is related ¢ the four-vesr plans. ‘The
ptaff teom will also discuss with the suthorities their policies, plonning
strategies, and fubture outlook Tor continued grovih, psriieulsrly in the
light of the pobtential deciine in the inflow of exﬁemal Tesourees.

Regerding monetery developmenis, the expensionary forces stemming From the
inereases in forelgn assets (vwhich mey not continue) and the recent acceleration
of credli could generate some inflationary prepsures. 'ﬁxe staff teom will
endeavor to reconclile the ineresse in the monetery syetenm's forelgn asaets
with the decline in pgold end foreizn euxchange holdings. The otefl team will
explore with the suthorities the geops for pursulns compensatory fiseal,
monetary and other peliecies to cope with disturbances generated by external
, Paetors. %@‘ staff teem will elso review the @mgress made in the improvement
of money eud copital markets, o well ss in the use of insiruments of monelary
policles and the cutlook for sdjustments ond modiflcations in the context of
the chenging internal and external elircumsiences.

The overall telance of payments generally registered surpluses iIn the
lest few years, largely due to the repid growth in exports and contlaued infliows
of foreign capital. The trade pottern is charscterized by surpluses vis-b-vis
the Unlted Stotes and elwonic and groving defleits vis-k-vis Japan. The receat
revaluntions perticularly of the yen, will substaatislly incremse the eost of
imported mmteriels, spare parts; oad equipment which would in turn affect
trede balance, production coste and general priee level. The etaff tesm will
discuss with the authorities ways and means o reduce the lupact of resalignment
of currescies on c‘i@fﬁesﬁic @r:icés and the trade balsnce. Due to the Tact that

industries ond fectories in Teiven are strusturslly hishly geered o the use of
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Jopanege mnchiﬁery éﬂﬁ,mat@rialas demond Doy imports Trom Japen i reletively
inelastie with r&gﬂ\‘\tg price chonges. On the other hand, esworis o Jopan
are wnlikely to beaefit mch ﬁr@m‘ﬁhe ven revaluation as they are r@str&éﬁed
move by direct rather than cost resgtrictions. The staff tesm will gxgi@re
with the authorities o poselble golution o ifmprove the situstion. In regord
to long-tera stretegy, the gtaff team will discuse with the suthorities the
feaaibility of import diveraific&tiaﬂ and the appropristenses of the curreat
exchenge rate; whieh at present the stelf belisves to be not unsatisfectory.

Despite the strengthened trade position {2 swplus of 3182 aillion for
Jopuary-Novamber 1971) the gross offieial holdings of forelzn exchange shoved
& decreese of $117 wmillion during the same pericd. Apporently, soue outflows
of capltal might in part eccount for this development. The ghaff teom will,
in this regpect;, eammine the capiial secount and foreign debt position as well
as other fovelgn trassections. In view of the chenging circunsiances the
staff team will also discuss with the suthorities thely policies regerding
exteranl Tinaneing, both shori-term end long-tera.

Doring the consulimiions of previous years, the staff tenms urged the
suthorities to liberalize the import eontrol systeom. Liétl@ mrogress had
been mede until 1970; dn early 1971 an ombomatle approval sysien was intro-
duced for o ougber of imported goods, @ lerge muber of items vas ehifted from
the controlled 1ist to the permissible lick; and 8 general license gyshiem wWos
estoblished for imports by endusere. Fotentiel effects of this reloxetion
will be asseseed during this consultatlon. The gteff tesm will also inquire
about the progrese made in respeet o toridf revisions which were expecied o
gome into effect ﬁﬁyiag the summar of 1971. Iue to the poliviesl pressures,

the rPesistonce to furkher rationelizetion of tariffs aod libersalization of the .
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» present trade systen ot this partleuler time i likely to be strong. The
stafl teom will inguire about visng for future wodilicotbions of the trade and
exchange sysvenm and discuss related issues.

At the time of the 1960 consultstion discussions the stelf team exbmeaea
coneern about official gold transactions that vere inconsistent with the Fund's
policies on gold. In eerdy 1971, the suthoriiiss suspended the past arrengg-
mente providing for offieizl maurchoges of very emall amounts of domesticelly
produced gold at & price in excess of USH35 per ounce. Hew regulatlons vere
being prepared at the tiue of the previous consultetion discussions. The
siell team will review with the suthorities these new arvengements whoge uain
ghjective is 4o engure & steble price of gold in the domestlc market. The
gtaff team will also attewpt to obitain information on recent developments in

the geld serket dn Talwan.
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sussect ;. China--1970 Article XIV Consultation

The mission, which included Messrs. Kari R. Nars, Shi Kwon Yu,
Gunter D. Baer, and Mrs. Lucille Said, was in Taipei from mid-March to ”iE? ;{D
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 deflator, 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 govermment 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 amount 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 obher 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 commercial 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 sales to the Central Bank. .This proposal is regarded as "radical," how-
ever, since it involves a reversal of the psychological atiitudes 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 suthorities are aware ol 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 in 1970 and so far in
1971 with an increase of close to 40O 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 taken
to prevent foreign borrowing for local currency financing, and import credits
and suppliers' credits are being closely scrubinized. The only problems in
evidence are the following. First, about 40 per cent of exports, and the
Tastest growing segment, is textiles. Second, exports involve substantisl.
import processing, and in some cases the value added seems very small.
Government revenues from 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. TFourth, declining
interest rates abrosd have reduced the Central Bank's earnings with some
effect on their attitude toward concessional rates on domestic tramsactions.

A few other topics are worth mentioning. The Minister of Finance,
who was working with an IFC mission on the functioning of capital markets,
requested the Pund 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 quobting a report by Rouse, who was sent last year, on the
high level of expertise in Taiwan, bub the Minister replied that ocutside
technical help was essential, particularly on the operations of markets, to
overcome domesbic 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 Govermment has suspended an arrangement under which it purchased
locally produced gold at $ul per ounce. We discussed possible forms of new
arrangements not inconsistent with Fund policies, and the Chinese authorities
agreed to consult with us bhefore introducing new regulebions. Third, 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 impact 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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Yo other major tax changes are plammed for FY 1972 apart from the tariff
reform mentioned above. Fourth, the growing disparity between incomes in
agriculture and industry is causing concern. So far, price support oper-
ations have been avolded, but this will remain a sensitive political issue
so long as the Japanese market for farm products is so restricted.
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Frepared by the Asisn Depertaent and the
Exohenge and Trede Relations Derertaent

Februmry 3, 1972

I. Iatroduotion
'L‘ml:{."l Artiels XIV staff consultation discuseions vith China will be
held 4n Taipei, Taiwan, from Merch © to Mareh 17, 1972. The staff team will
consiet of Messrs. Xoji Busuki, Alex Ashiabor, Mre. Hui Chen Wu Yeng, and a
secretar; . Mr. Susuki will errive in Taipei oo Merch 5, following his mission
to wWestern Seaoe.

Chine 1 an original memver of the Fund end has & quota of SR 550 million.
During the Fifth Quinguennial HReviev of Quotas, China indicated that it did not
vish to have its quota incyeased. China completed ite payment of the gold por-
tion of its subscription to the Mund ca August Wb, 1970. An initisl par value
of UTPL0 per U.8. doller vas agreed vith the Pund on Septewber 4, 15/0. In coa=
nection with the currency yealignment the Joverament notified the Fund oo
December £0, 1971 that the existio: rate with U.S. dollar is to be maintained.
AMMW@!M(DMMMQO&WB@,B'&- The
1970 Artiele KIV consultation discussions vith Chine were held in Taiped from
Mereh 22 to April 1, 1971.

China is = partioipent in the Special Drewing Aoccount. Chins notified the
Fund on December 30, 1309 that it 414 not vish specisl drawing rishts to be
allocated to it under the decision of the Fund on the alloostion of specisl
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draving riats for the Timt Wwale period, but reserved the 2ight &6 requost Ghe
Pund to tereinnte the effect of the notification with respect 0 the socond and
vhirg allocntiona for the first bosie period. Ho further noilfieation in this
regpect wis recelved by the Fusd end no %mﬁa&&&ms/z;;%;em‘

/

Tae Fund hee yvovided smibstintial techmical aysistance 0 the (hinese sulhor-
itdes da 1906 and 1970 concoraning taxstlon peform end bomilug logislstlos. Io
responge G0 o roguaest fros she Minlster of Fluoses, the Fund hus recormgnded
¥r. 8. 9. Quinton, o cusluns exgert, 0 wivies the (hinsse authoritise from July 1,
IG7E Tor 2 reriod of one yeur on the prerdretions necessery fop adopting the
Brvsgels Tarllf Hozenclsiure.

IIE. Hecent dcomumic Doveloments

In 3971, the esgnony conblsued o axpand ot the bigh rete schilevad in the past
decndo. Preliminery estimwten show thot 9P ot envrent prices vose by 1l.4 pep
senb. Ia gongtent prices Bhe rate of grewth da 1FTL smy be slightly lower than
the 10 per cont aschieved in the provious your. T overngs ol mie of crowth
was Ghout § per ceat durlag ths poricd 1953-70 coepered with & mlniows tarset of
T ey cent. In Jemwry 1978, & tenevear eccondoic develomsent plen (1973180},
whieh ojects oo sumual inoreese of resl GHY of 8.9 per sent, wos sdopted. Te
pion propeess to woadsmmize the econowy by ecoelersiing lis isdustrinlimntion e
wechenisisg agriculbere. Haophesis 4z plecsdt oo the develozseat of the chonlerl
gnd heuvy Sodustries. oo plea eovissges o higher spte of lanvestment then i the
regt. In visv of this ond of ?ﬁiﬁz ehangef politicel elimate ds soxticuler, the
Horerpment mv urges the natiom o 8tep up dogmatic sawing to provide lnvestaont

{aw e

vesources rether then 10 rely hesvily on foveign (loans ent investients. y

Money supply dnervesmsed by 18 per ceat in the Tirst sleven monthe of 1971 come

pared with less then 30 por cent in the comresponding serisd of the wrevious yesr.
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& contimed isgresge o the not fuprelsn sesets of the mometury Systan and o
m&éﬁm o bt mrlvete sector alb ao oven wigher rate then in 1570 were malaly
regnonaible for the hicher rate of nooslory epension in the 1973 %@ﬁ@é&»y
Thess erpnagionsy footors wore offset o o lovge exdent Wy & eubstuniisl
Incesase in tize ond owviago deponits, oguivolent to move then 41 per ¢ent of
the ouitstunding money supply o% the besinalng of 197L.  Heb credit 4o the pube
lic eector a8 o whols showed sogp incrense o the 1971 pericd v contevel ¥H 2
deerensse in the 1TFT0 reyiod dup 0 o drmwing down of governooent depoolis oad o
b@g@r incresse in oredit o putlic endermriess. Ipgpive Uw wopid exponsion
in money euwply, prices rewalaed reletively stablo. Betwees Recssber 0 cod
Bovanber 1571 coosumer wriess ross by 3.8 per cent sod wvinlessle prless W

Saﬁ ey oeak.

,. Busdget projenticns for FY 1971 {en@ing Juse 30, 1971} suggested o omell
surpleg. Aetesl vevenues Trom texatios aad monowsly rofits incoresssd sopewing
sore than prajected. Howevew, WIS 5 Hillion of suverament bonde were issued
Quelng tw Ploonl yese for the vedeapticn of cutetanding bopds.  Pudget projece

o

tions for the euwrrent Fiscsl yeor {(beglwing July 1, 1971} sre oot yes aveilleble.
It i only hoown that the Dudost is expected 1o be fMlosaeeld with the sase anoumd
of government bondl iseuwes as in FY 1971, belng the smount needed Lo meet roedeuptisn
af éﬁ:&&i@ dovt fallleg due.

Tne overadl nispes of payments reglsieved sobgtanbisl swrpluses o every
vear sinee 1550 axeept Top 3355, with current sogouet dellelts geserslly bedng

wore then affeet by net capiteld inflows. o 1970, the overcll surplins ross W o

eeord hish of USSA03 willion, about twize ohe euounl of the preceding veer. With

17 e exponsilonaly mOnolavy STiect Of SKLeTitl LYOnenCEiond of Sooub Wep! Biie
Jton during Jauunry-Soverbey coatresl with n decline in botel aross 034 and forelnn
axchange veserven {laclufling holdiszs of both officiel end coosereial bunks)
equivaldent to aboub 2 Biltlion Iu the sape pericd. The otafl dees nob hove eny
inforcmtion shileh vould explein the dloerepancy.
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the inorease in expords {(ehout B0 per conit) oxeseding the risisg luports, there
wos o trode surplue Por the firet time sluve 192%. Direet investment aod othey
private long-ters caplital Iallows z?mmggﬁ porEghnt.  There was, haowevsy, o
shorp reversel in the privete ghort-tern cepliel ececunt fros o net outflow in
195 o o net Inflow In 1070. The badence of paymente Tor 1971 4s ot yet
aveilsble. However, exebinge settlasent dote for the (lrst eleven minths of
1971 ohow thnt exports were 37 pew cent ebove (he corrvesponding peried of 1970
walle Smports vose by 26 per cent. There was o trade surplus of UBSLER millien
eompared with U313 million for the same peried of the preceding year. Jo line
with the rattemm of both 190§ amd 1970, trade with the Uslted Stotes roovited in
¢ surslus of USHESS nillion viile teede with Juan vesulted in o deliodd of
Enshke mililon in the oloven-monih ‘:@&ri@ﬁ( Boorts o the United States scseunted
Tor 41 per cend of Lotel euports, and Luperts from the Ualted Steies were 30 ver
eeat of total Imports. Ixports o Japan socounted for 12 peor cent of total
exports, and imports fron Jopen wave 4O per cent of total fmports.  Trede with
Hong Kong resulted in 2 eurplus of 883100 milidon ed with the Pederel Republie of
Germony US4 adllien.

legpite the lorsze swrplus resulting from Dwelsn trede; groge oiflcial holdw
Inze of gold sod Foredgn exelmnge chiwed o substential decwense, from USPS2L mile
1ion ab the besioning of 1971 o UB3S05 willior ot the end of Howeeber 1971. The
Geoline wae nlinoot eatively in forelsn exehonye holdings sp the Jdecromse la guid
holdinge was perely 33¢ nillion. It 19 not posaible 4o assess this development
witlhout o balunce of porments eobissie for the year.

The exchongze avd trade contivl sysieus were developed durlng yedrs of wlones
of raypents pregnures; snd continue o inwolve extensive coatrolds and restrletions.

Beglaning nid=1970, thw suthorities emboried on @ sojor fmpord lilernlization
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srogras whleh eavigeged gradusd shiftisg of o large matber of cowmodities from
the controlled 1fst 5o the permissible llst. Ao autommtie approwd sysien wag
intraluoed, amﬁa peaeral leenalise systen vng esteblished for imgorte by laree
mrnufacturers aod other direct users. However, tollowing the U.8. msuswres of
&pet 15, 1971 e authorities suspended Purder decontyol scition.

In apite of the stevs token by the W.8. 18 Avgunt 1971 which nad wide ranging
cuvyensy effects, lsted curvencles (Ausivelion doller, deutsche mewk, Honyg Hosg
dollar, Moluyoias dollar, pound sterling end Swiss frene) contlowed o be quoted
daily, bosed on hedr moebet rotes abpond with huwing end sellisy mrglas of
Ge'fS per cent. I% is wnfarstood et We cuthoritics me considering adagpbtion
of wider pargins | uader the "Funf's decision on Central Retes and Wider Morzlns®

FeBe Decision Ho. W53«{71-388), adopted Decomber 18, 1971.

. Iompes for Discuspion

A9 the above develspments Indicaie, The etenony, in 1971, coatinved o
grpped 26 » hich rate withouwt gvent AlfPlenléices. However, copsiderdns tiw
affents of the rewend repligmwent of cwrencies nnd the potential elfects of
oxternal politiesd Jdevalopoeats, Tubure developwent of the ecoacsy s clouded by
sneertadntics, The stal? vill discuss with ihe authorities the Tellowing issues.

There hawe besn Tive Four-Yeor Developewnt Plons; 19TE is bbe lsob yeer of
the Fifth Pour<Yenr Man. Toere hes 6o far besn no indlestion of Intentiong o
introdwe 8 v Four-Yeny Flen. Howvever, o Fen-Tesy Plan (1971-80) which
appears 40 be o perspective plan whe adopted ot the begimiang of 1IS57T8. T
staff team will reviev the ossumptiens underlyving the meolestions of the Tea«dfeayr
Pios, ead suplove how 4t is relsnted to the fowreyeay plons.  The steff teem will
alst ddecuas with the muthordties Melr wolicles, gxlmmizﬁg stroteglons, end fulure
outiook for contlaued sronrth, periiculerly in the light of the polenilal decliine

in the Infion of esternnl roILORs.



Rageritlag m&z@m doveloprsats, the expanoionany Sorees steaming froa the
*"mmm in Toreiyn asuels (wnlen mey nob continue) and the recerns scoelevetion
oF s':ﬁ:«:ié;%; wovld genevate coxe lovisticasyy pressured. ‘Do slolf toan will
endeavor to yocaasile W incretse dn the menstavy syoten’s forelin 882%8 with
v decline du oold nad foreign eschnne holdlnss. The 8tOff tess will explove
with the outhneities the soope for marsedsg sogponsstory Tisenl, wosstory ool
ptivr policles o cvsg with disbuyrboress penereted by ouloyned fecturs. e
5007 tecm Wil also review the pyogress rode In the lemvovessnt of soosy end

vedtnl merkets, oo well es dn @ use of Inetramats of mﬁz@tary Lﬁ?;ii“%w and
e outlook o ediesteots and adifiontions n the coatont of the changling
m%mm, sad exieranl olrenngienees.

The swiall balaoer of jopmente jenerelly vegislered suriduses fn the laal
few yenys; Jaroely dus o tUhe papid spovih o oxsosis and contlowed inllowe of
foretzn espdtel.  Tae teeds pettern lu chsyooterized by mupluptd vie-hevis the
United Statas aud awonic ol growing defieite vie-hevis Jegen. The weceay
revniuetlong, rertioulsely of e yen, will subeiantielly focrense the cowb of
mported motarinls, spave roris, tad equiment which eould fn Lun affest Lode
eloaee, Drofustion costs end ponerel nedee Jewsl.  The olaft tews wlll dlgousns
with the authoribies the Impact of reallorest of currencies on dowehic wrives
2ufl the trade uxlavee. Due 4o the feot (hat ludwiries ond footories &o Tnlwan
oy shroetursily hizhdy geered 4o the weo of Jureneon rchinery ond awteriale,
demnd Top isports fron Jepen is relabivelr {nelsatic with resprd W reice chongRs.
D the olher baod, cupordts G0 Japen ove undikely to wenefit aweh Iyon the yen
reveloation o they sre resireined more by dfresh pnther thon onet resteictionas.
Tor otalfl teonm will arplove with the suthoritiecs o vosalble solublon Yo lopeove

e gitungion. Jo vegeed L0 Bmgetors strotegy, the otuf¥ tsan will dlacuss with



w T oo

the suthoritlen the f@s&ﬁﬁ@ of ferort dlveveificstios wnd vill oleo amssss
the mathorities® view on the sprrowrisiesess of the currend exclenss tate sare
tloularly 1n thw conbtext of €he chongiag cirousstences sty {he cuyreacy |
rerlignments.

fwgpite the strongthensd trede posivion (v surplus of $182 mdlilon for
Jummry-Sovenber 1973} the sross offieisl holdings of forelgn exchange showed
& deorense of $317 m’iiliﬁ% during e some rerind.  Appooeatly, sone oubflows
of oenital mizbt fo gt 2resmnt for this develozmmat. The 2tafl tean will,

i thds regpect, oxnulne whe onpital cceound and fovedsn debt position o well
a3 other fovelss truusnetioss. Io view of @ie chunglse elvewminoces the stofdl
verm will alse discuss with $he euthorities their policics regmrdisg exteynpl
fioonedng. Woih short-torn ond Joag-tesn.

Iurdag the coneultalisns of previeus yoors, the stefl Wsms wied the
suthorities to iiberslise U Izport contzel sysies. Littde peogress hod Lesn
made wirtll 10705 do eardy 1571 on autometic epproval eysten was futrodused for
o mader of luported [uoto, & lavze mwier of llems vas ahifeed fyom ¥hs ot
tralisd list to the permissible iisil;, and o geoerel livenss sveten was estanlished
for Dmports by endusers. Totentinl offecis of this relesatlon will be poseaEed
during this congalietion. The oladl fese will elss fuguive @mﬁs the mroaress

made in respect 16 tariff vevisions which vere expscied ©0 come into effect dure

myr of 1571, D o Bw politicnl mewssures, the resisiancs to
forther ratiooslizetlon of 24008 apd 1iberalisation of the goesont trade pistss
et this partleular tize s litely o o alveas. The otell tens will Inouilxe
about pimns for fulure modifications of 4he trede aad exbange syeten ond discuss

ralated fasues.
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At the tise of 1809 comaliation discussioms the gteff Loew exprescsd
chmnern a8t ofPicial oold trrsmacticns thod were fnconoistent with the Fyod's
poljeles o gold onl éﬁ‘m@m mm:«iwm&wem mode, though for very &mil anowiby,
of domentically srodured 2918 ot & wice in ovcsss of YS5YS w ounce. In @&?&3
1973, the nulloritios suspended thoos crpoossrenis. 40 the Line of the previous
somultation Mesueslons pov resulstions vere belns prerarsd wioss sein objective
ie 0 ensuve o otebile price of /pld in e douestie weyviet. The giaff teom will
raviow with the &ﬁ%&@ﬁzzzﬁa e wropised m-mgmw*xﬁ@ and will elgso albeat to

Shtaln fofommtion on rosent Jevelumsende do w 20348 movlet $n Talven.
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.. of the Leogal Depax raer}.i*. vislsed To
.u,.vohorj.meu in drafting o new gencral bank ing l epislation, vevising the noso-
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In response to o, “ezmcs’ i*cm the Chinese authorities o misalon comprioing
Mesara. R. Tencond ond D. Khoblkhate of &
ipel from April 19 to ¥ay 9 4o osslob the
thoble instruments low, ond reviewing the operations of the Central Pank.
. Roberd Rouse, fomnr Zenior Vice .\:"z‘esic‘lent of the Federal Rescrve Dank
of ©

7‘
of hessz ':E‘c‘r"._,, who alse served os Mnoger of the Open Markes Account, accone
palned the mission as a consulbant., UWhile Mr. Rouse’s priwnry responsi-

bLlity waz T0 advice the Chinese aulhoriiies on problems assoclated wibth
pu:ol.;c debt manogement, he wo*:lf;c,cé in very close cooperablon with the minsion
in other flelds and his conbrlibublon %o the mission's work was very valuable,

The miscion mes several Zimes wilth fthe 24 hoc commitbees whilch had been
set up to study the prchlems .ﬁ.nc‘i. vled in the nicslon's terns of reference
and Lo moke mvonr:’,a'ao recomendeblons S0 the avthorities. In addition,
the members of the wmisslon held informal dlscusslons with vardovs offdciuls,
im:?.vers:’».ty oy of‘c"sor and reprosentatives of the finencial commumilsy who hod

been asgocloted with the work of the comndbices. Finally, we had the opporbue .

nity oefove our deparbture Lo discusc our preliminary obocwa*tions with the
MWinicter of Finence and the Covernor of the Centrel Bank. }A‘b Lhe reguent of
the variovs offlciols involved, we sgreed afier our reburn %o heecm,wtcrs s
o send wrlltben comentz and ﬂv'fz_,es‘bu.om on the vo,rﬁ,oum »problemns d:.scuss ed

durine our visld.

(1) Generel Danking Lepislabion

" The. Chinese Yanking cystem is cond rod,.ca o a %cmgc ex’oen"‘ b,; the nabtlonnl

and local governmenbs wihleh divectly or indirectly own most of the bonking
Iastliibutionas. A nwber of these inctlibublons operanbte eibher uwnder special
ters or in accordance with adminlsbrative ovders ond guidelincs published
at the time they were esbablished. Thelr legel stotus is e4lll debalted in
govem*wwu and financial elrcles and Shere are considerable doubia and dige
ussions as to whether a‘hc provisions of the present hanking low are appli-
cable to them and, 1f so, to vholt extent. One of the purposes of the prelime
inayy drafllt orepared Dy the Ccm aher
the choliymonship of Vice<Minister of finance M was S0 clear up these wicer-
Sointles end to introduce rxmﬁ{:e*‘ wdty in offlelal supervicion of $he banlking
oysbem. To this effect the drofl nrovides thal oll banks would be sublech to
he new legislabion in aveas ..“..Ou regulabed by opeclol charbers, and empoverg
the swoervisory suthorities So apply the provizionz of the nsv law 10 none
hoardedng. finane! Lal Instibtublons by means of cdministrabive orders.

c«.- I

-3

The gpeclel relatlionshly belbween the Co*mrnmam and the banking system
has wmade woral suns? ef Live monztary poll cy instrument in some ine
sbances, but it has

Tec
hag culso Linited she freedon of acblon of the banlk boards,

he Centrel Bam..% Service and My, Bfiros

tee on Revislon of Bcw’,z;m, Lc;ialm;.;.on mder ,



rd / !
((’”\.‘ ., edversely affected coimet! 24ion among 'bwm:s, zmd. 4n some. 4_.5 tences has led
~r ' so0 conflicts bebtween ‘tl*o. Minsebry end she Cenbtral Bmu. In particwler, the

. swthoritles are concerned with the overcautlous abbibu vde of thoe bvm:ﬂ.zw
“lsysben with regard o medium~berm lending. One of the main objechives
| of the draft legislatlon s o nrono»,c and, encouwrage tha channell Jlg‘ of

e ) | cavings funds inbo development use. To achieve this objective, the
Commitoee has wder conslderation vﬂ:'.;ov 6ev4 ces such as the dlvision

t ‘i ! . ' v .Y
of banks into several cmwgow‘c" according to Sheir lending activities

o ond bhe vwse of lending ratios Lo comel "'h.e banks ©0 chennel somo of tholy
e funds into medium- and lopng-texm credits. Discussions onithese pointe

o rovealed o considereble divergence of opinlon omong the merbers of the

‘ C Commitiee, cspecially with regerd o the division of barks into yemmercial

S panka, sevings banks, indy si;r*ml banks, shorte-term agriculiural bunig, and

‘ U long-iern agricultural benks. Deview of Uhe experierce of forelen combries
Cin sh 1m:' situabions and o shbudy of yoscible all ernative solubions holped

“he Lc«m&ti:ee in cleriflying the argimenis on the ‘contemplated classificasions

e | hewever, no finol decision bod been reached on the subject bafore the mlos
Q/D . ;" d po.x*awc*. L | '
! " mMhere weve a.lso discuseions on the dwels }1:):&'::*;}*'g gions velalbing o caplia
1

' instruments, snd on methods Lo achieve betiey coopera‘t'e on belbween the M1
£ Finance end the Censral Benk in She f£ield of bank suwpervision. The mis
roviewed in detall the preliminory drefls prepered by the Cownllbbeo an (.. o
- 1 guzgestions on o number of minor 'pom‘:.s to complete ond Improve some of the
O e sectlons of the dx ralh and to remove & wier of exmbiguibles.

oc
roguirements, reserve xcf:m:v.rcmnnw and other monebory and credit co nbrol

o

3!

N )] ‘x?e;r,;bt:ié,blb Tnstpuments Tew - | SRR

" 'he suthoritles of the Repidlic of Chiva 3::“. ve beon concemec‘i for seme
Lime with tho widespread use of poztdnbed chechs as credid Instruments, I
seems that the preference foy pos &mc che c?s.s over proml Qso‘w nokes oris

nerily shemz from the possibility for the poyee or the holder & cash the

ok wﬂi hefore the date shated on it os he moy deam £t end from & *e crininel,

14%en bo which ‘uho drawer 1s subject in the evenbt of dighonored ehech.
-

o - pena,
-é/’/b'ﬂt})ifv {\Ll" n“c,ﬂ'zzi.grovy L.,.,‘ ra presently inellgible for redimeount ab the Conbral

O

\x
1y

I

Cod WL ond, are su.o.jr»c“ o o higher o*bmp auty thon checkks hag plso d..ucow'wed
¥, {}) ')‘f{ o  Ghe awu‘olbvfo.f,o of notes for checks., The Commlliee on Revislon of thea
f?',, Nepotleble Instrumentis Low, »resided over by Viee-Minlster Wong, hns not yeb
e WY !

S decided on how they should deal with tho problem of postdeted checlhs, snd
RV /D{- moxre especially whebher the postdated checks shovld be given zone sord of
TN % y B.anf!; recognibion or, on the conirexy, whether the low shovld be smonded %o
P, [moke the use' of postdated checlks mors difficult, o remove somo of the
: ;v( ,\: W ledvanteges new esgociosed with 1%, ond %o encowrage the vse of premissory
ot ""{, - notes. :

. , A In connechion with 4hs conbemplatod revision of the law on negobleble
C - Angbrunents, the Comailbiee olso requested the advice of the mission on o
number of probloms Q.!. a legal or practical nabture dneluding penoliies for
dlshonored checlks 3, obop payrent orders, return of cancelled dmc.:;.‘ to th
o - drower, and payment of fo*"@ig"z negoblable .@.M.Jumu,mas,,;..

The mission, and in parbicular Mr. }"J,i‘,mw& fccxscﬂ. essm‘b‘? ally on the
oyovlen of postdated chacks end offered vericus svrgesticns to c’,eal with
ibs Becouvse .f.‘ the shord 4lme available 3% wag agreed thal sugzestions

5 4%
ndin raleed hy dhe Tomlbiee would bhe gent i‘r@n "h'};?.:?.m-“i"i""".;

ionts
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‘ Foy same.tma he: Cemr‘“i n.c c:ﬁ‘ Cﬂinw hoag been uncler ors.“cici am Lrom
officials of tho Ministry of .m:w.m@ for its n*amai.ary and ceredit nolicy
Jmanagenent. Some of the shorteomings stem Crom the inndequacy of the
legislation, which does not provide the Rank with all the powvers geacrally

. - granted to cenbral banks; thore also seems Lo be some reluctance on ils

o o port o muks full use o“" 1tz existing powers. Other difficuliles may be

’ ‘ related to the special and somevhel ancmolous status of the Bank of Yeiwvan

o wileh acted as bank of issve wnbtil the reactivalion of the Central DBanlk of
Chino in 1952 emcl wirich stlll retains some of the privileges of a central
Cbanks Finally, the Dact. thet the Cavew%azzt, and meore especlally the
-f It Ministry of Fimnm,, ’m:ou;gh i%e holdinge of bank shares influcnces diyecelly -

the deily decisions of the banking system haz uvndovdbbedly limilbed the o.uuonomy

P s ﬁ .
A v“{ of '{me Cenuml Bamﬁ in mnlcmcmina a m*cions.l mone"‘o.ry policy. , , ~

Mo "f\'"’\‘?‘
g $'(’ ;& B " - In response to Cf.L’f).LCl sm .cm.accl c.,ga,.z,n;:c it ond %o problcms 1t hes
bl o encowntered in various fields, the Cenbral Baik is in the process of
oo . resppraising its procedures and its ucc”xmqu,ea of mongtaory and credll
jeontirols. In particular, Deputy Governor Lee and the Commibiee on Contral
| Banly operabions reguested the advice of the mission on the vorious methods
Lo encourege Tthe extension of medium~bterm credilb by banis wnd o provide
] rediccounting facilitiecs for same of these credits as the need noy arlse,
wvithovt generating wdue J.!.'l‘?lu.v.LOﬂ.C‘mj pressure on the economy. Various
sugeestions vo deal with these problems were discussed lancluding the colabs

O - lighment of a special redlscount i‘ar*é{ out of the Central Boxk's profite or :
budpetory allocebions and the use of the savings collected by the Post 0Lficeo |
Savings Baok to provide the bmk:m&; SJ Ger 1v;tn medivwe~tern refinencing facil=
.A,v.LQSe , . ) ,

B

el

¢

. 1e whe preuon"u techniaues of mmetary control used
by Tthe Central Dank. BSince open markel opery uionu on a signillcunt scale
- are nobt likely for sane time 4o come, there is 1ithle doubt that the Central i
Q ‘ ' Banle will bave to make ifs credit policles elffectlve primavily throwgh re-

sexve requivements and rediscouwn’ policy.  On the lotber peoinb, the Cenbtral

- ]
' \ Dank has relied almost exclusively wbtil now on its dlscownt rate policy,
the general limitations of such wmeasvras in most developing countries

The mssi reviewed
in

despite 1
o 3 S c,:u.clP the. much hizher lnterest rebes preveiling on the nonbank eredlt moxket in
R o, ¢ & Taiwan. . In this context thoe ’tccauque:s of discretionnry coubrol over tha ‘
L \),z € amount of cvedi mede available Lo the banklng systea as a whole or to indi=-
ST A NN ricunl ban g by the Central B m. wers di»c“”sccl in dc.tml. Discuszions on
A\ AU £, ,;J;{.,,‘C‘*‘ © reserve mqv:u.remenus focuned nriz*:w 1y on the composlition and use of ro-
IS serves, methods of computabion, mor cinel rescrve regulirement, and penalties
j for reserve dci"icxencg.ew. S (

Ty nwa’ocr of obther problems :cel ing to monchary policy were a.lcso e‘mmned

:' ~ dpeluding the general requivements for the developuent of open market opera=-
i c;.onm cel Linog on tha oubgtanding vslumc of credit extended by bam.l ne

S ‘ 7 dnsbitublons in the case of severc inflatilonary pressure, and the use of

(\ : o .r:s.n Pers of government funds to and from the omamg ays’sem 23 & substivute

.&OZ"; or covplement I:Jc:g9 open m azﬁmu oacm‘w.on..u ‘ . BN

Ge, Asﬁ:m Eem{, w” L T

\"3




The Acting Managing Director March 5, 1971
D. 8. S8avkar and Donald K. Palmer
China - 1970 Artic Consultation

Attached is the Briefing Paper for the forthcoming mission to China.

Attachment
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L0 fxtlzle ‘*@v Gomspltation - Briefims Posow

szsam& by the dsien Doparinont &m ts&%
Ewohange and Trade Relntions Depawioo

{tn consulistion with Lepnl end Treasurer's Dopestoente)
Spproved by Do 8. Sovior and Doneld E. Paloop

3.
The 1570 fAoticls NIV sladf consultation ddpcupsions with Chimn wili

be held in Zedpel, Taluvan, Cooe Mareh 82 to fAppil 1 AL, The otaff temm
will consict of Mésoro. W. Jolm R Woolley, Kovd R. Mows, Shi Hvom ¥u,
Guntor . Basp, ond o gecpsbusy.

iz,
Ching s an oviginnl mesber of the Purd end hes o quota of 2950 ailifen,

O LR AR

Sund Bedabions with Chins

During the Fifth Cuinguennisl Review of Cuotaus, Chine indicoted that i &id
2ot wish to hove it quods ineressed. Chins completed ks paynent of the

nid portion of 1ts subso rﬁzs%im to the Fund on August 1b, 1970, An isiticd
par value of FISLD per U.B5. dolisr vas cobeblished on Sepbember 4, 1970.
Chins has 'm% vade use of the Pund’s rescurces. The lent Avilele IV conmul~
tetion with the Chinese subhorities was held in Toipol fvonm Merch 16-26, l@?@o‘
China is o perticipent in the Special Drawing Account. Ching nctified
the Fund thet 1% 4id oot wich special drawing rights $0 be alloeated do it
far the Tiret Laosic pepiod, bub hee veserved the righd 40 veguest the Fupd
$o Serminete the offeet of the nobtifleadion with respect bo the thivd alle-
cation fur the Firet basic peried.
The Fund hag provided substarbicl decholcal essistonce to the Chincse

authorities in conneobion with the istroduction of 8 gsles dag. Mr. Duignen



gpent £ive months in Paipel for this purpose i 1569 end 1970, end ¥r. Dgen
gpent three monthe in Iske 1970 to advise on isplepentabion of the tax.
Draft provisicns of sales tox lpglslation were subzeuusmily tmansmitbted to
thae Minister., Followivg an spprouch by the Minlster of Plmance ot the
homusl Meeting, the Pund hes recenbly offered the services of Mr. Quinton
from the figeal vanel, Jop one yeoawr, t¢ advize on the intzoduction of the
Brussels Tariff Homenclature.

i11. Econcmic Developments

&

In Y70, the cconuny oonbinued to prospery with o geowth rote esbinobed
at about 10 per cemt. The merked rise in cupords znd the substantial
increave in izvestwent, particularly in pover faeilities, weve the wain
stimuebing Pectors. Indvstrisl producticn showed o groveth rate of 17 per
cent, ond agricultural cutput rose by ebout & per cemb. With the poplstion
insreasibg at o slover yobe in recent yeaws pardly 2s @ resull of & succegne
ful fanily planning srogpom, rehl per caplis ineome galned by nove than
T per conb in 1570, The rebte of wemployment hos dropped o negligible
propertiona. L

Budget projections fer FY 1970 {gm».m,y) cuggested & defiolt of
BTSE.8 billion for the comtial g«:s\z@z‘z:é;en’i‘; and local subhorities combined,
with this being finsnced by an equal sale of bonds nmeinly to the publie.
Total goversment éxperditures, which in FY 1970 veve coulvalemt to sbout =
19 per cent of GHP, are projechbed, accuwding to press reports, to rise by
27 per cent in FY 1971, o considersbly faster robte of imcrease thom esbi-
peted in nopinsl GNP, Ths main vecsoms for the incpeage in public cupendi-
ture are the expunsion of ecomonle developnent cutisys end inoresses in
afucational end polendific spending. Public expandituwes mey continue to
grea mere yapldly than GHP In the near fubuye hocause of the stress on
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infrastrecture develogment, cxpansion of educationul prograns, and increcsed
. pay 4o government enployesz. Tuere is not oculficlent dota nvelloble gt this
gstage o assess the ploe of the likely over-all budped deficit fop FY 1971,

‘ 4@:& the basis of the ponsbory aocounts up to the ead of 1470, credit to the

Goveranent and public onterorises increzsed siightly more than governsent
doposits, bub the Govewwent, apart fron public enbewprises, Wos in mbm@
tiad gurplus vis-»é’zwvm the bamldng systens

Tobal money supply Aneressed by 19 por cent in 1970 compeved with 1€ pep
e@ﬁt in 19@» Amovg the enponsionery factors, the lorgest were the ineresge
in bamk eredit o the private secter and the bulid-up 1w pet foreligs nssete.
The foroor exponsion smounted o more than 38 per cent of money supply at the
begiming of the yesr, and the letder o more than 25 ey cenb. There vas o
proncunced incresse in Live ond sovingy depcoits, which amounted to more them
L2 per cent of money supply et the begimning of the yeor:

Wonetary expension was vell under coubrol in 2he Pizet cleven months
wﬁz@a the tobel increase wps less thew 10 'per comb. During this pewricd a
'm&w of small sbeps reducing redincount facilities, eliminating some types
of shevb-temm capitsl inflowe, ond liberalizing forelgn payrente producesd

see gestraint on wenetory expansion. Aboudt helf of the total ewpsnsion

fep the year oo e whole tosk plice in Deconber vhen eredlt to the private
sactor yose by RIS billicn or & por cenb of momsy supply ob the beginning
of ¢the yesr. Thers wap alep o sodevate increnge in neb foreign agosts ana
& docrense in govermment deposits in this month, oo Jeptral Bank reduced
its rediscount yute on Dovesber 22, appavently indicabing that the autboribics
wape net coneerned aboub o rapld pize in credit in Deceber.

Fup consumer price index imcressed by less thsn & poy cont duwrlng 1970

compared with an increnge of aluset 6 pey cont duping 1%,9@ Hege incraases



- 24‘ w
sppavently were not lsvge, bub rislng peices of perswmal sorvices sonbinued
to be o pejor elenand in the hlgher cost of 1living.

Ferolen trade hes shown o m&ﬁ:&b};@é incresge in 3970 vith experbo
rheing by b1 per com end dopents by 29 per cond. Thore was & Srede mumplus
of U460 million covpared with o daflelt of UBShO miilien in 1569, FPogebasy
with inflows of foreign loans ond investzents, uo well ao grovimg income

fyon tourlan, Toveign ezchonze reserves imeressed by US$IE3 mililen to a

total of RH62L nillion b the end of L9707, ropresenting about five monthe®
imports based on prolisinegy teede data fop 1970. Peogrves in 1869 rose by
UENES wlllion,

Thowe have been no mejor changes in the exchnuge and trede conbeols

ginoo the lest consulfobion, and the restrictisns ronain relatively severs.
Sround dhe niddie of 1970, ths suthorities begen exonining the tyads apd
exchanpgo restrictive systen in deball. I6 zay Save some tine to cuoplete
the voview because of the lurge muwber of contralled ltenms ond gome pros
hibited ones on the trodo schedulo. According to pross remorts, o procedupal
simplification of forelzn crchange and trade reguintlens wes conplobed
vecenbly. In July 1070, tronsfor of vegintored forelgh cuchampe wes Suf-
pended o elininste the multiple rabe sspech of tho enchange rate struckire.

Y. Jomugs for Discusalen

Az the ohove sumoxy of receab dovelopments imdicotes, the Chineze

sonnEnry appears to be froe of majer finsncial proble Growth prospects

2pe ancellent, prics bebavier has been good, and the balance of paywents

hns baen gtrong. Becouse of this, ﬁﬁg sbaf? tean will concentrote on

sgesific sepects of poiloy which way verid criticel) review by the authsrisies.
Hith regard o econgmic grovth, cas of the principal prebless of the

ined five yesrs has been that the development of Inflrustructue hos lagged
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mw bgcause its expension way plonvied on the bagis of unduly couticus
aabinates of the growth pate. This aifficulty hus beon recosnized and
wveresns $0 song exbtent, but fwibker dscussion 88 oocessury, perbiculsrly
in view of the chonging ctandnpds ewerping for envirzamakal prebestion

ban planniog. e olbey posolble iosuve Lo the dncendives and Lreade
ment provlded for forelgn investors. As the labor gituabiom i now
thutenine conslderably in fniven end expord maxkobing of some of the

aabput of fovelon enternploes, @.0.s elechrunic conponents, is encounteving

disPiculbleos, it ooy be bine to veviey the situsticn. Gonerally Telwan hao
besn ahde b0 eoldeve meascndbin diversification in 465 forelmn imvestzeunt,
But ag oubstantial capitnl lmflows ore plovmed fop dhe rost of the decade

i% ig fuporbant thed policy is capeble of denling with the chawgling sibusbion
in domestic and osternsl maviets.

The domgatic finencinl enviromsent has beon estiofactory for a muber
of years. Bulzet erpenditures,; despibte the silibery burden, have nol been
riging g% an encossive pade,. and major abeps bhove mmr; been taken o
increase the Wmtiﬁw and poppomsivenens of tho taz systenm. A mubey
é&" Ehe propogals mude by the Tox Commlesicon, incivding the velve added Sew,
spe currondly under conpiderabion, and the otef? tesm wlll discuss the
progress thet has been pade and 4s in prospect. Much of the psbilc sector
depeeits with the banidng syoten. This situation will b vevieved agein to

dnz systen has been offset by inckotced govermsend

soe 4f 4% conteins pobendielly Slepuptive elevends oad iF o move roticnel
:«i"‘mﬁﬁm pohese sould be worked oub.

Uvap-all eredit evponsion duving the pust yeor bes been apgroximately
in iine with provicus tvendc. Glven $he substantial accwmistion of savings

denosits, the increase in neney supply dees net oes: to be excessive. The
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Sowmmaent hos improved the zote of rebwm on time deposiis by wempbing
%‘!’m S¥am inccee Sox. The etaff deswe will probe 1T the pobentlel oxpap-
sien of HMeuidity vesulbing fvos $he high enmount of covings depoollia poses
a tiwost to continusd monabacy 2bobility, and LT rabos of relurn on vayicns
a»asfm}a instewnends, incluling sovermment ma aye sppropriately allgnod,
Vhile nonotery controls hoave opevated effectively in tho past, the
shaff tens will Wy y&ﬁimﬁ&&gﬁt@nﬁi&ﬁz to the dovelopents in the socond

1BelZ of 19F. Duriag thid perled, the roserve posibics of the cewwsyeial

“boan iwproved warkedly, end in Docerber the aponaion in czedit to the

privete sector woe very imm indeed. It ooy well be $hat bthe mmm&aw
tien of exchange ragerves o cruelking g;mméxm for donsobic evedlt conbzol.
In hoth ;?;%ffa? end 1970, neb domestic wasets of the Contwal Bopk wers reduoed
%o pifseh the expanslon in met forelgn cosebs. TRim wes seohleved in 1969

iy by reducing credit 40 commerelal books end by b Ludget surplveg and

o 1070 radnly by o bulget surplus. With the foprovencot in coemerelisd
Banl ressyve positions and only llmited flexibllity in The budpget, oveldimce
of excessive credld empunsion i 1971 wey segidre chenpds in the conbrols
appiied to commercial banks. Slace the majority of Lunke sre governiesbte
cenbrotlod, Ceubral Dank direction hes been effective in the past.

The balsnce of poyments hos conblpusd Lo be sivong In 1570, and the

atioss, The

high grevth rate of sxperbs scens €0 be baged en Ziyn found
wedn policy cusstion comcerns the impord cenbtrol wochapden. Ioposd
Sicensing extends over o substantiel port of total dmporbs and undoubledly

- prevides o levge degrée of zroteckion in ¢ lesy $hos gyobesstic foshiche

In addition, there ore oindme dowpstic content reguiscnents for cooe
doportent menufachuring preducte. The Chinose cubhorities heve been stuly-
ing the possibllity of sibsbidtubing turif? for guantliotive pestrictions.
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Dbensive caloulstions have been made of the effective geobection vesultlng
fras $ho exieting Sariff, ond concern has arisen rogevding the effects on
cont sbyuctuwres of tho pressst systen of trode cuntyrolsn, especially since
e goontey i3 80 hewvlily ovpovrbievricated. Decmusg of the substential
gifects thet con be anbicipsbed Cwm rablopslizetion apd Mberslizoticn of

the present oyoben, 0@ political pressures bo maintoly the precent myuben

bhadly styong. Oovertholess, the stall fsom will make every offosh
B further the refomm prodect,; crphesizing Ut oy bolonce of pogments
susbificubion Por vestriciions hos lomppesred.” In soybiculer, there weuld
spponr to Ve 5o good ronstyn fop dolsying L‘E}&mﬁmaim of catespyries guch
g oy meberisls and capital goods whorve thove 1s o {&”Miﬁ preducbion,
ad e 25 per ceob advones depeslt requirenert on Smports should be
poseveds

Chiny contloves to postyich cupvent invisibles ond 4o veingsin o fuil

sab of veatzicbions o capibal. The reticonsle of the comlrol on iwvieibles
wlil b digoessed; the cmmbrols walnly seen o peflect pognente AlITicuitles

of saplier dayy. The copitel coslyols pollect the basic polltiesl situndion

of Cidno, ant there s grclebly 1ittlie eupectablon dhat they wiil Le pelsxed.
An fap us e loown, the Wigh intevest zates are nwb in tiamselves sbbtrectlieg
fopelgn funde srinerily beosuso of licddts on pebern flovs of copital, bub
Shers g bean o shogp Laeraose dn luport Dluanclng in rocent yeors, The

&mm Gepandence betvenn Soresble and evterusd Interunt vokes will be dizcussod.

Thé dpcpesse i exchonge reservds in 1970 has been very lowge: exchonge

wagotves now sacunt So clout Tive months’ dmporbs.  Bocovse of the political

shbuation, Lthe Chipeno puthorities want o high resesve lovel. Nevertioless,

A

scabinwadion of the pmesant brends woudd relse muestling cbout €he level of

Tepedgn bosvaring dnvelved in Shs fivesyens plem. Iebb porvics vequirenenta,



wileh w1l be iavestigetel by the sbelf temy, enpouy Go be lovw bub, even so,
e forolon czchange nepds of siee of the shobe enboripises oould porhens be

better Dinanved {rom ouive

b enanings then fran fupther boyrowing. There ls
alne o gob of velsted podblscs aviping from fhe Seclipe Jduring tho pant three
panze by $130 2llilion in $he aot ferelign eschangs posltlen oF eomwreiel
bombg, This ey ondy roflsst fnepsaped iwmport flnsacing, bub o discusoion
of $he cuuses of the clufige ol the pelicies afecbifs them appensd wertlwhile.
Chine bas been encoumboring pome workebing GiTficultles sbroad whish
w11 be ddpcussed aleng vith cumelity prebleag. Is eopioudbure, policien
hove been adapbed U6 Lindd sdcs copstge in vesponse 30 extermal develojoaents,
sarbiouinely the larce vict suweplus im Jopum. Sugee mrofucblom is riszing
dorpite e ohstasles o eularging the .8, guods or seiling nore undsy the
jrbormetionel nugar avpangivents. Doports of tuebilzs 4o the United Gtabes

ave glblect to volundeyy collilngs, asnd there ore slos consbenints on edles

of & for otber x“més%}.i’fm The stafl tesm will reviev the poliicy moasuras
taren1 B0 conteol oubmd and anles in these aross, he Chimeee abbibtude taowawmd
postyictionist foport peddefes 4n $to oilef mavhoba, 2ol discuss the exSont
(el ﬁﬁf@h plang &é:& vely wale for chlfSing productive Toctors from the
exmorhe affected,

For & mEder of yeors, the Chinese aubhuritios saimboined sy exchIngs
petonbion systen which, bessuge of the bronsfershbilisy of fomerd enbitis-
monko. gm*a vige to o pulbiple currengy practice. The Govermeend elininsied
Phls drogeferebility on July L of last year, thus yemoving the maliiple aups
zensy aepect. The olinfondion w1k be cenfirond by the prosent stoil e,
and 4ho guestion yalsed 1P Lberalization could nob bu carvied fur encagh

o make any rebestion oohenn WNLCOBSNEY .
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P mﬁ*%@mn Wil éﬁim‘&ma any dhanges sines $he lnast conenliatbich
in the godd sayhet, inclulins ezporbs and inperts, 4T ony, domestic nose
pobary uses, and 4he rogeleblicns governinmg privibe cnerships. Chins
mainhalng & governoent cubsidy of 2 uniforn aavimb sor s of gold proe

augbion $n the Tom of ¢ pamant of $9.00 per cumes fop ony gold production

Aok oold 49 the miblie oh 24% pev cunce. Sush 2 subsidy 4= aot consisbent

with fvbiele IV, Bacbien 2, and the Stalovert of Pollcy Concerning Bub-
sidles for Gold Production (VD Fo. 233-2 of Docenbwor 11, 3947). In the

pest the Chindme subhopltics howd resisted the ides that the subsidy emuld

ho Jinked to sans type oF privake marieb operstien op $he groumds that o
ghadils pilce for gold wan nesessnry So maipboin confldance in the loveld
wuppenoy. This and b pessibilition of svolding governnent purchases
ab gricss bevond §35 péy ounce o7 pavemd of o wnilom productlon eubsidy
will be discuzsed with the authweitics,

forvanpenente have bosn made o overlep with the ond of the IBHD
eovnord.c mission and cepbalt ctrmon sbabictlenl Sobles hove been veghed
oub. Tw 0 @@&ﬁ;@ tlacpsaling the functions ond cptvelions of finmanciel
mmza*&za sid Institutichn, Inciuling & Pand obaff sgmbey, will ales be

ey
Ak

wceplebing los vork dbovt $he $ine of awvival of oup missicn.
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The Manesing Divector
The Depuby Managlng Director

Anand G, Chandavarkay

Preliminary Report ~ 1969 Arbticle XIV

4 sbalf beam conslstiang of Messrs. A. G. Chandaverker, 8, Kanesa~“hasan,
J. W. Rose, and Mrs. Wu Yang visited Taipeil from Mareh 16-20, 1970, for the 1969
Article IV consulbation with {hina. Hy. Rose arrived on March 3 for preliminary
talks concerning the review of the restriciive system. On completion of the
mission, sll members rebturned to Washinglon except for Mr. Kenesa-Thasan who pro-
ceeded $o Manila for negotistions with the Philippine anthorities under the
current stand-bhy srrangemeant. Mr. Seue Pann, Executive Director for China, Kores
and Viet-Naom, atbended the meetings as an observer.

Besides the regulay consultaiion mestings, vwhich were throughout chaired

T hy Dr. I. 8. Sun, Depuby Governor of the Central Bank of China, we had discussions

with Mr. K. T. ILdi, Minister of Finance:; Mr. K. H. Yu, Governor, Central Bank of
China: Dr. Kan Lee, Deputy Governor; Mr. Wong, Viee Minizter, Peonomic Affglrs:
and Professor T. 0. Liv, Chalrman of the Commission on Taxation Reform. We also
met with the IBRD mission to China (which includes Mr. Cnossen of the Fund's
Fiscal Affmirs Departuent) hesded by Mr. 5. C. Yang.

On the whole, in 1969 as iu the past several years China has had no
serious macro-ceconomic problems, which testifies alike to the prudent policles
of the authorities and the resourcefulness of the people dn responding to the
Cincentives created by the Government. It is notevortlhy that GNP sdvanced by
9.5 per cent in 1955 despite the fall in agricultural production due to the two
¢isastrous typhoons last fall. The balance of payments showed a substantial
improvenent with an increase of U3595 million in foreizn exchange reserves to
US$39% million. The expansionary effects of the increase In foreign assets and
bank eyedit to bthe privote seclor were lergely offsst by the growth of gquasi-
money and the large cesh surplus in the govermment budget In FY 1969 (wrda.h
billion). Exports increased by 32 per cent in 1969, despite a fall in earnings
from sugar, vice and cement, and passed the USSHL billion mark for the first bime:
nesrly two thirds of the increase in exporis came frop textiles and electronles
and ancther cue fifth from plyweod, fishery products and refined oil. There is,
however, no Teeling of complaceney and the aubthoriities are ecubely congcious of
the need to nmaintein compebtitiveness of existing exporis and to develop mesw lines.
& Chinese tesm is ab present in Japen to study techniques of export promotion.

Although thers are no major areas of copcern, the stafl tesm poinbed to
the latent inflaticnary rzisks arising from the highly liquid character of gquasi~
noney due to eagy withdrawal facillties and of government bopds which the Central
Bank buys back Trom the holders at par and stressed the need for s Judicious
curtaliment of theiyr liquidity consisfent with the high rates of interest pald on
them. The gtafl team also suggested: “depegging” of government bond prices and s
raview of thelr tax exenpbion; issue of Treasury bills geared to the ways and
mepns position and the need to creste a nouney market ssseb; the soopes fov

npecislized financial institubicns for housing Lo reduce the pressure of long-

R
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i China tevminated its last remaining bilatersl payments agveement (with
Spein) in December 1969. The auwthorities have also initiated a phesed terminaticn
of the system of registersd foreign exchange which gives rise toa nultiple ..
currency practice and assured us of thelr intention io eliminate it in due course.
The staflf tean slse ascertained the nature of the subsidy to the private gold nines
in China. The stalf will be considering what action is appropriate and necessary
on these jurisdictional nmabters.

In reviewing the restrictive sysben we suggestedia regbructuring of the
tariff as o basis for the eliminabion of guantltative import restrictions, pending
whieh it would be appropriaste to suspend further movement of itens to the comtrolled
1ist; vevomabion of import margin requiremenis; speedy elimipation of the registéred
foreign exchenge scheme; apd examinalion of bax concessicns for exports aud
“cooperative” Tinsncisl arrengements between exporters, vhich have the effect of
subsidizing export sales XYM profits derived from the domestic market.

The Chinese suthorities have in faect given thoughit to restructuring of
the tariff. The switchover to the Brussels nomenclature has been almost completed.
The Comaission on Taxatlion Reform has undertaken some stuwdy of the "effective™
rates of probection. MWinister Li may request the Fund for technical assizbance in
reclassifying and restructuring the tariff es well as for "in-service” iraining
for customs eppraisers. Professor Liu also strongly esndorsed the need for technieal
agsistance from the Fund in this sphere. ’

. The Commission on Taxation Reform is expected to submit iis report in June
1970. Referring sppreciatively to lr. Dulgnan's repors on %&l@§dta&iﬁWﬁi%hﬁ$%‘nOw
being translated inteo Chinese for presentation to the Legisletive Yuan, Professor
Lin also wentioned the need for further supporiing sbtudies and for an intensive
gducational and publieity campalen before o radicel weasure like & tax on value
added could be implemented effectively. )

&3 regards the terms of reference of the Central Danking Service's htech~
nical assistance mission, scheduled to visit Teipei from April J-May 1, L1970,
Governor Tu sald Lhat he expected them Lo review the commercial banking legisla-

" tiom and the laws relating to negotisble instruments, ebe. and to revamp the

departmental menuals of the Central Bank to improve operational efficiency. He
stressed that theve was nc lntention to review the Centrel Bank's statute. The
use of post-{ated checks, slthough not too widespreazd, also appears to be a
matier of some concern.

The request for technical assistance (through the CBS) on government
ebt management {for wvhich the Pund has selected Mr. Rouse of the Federal Reserve
ank of Hew York) seems 1o have emsnabed Trom the Ministry of Pinance and
apparently the Centrel Bank was nob even consulbted on this matiter. This, among
others, suggests a certain lack of rapport befween thse Ministry aad the Bank.
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Chins - Briefing Peper 1969 Art. XIV Consultation

Attached hereto for approval is the Briefing Paper for the forthecoming
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CONUIDENTIAL

TREATIONAL MONEPRARY FUID

REFUBLIC OF CHINA
(1960 Article XIV Consultation - Briefins Paper

Prepared by the Asian Department snd the
Bxchange and Trade Relationms Department

Avproved by Y. John R, VWoodley end Dorald XK, Palwsy
March 3, 18970

I, Iubroduction

“Tae 1969 Arbicle XIV consultation discussions with (hina will be held
in Taipel, Talwan Drom March 1625, 1970.  The stalf tewn will consist of
Vegars. A.G. '@h&adavmg 5. Ranesa-Thasan, John W. Rose, Mrs. Hul-Chen
Wu Tang, and & gecreiary.

In response to the reguest from the Chinege Government to the Bumd for
technieal assistance in veviewing the trade snd vestrictive system Mv. John
W. Rose wilil arrive in Telipei ahend of the %ﬁagi@ns on Mareh 3, 1970 for
prepayabory work.

11, Fund Reletions with Chine

Ching is en original mewber of the Fund and has e gquota of $550 million.
It has not pald its subscription with the exception of the payment in U.8.
dollers for adninistrotive expenses, ancunbing to one one-hundredth of one
per cent of the quote. pursuant to Avbicle XX, Section 2{d) of the Fund
Agreement. Chiza indicated during the Fifth Quinguennial Review of Quotas
that it did not wish to have ibs quete increaged. No per value hes been

asgreed with the Fund, Chine hes nob wade use of the Fund's rescurces.



China is e parbicipant in the Gpeclel Drowing Accoumt. <Chims hes,
‘Yowever, nobified the Pund thot 16 4id not wisk speciel drawing rights to be
alloeated to it for the Pirst basic pericd but hes reserved the right to
requost the Fund to kemminate the effoct of the astificstion with respoch
to the second axzcithird allocetions for the fivst basgic poricd.

The Fuad &ad@@éaigﬁeﬁ & fisenl expert, Mr. 5.C. Dnigosn (Irclond),
from 1ts panel és Advisor %o the Comalssion on Tametion Reform during
July-October 1969, Mr, Dulsvan visited Taipel again in January 1970 end
has stbsequently submitted his recort Yo the Tax Commission.

III. Becent Economie Dsvelomments

Tn 1969, grose notionsl product - et constant prices is esbimeted to
have increesed by 9.9 per cent compared with 10.1 per cent in 1967 and
10.% par cond in 1968, The rapid growth in indusbrial production and the
contimied increase in euports mtig@teﬁ the damage to sgriculbural oubtpud
by tyvhoons and fleods in Septerber end early October. Fer copite income
in 1969 is estimetod to hove resched the equivalent of US$2SE, an inereose
of & per cent over 1968, which, however, folls shordt of the target of $270.

Tue budgets for both FY 1987 end FY 1068 were balanced with the
gasistance of bond ilssugs and U.5. covaterpert fund tvanslers. DBudget
eatimabtes for the current £iseal year 1970 snd budget resulis for the
previcus fiscal year {ending June 30, 1969) ere not yet eveileble. Judging
fron the pariiel informetion ovailsble the budzelary position in FY 1969
and FY 1970 appears to :@ve improved. Bank loang to Governmesnt and the
Central Hopk's holdings of wublie bonds have been dgelining while govervment
deposits whave cem;iaﬁe& to inerense. In FY 1900, the issues of public bonds



totaled NT$2,100 million compared ‘with I\IT$3 1+55 mllln.on ‘in FY 1968 VNo | -
pu'blic bonds were offered in the :f'n.rs*h fou.r mon'bhs (July-Octo‘ber) of FY 1970.,-: :
A Tax revenues in FY 1969 rose by 32 per cent s and despite the 'byphoon dam?ges, .
- which may involve & lower grow'th ra‘be, are expected to increase by about
- 17.5 per cent in FY ;970. Follom.ng the reconmend.&tn.ons ma.d.e by 'bhe

Commission on Taxation Reform, revisions ha.ve 'been made in the income 'ba.:{c_:‘ '

i
fe ¥
i

1aw and in the regula:bn.ons goverm.ng 'ba.x reba.tes. ; g ,
Money supply‘ rose by 17.0 per cerrt in 1969 compa.red with 10.? per cent n
O -in’ 1968 " The msjor expansionary factor in 1969 was 'bhe large :i.ncrease in L

pr:wa:be cred:n.'b . The other contr:.butory factor was the increa.se by NT$3 8
: (Us$95 million) . A
b:.lln.onf:.n forelgn assets in contrast W:.th a decrea.se of NT$1. 9 billion in
o * T
- ; 1968. In the first eleven months, the ‘rate of credit expansion sle.ckene:l as -
a result of a. drastic fall in centrel bank claims on ’c.he ‘Bank of Ta.:m'a.n and :

E4

. ‘i & decline in central ba.nk holdings of public bond.s, a.nd the money supply .

ingrea.se& by 'only sbout 5 per cent However, in December, money supply went

P é up by 12 per cent ma.mly due to a sha.rp 3.ncrea.se of 5 5 per cen‘t in cred:‘t.“ I

O : “to the private sector. S 'j 7
A In 1969, ﬂuctuatzons in pr:.ces were moderate excep'b for a sha.rp r:.se

; of 1& 8 per cent in wholesale ;pr:.ces and 9.2 per ceni; :m consumers' prlces '

- in October caused by shorteges in some food items following the 'byphoonsf. ‘. ~,

They declined in the last two months of the year, and by the end of 1969 the

” ‘i. ‘ k mdex of wholesale pmces was at the same level as at ‘bhe end of 1968 e.nd
' i

' the:t of consumers pz'lces was 2. 5 per cent h:.gher. : . o o
' There was a def:.c:.‘t cf $lir3 m:.ll:.on in the over-a..'il ba.lance of pa.yments o

in 1968 in contrast to 'bhe surplus oi‘ $59 m:.lllon 1n 3.967 ; d.ue pr:.ma.rily B

‘co a la.rger mercha,ndise dei‘:.cl’c a.nsing from ‘che a.ncrea.se of $206 mlllmon




(26 per éent) in imports to $980 miilion (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

settlements data for 1969, exports, at US$l,11l million,showed an increlse

of 32 per cent over that of 1968 and imports, at $1,205 million, rose l}y

17 per cent. The trade deficit, at $94 million, was just about half of tha.t
previous

of / year. Gross official gold and foreign exchange holdings, amounted

to $477 million at the end of 1969, represetting a gailn of $95 million over the

year.

IV. Major Topics for Discussion

Development plenning and policies: Despite susteined economic growth

for 'nea.rly 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 Fifth Four-Year Plan (1969-72)/ .
mentation/the staff team will discuss with the authorities in particular;

measures to promote domestic savings. Following previous discussions with
Fund and Bank missions, the authorities have formulated an annual over-a‘.ll.
resources budget within the framework of the Plan. The staff team will
examine this budget and assess its bearing ;an short- and medim-tém policies

and the distribution of resources.

Financial policies': The staff team will discuss and evaluate the new
policy measures in the government budgets for FY 1970 and FY 1971, taking
into account the newly revised income tax law and the regulations governing
tax rebates and other reforms undertaken by the Commission on Taxation Reform.

The staff team will also examine the effects of the changes already made by
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. Bank of Taiwan. The authorities have decided to undertake a comprehensive

\"remaine strong, its outlook is clouded by various problems. While exports haeve

g0 far 3 moved 1 ' satisfactorily, future prospects may be affected =

. {

" iwith the authorltles the competltlveness of exports and‘the prospects of improving‘
o | : S . .

- greater liberalization of trade and payments. Following discussions during the"

" Annual Meeting, the Chinese authorities requested the Eund's technical agsistance ;ffi

" 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 andtheireffect on economic development;

“(2) identification of areas where and how the present restrictiue measures could

the authorities concerning the relationehip of the Central Bank with the

" review of the comnercial banking system and legislation:so that it may betterff

meet - the needs of a rapidly growing and changing economy. The staff tean '

w1ll discuss with the authorities their 1ntent10n regardlng the nature and

scope of the reform. In this connection they have requested technical aJsistance 5}:{
: ! e
from the Fund and e steff team from the Central Banking,Service is expec ed

k
to visit Taipei toward the end of March l970. ;

External economic policy: Although China's balance of payments positlon

| ]
by restrlctlons in foreign markets, the increase in domestlc wages due to

labor shortage, and developments in Viet-Nam, etc. The‘staff team w1ll dlscuss
| | .

the trade balance. . g
b ‘ ' l
During the last consultatlon, the staff team urged the Chlnese authorltles

to take advantage of the favorable level of 1nternat10nal reserves to move toward ;
‘ | :

|

in reviewing the present trade and restrictive system. " According to the memo-

_be gradually llberallzed in the best 1nterests of the economy w1thout losing ‘ ;féﬁ

's1ght however, of the fact that a large 1mport surplus is llkeLy to remaln 1n

J
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: 1mports and exports of gold, its use in 1ndustry including jewelry and the

i «  L *?6\* . .

the future; ana (3) ﬁaking a review of the present manaéemeht of foreign ‘ ‘;zifgj

) .exchange and recommending ways and mesns for its im@rovement. In the llght
of the preyaratory work done by Mr. Rose, the staff team.will discuss and §§ ‘é
suggest possible changes toward liberalization and simpllflcatlon of the g ‘ :%%@;

; b
trade and exchange system. China's last bilateral payment agreement (with i:f\\§;5

Spain) has been terminated. : - ‘l
as, been . | \
i o N ..

The' discussions on the restrictive system will also cover the "registered _3?‘
. : , i 3
foreign exchange" scheme, which is intended to serve as‘an export incentive.

l !
The scheme allows export manufacturers to register part of thelr export ee?.x'n:mgstm}'"‘*\e

for import of raw materials, and to transfer any excess amount to other parties

at margins sometimes more than 1 per cent above the official exchange rate. The =
\ ,

scheme, therefore, may involve a multiple rate practice, ‘The staff team will

‘ 1

‘examine this system as part of the review.of the resirictive systen and,

|
if it seems des1rable, recommend 1tszepkurmenm by some other ‘form of expor

“incentive. Ihe staff team will also dlSCUSS China's views as regards’ reglonal \“g:

r
|

. ' {'
cooperation schemes. ' | ! Lo

~
| | | = <
In the Board discussion on the 1967 Article .XIV Consultation with China ‘\\““fﬁm%

certain directors had asked whether China could not "adépt a more regular; . E“igﬁg
relatlonship in the Fund." In view of this and tﬁe éenerally favorable é ,;:3%%9$
developments in China's economy and China's participation in the Special '. “éfgﬁ?
Drgw;ng Account§ the staff team willﬁtake the opportunity to seek vexry i?;. , f?’c
fo;éﬁily the authorities' viévs on maﬁtérs relating to China‘s positioﬁ ;n“ﬁ , %QZi

Sl h!\M'NMWT ., s 7 RPTEA rtie o uarertedt s D1

value, and the duration of Article XIV status.

ot

l Ihe staff team wzll discuss the gold trade generally, the controi of : o



wéc

the fubure; and (3) weking 2 voview of the present ransgcment of foveign
euchenre and recomuending ways and weans for its ilmprovenent. In the light
of ‘the preperatory work done by Mr. Rose, the stalf team will discuss amnd

suggest poseible changes toward liberalizetion end simplificeticn of the

i

trade end cxchenge System. Chiva's lest bilatersl payuent agveement (with |
gpedn)} has been termdnated. . “

e ﬁisémsime& on the resirletive system x-::_iil ﬁa‘_m@ e@éﬁr the "reglstered
foreign exchange” schews, which is ‘im;@deﬁ o serve as Em ezqmm iﬁa‘emifaf@s
e achens a;m export muaulacturers to reglster paxy of ﬁﬁeirs eaxﬁmrt earnings
for imp@rjt' gf ray materials, and to "ammfaﬁ any éxéesg amownt 6o ’a&xex{fgp@xt:iea
et margine sowetimes more then 1 per cemnt above the ét”fﬁ.eial exchenge rabte. The
schema, :mefom » TEY. ﬁﬁ%l‘f@ a mulmg;-l@‘ role @r&ﬁ%;i;ao The staff team will
exanine %hi& ‘ayaten (B9 pam'.igf tue yeview aﬁ’ 'I;he“v réétrieti?e.syﬁmm and,
if it "&ie'em% ﬂeai@bﬁe 5 mcmaaim replzcement by some obiley form of export
incentive. The staff %@m %riiil also ‘ﬂfgsm@ﬁ ﬁhiné”& views ta vegerds reglonal
@mper&%;im BehenesS. | | | . o

In the Bosrd discussion on the 1907 Article X3V ,m;zmmn vith China
certaln dirsctors had asked whether Chino could }zut "ad0pt 8 move regular
relationshipy in the Fund.” In view of this and the generally favorable
developments In China's economy end (hima’s perticipation in the Special
Drowing Account, the stad? teom will btake the opportunity 0 820k very ine
i’ém&ally the authorlities® views on mabbers relating to Chind’s position :;n
e Fund, in papticular the questicns of the guote and subscription, the pov
valuz, ond the durvation of Article XIV stabus. |

The staff fesn will é‘iﬁ@ugs the gold trade generally,. the comtrol of

importe and exports of #old, iits use in indusiry including Jewelry and the
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artg, aend regulations governing private ownership. A government ageuncy, e

Central Chine Trush, vhich acts a8 2 broker on coumisslon basis, mys donese
A%

$ically produced goldat the eguivelent of $35 per cunce, selis/fur ornsmenial

use at prices roughly egu:i'«;a:{em; b0 2hb an ounce, aé distributes the @m;f‘iw
rfmw the sele o doweeilc é@l& producers. In the light of the Statemsnt of
Policy concexning subsidles for gold producticn (Exscutive Dosrd Decision
Ho. 233-2, adopted December 11, 1047} the stelf team will seek deteils of
this governpent agency's role and functions in this armsgemeﬂﬁ;
The e ff tesn will also obinin detells of the dopectic avrengemenis, 1
any, for bolding speciel draving ights and the ml&’i:ﬁé posounting proceduraes.
An IPRD mission hesded bgr Hrs 8.C. Yeng, which alse ineiundes Mr. (nosgen
of the Fund’s Fiscal Affeles Departwent, vill be in uipel Crom Mevch 11 ©o

April b, The steff teem bad some informel dlescussions with the IERD tean.
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The discussions were held in Taipei, Taiwen, from August 23 to September 2,
1967. The mission included Mrs. H.C. Wu Yang and Mr. H.C. Kim.
Economis deveicpmsnts and oubicok

Gross national product at constant prices increased by 8.1 per cent in
1966 following incresses of 12.4 per cant and 13.5 per cent in the two pre-
ceding years. In the first half of 1967 industrial production rose hy 19 per
cent and agricultural production by nearly 5 per cemt over the corresponding
period of 1966, ‘hese rates of incresse were higher than in the previous
year and also than originally projected for the current yoar as a vhole.
Accordingly, the Chinese authorities estimate that GNP at constent prices
may grow at about 9 per cent in 1967. Preliminary thinking om the Fifth
Four-Year Development Plan beginning in 1969 suggeets that an aversge growth
rate of about 8 per cent may be feasidle. The new Plan is expected to be
centered on + The moetary and fiscal situation ves
control in and prices remained generally stable. In
1967,mcr§“m,m s by & per cent higher than in the corresponding

E
;

occursred entirely in meanufactures, vhich to a large extent went to Viet-Nam.
As regards the outlook for exports, the Chinese authorities were considerably
concerned about the recent discontinmmtion of U.8. offehore procuremsnt of
iron and steel products. Relatively small trode dsficits in 1966 and the
first half of 1967 were more than offset by incressed net receipts from
invisibles end cepital inflow. In the 18 months ended June 1967, gold and

inflow from Hong Kong and Mecao amounted in the firet 8 months of 1967 to
nearly US$ll million compared to sbout US$3 million
period of 1966. The Chinese authorities generelly welcome an inflow of
overseas Chinene ompital but do not sctively encoursge it in order to avodd
embarrassing the British suthorities.

|



Policy discuseions

The discussions focused on problemy thet moy evise in the future with
respeet o sustoloed and high econonie growth. The stall team stressed that
investment in infrostructure has geperelly legged, which io bound o beeome
increasingly o bobblepeck for further ceonowle growbl. It ds the Covernuenti's
intention to bhase further grovih increassingly on the csotoblishment of nove
gophisticnted and even hesvy industries while using, vhenover @ eholoe is
aveileble, relstively more lebor-intensive rether vhen move capital-intensive
technigues. The Govornment bas cove Yo an ogreoment with the Covemment of
Korea as regprds sume dlvisisn of lobor in the establishuent of peltere-
chemdenl indusivies. In view of generally rising copltal requivenents the staff
team. - stressed the dmportence of reising the gverage covihgs rate further
from ita present level of ueerly 16 per cont of (IW. With regard to the
dncrenping investrent requivements for Infractruapture, 1t sirvessed the need
o inoreasse public investpend ond seving and welcomad that wdgetery poligy
is to be coovdineted with development policies. The sl Ban cophasized the
nasd to roview fisenl polley vhdebh has boon charneterized by libersl graniting
of tan excmpidans end mobatos resulidng in incercusing revenve losses end 2
geperal declips In the dex burden widle bolng accompenled by increasing
recoures o borvowing by bond dsoups. AL the soms tisem, howovel, QoverTiment
depocit bolencen with the Ceatrnd Dak Incroased much mwe than the net
procesds from bond issues. The Chinege authorities generally agyeed wiab
there wea conoidorable geope for lmroving e flseal, and in partionlar,

e tox pteusture and expreesed the intention Yo roview the vhole range of
tax exsnpolons before 1970, vhon the presont Sitatute for Dncouragenent of
Investment cuplres, They ocupvessed owareness of the potenitial dongors of

o ropidiy vicing oud Dighly llowid public debt; with de facto pegyed bond
priges, for an effliclent ond Flexibic ifmploumenieiion of ponetary poliay.
Coneldeving the need for pobllizing increcsing resources, the swif toan
swzested Hat couticon in Surther reductlons In the gemeval level of imtevesnt
rates wmy be appropriate. In the lighh of the nerrcov domestic market 4t vas
emphosized that cconopic egrovth continved to depend 4o & lapge exiant o
2rporto and the attroetlon of foreign capiinl and kmow-hows o pord, export
growih would depend on diversification of Povelsn markets oo recendly Chiness
exporbs, pavticularly of proccased pgriculiural produchts, had met with
increoging resistonee, for ingtonee in the Unlled States ond Cermany. As -
the export effort ig to be conconirated on mepufoctures the stald tcon noted
that ouch exports vore bound to epcounter incressed campetition frum other
comteles, both develsped ond déveloping, nd merketdng may involve dacrensingly
e poed to extend oredits to forelon lmporters. Ao rogevds further progress
in vrade liboralisntion and rotionalizetion of teriff and commodity dax
structhares, e Chinese authorltics appearcd @ b souwvbad sors hegsisant
then during proviocws ecmsuliation dlccussions, e gotefl tcan strensed the
Izportence of progress in this apes For over-all efficloncy of the ceondmy
and porticulariy for the export performance, and cmbmsized el ip on
envivoment of incrcosing forelsm oxchense roserves, beyond a level considered
sdzeedy . confortable. some e anp, olininetion of quantitative rectrictions

]



on inperts ond curvent tranafers vas b@uﬁ& o sﬁ;ﬁmmusr less resisbonce and

bg Jeso 4Afficuly than in an a.x:ﬁmmzat e @almac of payments PYeBSUreD.

A publiished cbhservation of & senlor @ff‘i@:%fxl o0 e -likelibood of Ching
assuming the cbhligations of .&rtﬁ@le M:EZ et g@m&mmy considered o preémolure.
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No. 7 1L Datse:

W. Jobn R. Woodley

On my wvay to the Viet-Nam discussions I stopped in Taipel from June 19.22
for the conference on economic development orgsnized by the Social Belence
Research Cowneil. The conference viich was chaired by S8imon Kuznets was attended
by sbout 15 prominent U.8. professors, many scademic economists from Taiven
universities, and Chinese Govermment officials particularly from the Ministry
of Economic Affairs and the Central Bank,

- The conference was organized on the basis of descriptive papers prepared
by resident economists and discussion by the visiting U.8. professors. Further
exchange of views wvas very such limited by the time availadble, but usually
included responses by govermment officials to criticimms of, or questions sbout,
government policies.

The most interesting sspect of the conference for me was the light it
shed on the direction of current academic work. Almost all the papers consisted
of attempts to fit available data into rsther simple models (e.g., the demand
for money is a function of GNP, interest retes and the rste of price level change),
and a good deal of the discussion dealt with how to meke the models more realistic.
While this frequently gave an alpe of considersble lack of reality, it did suggest
the need for more emphasis in our work on testing the existence of relationships
between economic varisdbles for individual countries.

From the point of view of the Fund, the most helpful comments were made
by John Gurley of Stamford on the advantages of monetary stadility and realistic
interest rates in promoting savings, snd by Alfred Kahn of Cornell on the
rationale of various types of government intervention in the economy. Kshn was
particularly helpful on the benefits of removing restrictions on trade end
poyments and on the need to calculate the costs of import restrictions.

My intervenmtion in the discussion was limited to questioning some of the
assumptions made by the discussants. I pointed out that Dorfman in srguing the
case for government intervention bscause of external economics simply overlooked
the pervesive nature of existing govermment controls in Teiwen. I also gquestioned
vhether Gregory Chow of IBM was right in saying that monetary snalysis was not
meaningful becsuse it was based on ex post accounting identities, snd the
correctness of Tsiang's statement that use of monetary accounts imvolved the
aceceptance of the quantity theory of monay. I also suggested that two guilding
rules for Chinese policy implicit in the discusaicas.-thst the budget should
be balanced every year without fail, snd that exchange reserves should increase--
required justification in terms of fiscal policy and development considerations.

A major concarn of the conference was the drain of economists from
Teivan and the plans for establishing graduate wvork in economics st the National



University during the next scademic year. T.0. Liuv is working hard o arrange
for two oy three visiting professors from the United States to supplement the
Jogal faculty., I suggested to him thet when the school was wndevway Fund
personnel travelling in the arvea could perhaps be persuaded to give an oceasional
seminar. In response to & proposal mede in the course of the digcussions,

tlalter Golenson of Cornell weported o the conference that & specisal advisory
commitieo to President Johnson had rocommended thet the U.8. nobt put speciel
regtrictions on forelgn professional persoancl that wented to stey in the

United Stetes after completing greduste ghudies,

cos My, Boviker
Mr, Sture
Mr. Heesing
M. ?03.&3‘3’)



Yhe Vzpaging Divector :
The Deputy Maneging Dlrector

Bepublic of Clina-1065 Article X1V Gonsultatlon

%

Bepteuber 13, 196

. - The eonsultabions vere held dn Taipel froo fumuat 20 to Septesber 4,
1566, The miselon iueluded Mp. Tousale asd Mrs. Yong. Wo oojor questicns
regozding relatlone with ¥he Pund arose.

Yeonomic Oituntion:

China's economy grew in 1569 at o rate of 10 per cend, vwhich veg
sovwiab lower then the rate echieved in 1904 bub was cbove the vaie of 7 per
cent projected in the Fourth FoureYesr Eeonomie Develomwmbt Plan. For 1950,
a growth rate of aboutk T per canb is antieipsted. Price ebtability Las been
eintained and the exparsion of liguidity lss beon moderatle. The budget
entioates fov the Tiscal year beginning July 1965 sre generally conservetive.
The over-ali cciernal paymente positicn in 1965 cod the first balf of 1966
ree been penerslly eatislactory with a onelld decline in the external reserves
during 1504, following ¢ rapid sccwwilation in 19563 ond 198k, and o pootly
seasonal rice in the Pivest helf of 19650,

Topies of Disoussions

Comsideriag the gesersily favorable econcpic developoents, the
Mecussions focused oh avess which, in the nission's view, nerii cloge
sttenbion if o high and sisble growth robe under conditicns of dnternel pricc
siadbility end a sound Lolmmwe of paynents pesition lo €0 be rnintained.

Bxpoertss The high growth rabte cchieved by the Chinese eaonomy in the
LG53'e was lorgely reloted to setivities ovlenbed toward the domeetic mevket,
with considersble sypport by U.8. ald. In the early 1060%, the continusd
high growth rate wos,; %o o congidersble exkent, sustained by the upswrge of
Sugar prices i the world market which penerated an expansion of incomes,
gaving and investment, and provided the forelsn exchangs to finsmce induced
inerecsses in fmpovds. Shies developmentd was supported by o very mavked incresse
in sxports of processed sgriculiurnl products end venwfecbures. In 1965 and
the fivet half of 1956, the sxpausion of exports slowed down o about & per cent
coppared with increages of abogt 30-50 per sent in the previous two yeavs,
despite o rether sharp incresse iu exporte to South Vietellsn. About one fourth
of %he increase in exports in 19595 vog seeounbed FTor by the iscresge in exports
e Vietefion, and about one third of the igcrease im the first half of 1966,
Thore aleo wne 8 yather mavked change in Bie pettern of cxperde. The decline
in esvnings frowm exports of sugar in 19505 wee pearly cuspletely offset hy exports
of primary agricwltural producte, vhile the rise dn exporis of mepufecturss and
proceseed agrienllural products, such as cannsd pineapples,; mushrooms sud asperasug,
wog much saaller then in previdus yearm. With regard 4o the lefter products, in
wirdeh Ching ascounts for o large share in wordd trade, imporiant duporting counlries
have cotsblished restrictlons cgeined such ltporis. The miselon emphaslzed thet
these devaloments warrant considercble concers, nob only from the belaace of
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. m:;mms vievpoint but algo in respsct of the objective of mintsining & high
gnd stable grovwth rate. The niosion expreseed the view, sod the Chinese
authorities genewrslly agreed, that in the fubure the exbernsl position, amd
partisulearly the esxpovt performapee, will represent o still move lmportent
l:is&é@w‘tiu% o the maintensnce of a high growth rate than in the peet, sonnidering
the nerrowoess of the domestic mavket. Conpeguently, o major policy objective
will be prcootion of exporits, not iy by using various expord promobion devices
but sleoc by orienting the develogment policies toward improving the efficiency
and internationnl coupetibtivencss of the econony, f0Ov instanes, by evoiding
excessive protectionism. In this conbext the Sovernment hus to make dlfficuld
decisions as 0 the relative emphesis $o bBe placed on heavy induebrlies ond lighd
industries, respectively, cumoidering avallebilities and coats of faetors of
profdustion relative %o established infustriss iu potentially competing comiries.

Developuent Poldcy and Fiecal Pelisy: The Chincse ewthordties indiested thab
they viewsd the Fourih FoursYear Plan as o frame of referencs fur declsion=meiing
in both the publie and privete sectors ratber then @ progran o be inplementod
in o rigid feshica. There were discoselions on the soope for further e&{)ﬁiiﬂ&‘kiﬁﬁ
betveen development plarming end polley o the me hand, and Pissneisi, ead, in
partiealar, fiscel plemning and mlmy o the other hand, %he nission noled
that the Govermmend iszas?s in recent years depended relatively levs on bawszs oo a
source of revenus and hes relied ingreasingly o bond isoves. The yatio of such
iesuen {gross) 4o totsl government expeaditure bad incrsaged from b3 per eend in
Y 166k to over 12 per cent dn FY 1967, The missios questioned the feesibility
and wisdor of conbiouing this teniency, considering *mg an incressed proporbion
of pew bond issuss hes been sbsorbed by banks sod a8 & resulbt the privete sector
had less atcese %o bank oredit than it would bave bad obhervise. Furthermove,
it pointed ougt that the incressed rellsnce om bond lssves muy ;g:smfmg ﬂny tendency
0 postpone sy improvevent in the btax gystenm which for o good many years has not
*smﬁ@rg@m sy signdficent change and which might well be stmfg%hm»ﬁg

Sopebary Policyvs The missicn discugsed the implications of the growing
smount of outetanding government bonds for wmonetary policy. It emphasized that
guch & growing anount of boade outetanding, coupled with o ds Facho suppord
policy moy i certain gituations impinges on the Flexibility of wonetwry policy.
Tiis de facto support policy io being fupiemented by the Central Demk providing
gussl-gubtosatie discount feeilities ageingt eclisteral of bonds, vmid; so far
hove been ubilized to & very limited extent, and by hoving the Daok of Teiuon
purchage and sell bonds fron end to the nopbank public ot pove

Beptrictive Bystem: Tho Chineee authorities indicgted that they are
congidering & reinetion in the excess of domestic oxefocbory prices over the
Coiels price of comparsble imported goods from 15 to 10 per cent op o eriterion
for protetion throwgh doport rewbtricticns. The mission welcommd the inbention
of the Coverunent to eventually abolish direct restyieticae on Imperis snd o
rely on cost restricetions through terifis, gtreseing thal rapid progrescs in this
directicn is bound bo be bemeficiel for China¥s econcmy by improving ite
efficiency and cospetitiveness ond by otrengthening the fiseal posibion.
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pelicy s not besn divecied townrd vodsing the retds of lay rovenwe o
Botional incom. 16 poritoslier, thoy enphasiszed that they snlvsvored So
misdmize the lafleticnary dnpacht of 108 Ludget Wb @14 not yet Izeld prepaved
o sdepting Tlgcel operetdons 34 2 cHpAnERlOTY DRGRY *é‘@ %ﬁfﬁ@% sapasioniry
forece origineting in othor sootors. e sarkedly relused geale of the Budget
for Ziscel kenr 1995/60 wee eupdadnsd dn wiws of e Ut HRES NECOsaRY
By e sutioipatisn of yedueed vovenuss froe profite of peblic eatorprlsss,
in pardicuier fpew the Todven Dwmr Covporuliche

A3 regprds mamolteyy dovelopannts it vau cwmlivand thet the wosont viss
in the rete of eredit erpanslon and projectsd furither jncreenes 1o he vemmiondsy
of the yoer were potiveled by Hw desire o slow down ae cesretion of enisrnad
roserves sud o ecccomuieiy dupeyile jovestaent reguironente. (onewelly, W
gwthoritiey sppeered o b open minded with respect Yo e stafl wee's
Feseyvations ragirdisg U etswplion of a8 further risies rete of Jncrease 4n
She W@’ﬁ willivgness W 834 1o 1te aoldings of Iiguid sopeis,; which wes
drpided 4n e csitlumbtes of mouetacy ﬁfamwmwﬁ fm* m wiole yesr of 1905,
end the eseoeisted potentinl Reserds of oo erpensiogery ciedis poliey fow
copbinued paintepance of iotemnmel Plneneial @W&lﬁ-ﬁf& In Gisevesions of
wigtary policies 10 trentipived hat e dendopl Dok doke heve at $us dlgpooal
fostpanents oley than ouly moral sussicm whith could bo enployed at eny time
withain the exlstisy dunstitulionel frapowoil. Furihernore, *Eégs:f ware wtudying
he socoe for eogeging 42 @@@ m@@ spsrations in wisw of the progress made
in Tecent yaars in plecing goviisoens seouriides do Doughly ecusl proporilicns
with ihe baaks snd e nw‘éx% mma There were discussions of the Wﬂibﬁ.ii%y
Q}\‘ adeptlug suck open wavied opevatisny lo the peilers eployed by the Znak ;
wf Jepen in its szemmmw sperationss

£ nugoer of g'@@m Vapprd Duyther 1ikersilsstion of the restrioiive gyeten
bEve beEn tabnd oines W last coonulietlons. ﬁaﬂw&@ e the rodustics
of the cont pargin over dsmesble produste poveraing 4w plaosment of compersbie
ispurtad goods on e ewntrelled Liet from B3 gw:’ cont above e f.4.80. Lopord
prdeo io 15 per cept. Alse, for the Diret (iwe thess ves e dnwrofuctlon of
& minim ganerel allswoace Sov ell touriste of UBLGR0.00. With respect to
e genersl raticonels of the rostrietive aysten as betwosa balsner of payments
am&r;&m@im&, proesiion of dommstde induniry, gnd previalon of incontives
anf disincentives to Infigence the éiﬂsa sticnsl paltera of ecesonie astivitias
A% wer dndliceled B8t 16 vas U Goverpsentts polloy % gely ia the futuse o
& Wl lesssr egiant on dlrest yual ”""2%.&333.@&13 o earent peyRents sod to o
lerger extent o Indirect pesso, l.2. fiexibls and Wlooly dwsstle fimaneied
policles and epproprisss rlff end tox podicies.
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Toe Managing Divechor August 12, 105k
Y. John R. ﬁm\fﬂ ‘
Mission t¢ the Republic of Ching

The mission which included Mr. Ramen and Ils. Yang hed
friendly discussions with the Chinese authoritics. Mo major questions
regarding relabions with the Fund avose, and the mission concenbrated its
gttention on the problem of the domestic impact of the eyport boom. The
folloving summary of our conversation is a supplement to nyr lebber to
tire Southazd of July 31, 196L. .

The Gepublic of Chine is one of the oubtstanding cases of B
mma vate of coonomic grovth and successful diversificabion of the economy.
Substentlial progress i being mede in agriculiure anld itdustrisl production
is rising quite zepidly. Prices epd wages rose only mﬁﬁe&:aueiy in 1963,
and prices bave remained virtually stable so far in

The telance of peyments bae impvoved very shorply since mid-1963.
Taic bas been due to the higher prices for export profucts, parbticularly
BUGRE 5 to the continmued gyovth in the wolume of tyaditiongl exports, and
tw the emergénce of new industrial producits. Exports remin heavily
dependent upon the Japancse market, and liberalizebion of resiricbions
therse hes been of aorw%ﬁam‘:ﬁﬁ help. Xuports have not risen shavply. The
lovger exports and an increased inflow of private cepital have wove than
compensatbed for the decline dn U.S. gid and exchenge yesorves have risen
shezply. Ry the end oF 1964 4t 46 expocted that intewnational reserves will
he equal to abouk 12 monthe fuporbs.

The exchange rete bas been stable for pome time oud there arye no
gigns that 1t is nol ob av asporopriste level. Restrictions on trade mnd
pegments continve %o be imporient, par*aw becanse of cicessive concern
aboub the longer range balance of payments prospects and partly because of
& desive Lo protect domzstic industry. ‘

The chief problem we discussed with the Chinese suthorities was
the effech o the m@ar% boom. The rise in sugpy prices has produced
£50 miilion & year in emm Income and the domestle counberpart of this,
about WRE2 billion in 1063 and gbout the same amount im 1954 1s very large
¥ glative W the m&y swply which amounted to shoub FIPI0 billion et the
bag;inning of 196 This bas beon supereivposed on a favorgble balance of
nag;merzm and emxzs,ﬁsn of benk cpredit to the private sccior. The incrosse
in _money supply and in ¢ive and savings deposits Tfxom the beginning of
1953 to the end of 196h g esbimted at ghout 75 peor ceni.



] overnment hes eken virtuelly no steps to offect
this a'i;reng cxpansion. Tae tax bmsden hes actually been reduced.
Some monetery peasures hove been taken, ¢.g., conlral benk rediscounts
hawve f2llen, some funds have been troncferred from the stafe banks
%o the Central Bank, snd theve has been g clowing down im the rate
of credit oxpension o the private sector. Import westrichlions have
been liberalized bub only by @ minor amount since isporbe ars
expected 10 rige by 10 per cent in 196h not wuch move then the gyowth
in CHB.

In view of this situnbion the migsion suggested that the
Covermpeent should pub major exphesis on fiseal policy in an ettemt
0 dampen the effects of the export boom. In parbiculamr, it wos
suggested that the Todvan Sugpy Corpovation which has o mﬂ%aly of sugae
exports should bs used in o conbragyclical way end that the shexp ine
craase in the liquidity of this institution should be cherilized. The
poseibility of incresse in ublliby vates, the vevemues of gov@mmm
monopolies, and of iwposing texes on ogriculturel leod wers aleo ddpeussed.

The interest male structure in Taiven ic very high end is
ceniored upon the rate of O per cont naid for saving deposibs. The
Chinese suthorities envisage reducing these rates es o longer Tum goal,
buat the mission wrged coubdon unbil such time ag the fiscnl policy is

tightenod w.

The mission put itc main ephasis on the possibility of
liberalizing fmport restrictions in order to reduss the rete of reserve
sooummmidation, It was suggected that an ewtomatic licensing system be
intyoduced for vaw meterials, spave perts, esscnbicl conswmer goods,
end raw meberials for &xpowt processing industries. It slso suggested
thet investment projects could b approved guite li?m‘ﬁm apd that less
restraint should be imposed for bmlance of pwyments ressons.

My inmpression vas that the Chinese euthoritics hed been discussing
the verious policy iasues involved for auite sometime and that the Coverne
ment was not Uiksly to tebe any wvigorous action.
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