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WE WOULD APPRéCIATE YOUR CONFIRMING FOR OUR RECORbS THE
FOLLOWING REGARDING THE CURRENCY STATUS OF REPUBLIC

OF CHINA AND REPUBLIC OF VIETNAM STOP AAA WHETHER PARVALUE
OF THE CURRENCY OF REPUBLIC OF CHINA HAS BEEN ESTABLISHED
WITH IMF AND IF S0, THE PARITY RATE AND THE DATE FROM WHICH
IT IS EFFECTIVE STOP BBB THAT THE CURRENT AGREED PROVISIONAL
RATE WITH IMF FOR REPUBLIC OF VIETNAM IS 80 PIASTRES PER
USDOLLAR | STOP PLEASE ADVISE NEW RATE IF THIS IS CHANGED
REGARDS
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September &, 1970

Tos Treasurer
Director, Asien Department
Director, Exchange and Trade Relations Department
Genersl Counsel
Internal Auditor

Fromi  The Beeretary < fiwrence Hebbard
Bubjeets Chine - Initial Par Value

The Government of the Republie of China has proposed,
and the Fund has agreed to, an initial par value for the new
Taiven dollar. The par value expressed in terms of gold and
in terms of the U.8. dollar of the weight and fineness in effect
on July 1, 198k, is as follows:

0.022 216 8 gram of fine gold per new Taiwven dollarj

1,400.00 nev Taiwven dollars per troy ocunce of
fine goldj
k0.000 O pev Taivan dollars per U.S. dollarj

2.500 00 U.B. cents per nev Taiwan dollar.
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This is to:inform the CONTRACTING PARTIES to the General
Agreement on Tariffs and Trade that the Government of the
Republic of China has proposed, and the Fund has agreed to,
an initial par value for the new Taiwan dollar.

The par value of the nev Taiwan dollar expressed in terms
of gold and in terms of the United States dollar of the weight
and fineness in effect on July 1, 194k, is as follows:

0.022 216 8 gram of fine gold per new Taiwan doilar;

1,400.00 nev ''aiwvan dollars per troy ounce of
, fine gold; '
40.000 0 new Taiwan dollars per U.S. dollar;
2.500 00 U.S5. cents per new Taiwan dollar.

Very truly yours,

S

W. Lawrence Hebbard

Becretary
Mr. Olivier Long cet lgnm
Director-General Mr. Tann
CONTRACTING PARTIES to the General ASﬁ
Agreenent on Tariffs and Trade SEC
Villa le Bocage ETRD
Palais des Nations K LEG
Geneva 10, Switzerland UN Rep.
RES
N Mr. Gerhard
Mr. Lang
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Mr. Chendavarkar , o ' v Septenber 3, 1970
Glinter Wittich Gmy.
Republic of China - Extersal Dbt

Ve ave attémpting to improve reportlng of exbernel debt date and o
insure reagonable cousistency betimen cur vepovés and those of the IERD. A
cemparison of detn contained in & recent IERD weport (BAP-17, dated 8/12/70r Vol.-IIT
Tebles h-1 and k-2, attached) and our last consultation report (814/70/101, dated
5/10/70:. Table 26, p. b7) roveals congiderable difforences in coveragey

1. Our Yepord appesrs nod to include suppliers® credits o the public
, gector. It refers to Government Oblicetions end parhops excludes supplicrs’
oo credlts because they were extended To sutonomous bolies or public enterprises.
P It would seem prefereble to extend our coverage, 83 otherwise the misleading
) impregsion eould evisc that no other public fector obligntions exist.

2 There ere differcuces in data on debt cwed Yo the U.B. Government.
Especially, are "loong not in service" and "loang with repayment torme noh
gettled” ineluded in cur detal

3. We report o debt servico wetio of sbout 6 per cent” (GM/T0/100,
5/18/70, page 9), vhile the Pank refers to one of b.5 per cent. The differcnce
is the opposlite from what ore would expect ae debt cutstanding ghown by the Bunk
iz higher than thixt shown by us end poymenits on undishursed parts of forveisn
debt are included in the Dank celcvlation of the ratio.

he The otaff has ab vavious Simes beer guestionsd on oimilar discre-
pancies in the Executive Boaxd. The reportiog of different debt service rotios
in particular hes freguently atiracted attention. Ao presumsbly the dote
reported in our consultation paper were provided by the Chizece authorities
a8 the most reliable, one might ab the oceaslon of the noxt Article XIV
Consulintion discussicne segk =n explanabion of the differences. It may be
noted in this conbewt that Benk date are aloo besed on debtor reporting. Perhape
1t mey also be wortinhile to state eupllcitly inm our section Recont Beonomic
Developrents what hes been uted us dencmlpator in calevlating the debt service
ratlo (e.8,, receipis for goods end services in 1969). ..

an:  Mr. Palmer
:‘?Efa, }2 g o
"Mrs Helensghon
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 INTERNATIONAL MONETARY FUND,
_WASHINGTON ° D.C.

. His Excellency, K. T, Li, Minister of Finance
. 101

. Ministry of Fiﬂanﬁi—, Hamchang Si:reat, Taipei Taivan

‘ Republic of Chinn

“ Executive Board took follewing decision July 20:

QE&TE After comsideration of the inferﬁ&tiog greseﬁted
by tﬁe Hinistry of Finance of Cﬂina, the Fund determines
~ on the basis of guch data that the net official holdings

of goid and Y.S. 'dolim:s of Chixm under Article I1I,
_ ééction 3(5} (ii); on- S@étamber 12, 1946 were:

| (In U.S. dollar equivaients) |

Gold ‘ . 178,058,467.09

U.S. dollars. C . 420,586,373.99
| $598,664,841.08  UNQUOTE
. Hebberd -

Interfund

‘Transmitted via the Bubassy by letter 7/22/70

DO NOT TYPE BELOW THIS LINE

“ Operator
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SUECT +  China - Initial Par Value - ﬁ”' 7"‘& .

I have the following comments on the draft of the paper for the
Executive Directors on China's proposal for an initial par value
for its currency:

1. The title should be:

"China - Initial Par Value for the Currency of China"

2. The following is suggested as a substitute for the introductory
section:

"I. Introduction

In a letter to the Managing Director dated June 23, 1970, which
is attached, the Minister of Finance of the Republic of China proposes
on behalf of its Government that a par value for the currency of China
be established at NT$40 to the United States dollar of the weight and
fineness in effect on July 1, 1944. This is the equivalent of
0.022217 grams of fine gold or US$0.025 per new Taiwan dollar.

China is an original member of the Fund with a Schedule A quota
of $550 million. China has not consented to any increase in its
quota and has indicated that it does not wish to have an increase
as part of the Fifth General Review.

As an original member of the Fund, China is required when so
requested by the Fund under Article XX, Section 4(a) to communicate
the rate of exchange of its currency prevailing on the sixtieth day
before the entry into force of the Articles of Agreement, i.e., on
October 28, 1945. Article XX, Section 4(a) stipulates an exception
to this requirement, however, in accordance with which a member
whose metropolitan territory had been occupied by the enemy was not
required to make this communication for such period as the Fund may
determine. After the Fund had requested original members to make the
communication, China was deemed to have availed itself of this
exception (Executive Board Decision No. 187-3 adopted July 16, 1947).
In the attached letter, the Minister of Finance communicates the rates
of exchange in effect on October 28, 1945 and notifies the Fund, in
accordance with Article XX, Section 4(b), that China regards these
rates as unsatisfactory as the basis for an initial par value. With
the adoption of the recommended decision by which the Fund would agree
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- to the initial par value proposed, the periods during which China

would not be required either to communicate a par value under
Article XX, Section 4(a) or to agree a par value under Article XX,
Section 4(d) will be terminated and China will become eligible to
buy the currencies of other members to the full extent permitted
by the Fund Agreement. .
The Fund was aware‘of the unusual difficulties which confronted
the monetary and exchange authorities in China during the years
immediately following the Second World War and recognized that
because of the unusual circumstances China might not be able to
inform the Fund well in advance of rate changes and that the Fund

;é3 ordinarily would not be in a positiom to pass on changes. The
. Executive Directors in Executive Board Meeting No. 329 (6/18/48),
" adopted a special procedure under which changes in China's exchange

system were notified to the Managing Director who was to reply at

.. once on behalf of the Fund, unless he preferred to raise the matter

with the Executive Board. The procedure was discontinued by

' Executive Board Decision No. 1129-(60/54), adopted December 28, 1960.

Many changes were made during the period the special procedure was

-~ in effect, including the introduction of the new Taiwan dollar (NI$),
" in June 1949, as part of a monetary reform. The exchange system was

changed from time to time and subsequently simplified effective

.~ June 1, 1961 when the official buying and selling rates were set at

NT$40.00 and NT$40.20, respectively (EBS/6/67, 5/26/67, and Sup.l,
5/29/61). The Fund did not object to newly communicated buying and

" selling rates (Executive Board Decision No. 1205-(61/28) adopted

June 7, 1961). On September 30, 1963 the exchange rate system was
unified and the buying and selling rates were set at NT$40.00 and

.?“NT$60.10 per US$L,. respectively (EBD/631113, 10/1/63). These rates

o are. still in effect."

o 3. I would suggest the following 1in place of the first paragraph

'inf})in Part II:

“"The 1969 Article XIV Consultation with China was held on

" June- 9 1970, (Executive Board Meeting 70/52), on the basis of the

report prepared by the staff mission that visited Taipei in March 1970,

: . and of the staff memorandum on recent economic developments (SM/?O/IOO
--.5/8/70 ‘and SM/?O/lOl, 5/9/70)." .

‘2‘5‘4;; In the last full sentence on page 3. states.

...the exchange rate was. set at NT$40 to US$l. ‘

- This appears to be incorrect and should refer to

E "che buying and selling rates which were set at NT$40 00 and

N§$40 10 to US$1, respectively W ) .




5. On page 4.

(a) The third sentence in the only full paragraph might
read:

, "However, the exchange and trade systems continue to involve __
. extensive controls and restrictions.” :

(b) The last two sentences in the same paragraph require
clarification. If the foreign exchange is sold freely for certain
. transactions, the situation cannot be described as one involving a
restriction. It is my understanding that the multiple currency
, - aspect of the registered foreign exchange scheme was to have been
‘ Aabolished on July 1, 1970.

<i:> . " ' (c) The opening clause of the last sentence:might read:

"During the preparatory staff discussions for the last
- Article XIV consultation,....'

6. Page 5. Again, with regard to the registered foreign exchange
scheme, we should have a notice from the Chinese authorities stating
that atleast the multiple currency aspects of this scheme have in fact
been abolished om July 1, 1970.

7. = The par value implies, although it does not require, rates of
exchange within possible margins of NT$39.60 to NT$40.40 per USS$1.
= - . The paper appears to assume that there will not be any change in the
" effective buying and selling rates in the immediate future. If this
is so, it might be confirmed or else this possibility raises the
questions whether the new situation has implications for the immediate

future.
i <:;}‘ ) <,! 1"Qékiiw The staff recommendatian and decision could be revised as follows*

"IIJ;. Staff Recommendation -

" The proposed initial par value has been the effective buying rate
for the last decade. During these years exports have grown substantially
and the balance of payments has improved. The. staff believes that China

. . can further simplify the restrictive system and eliminate substantially
~all of its restrictions on the basis of the proposed par value. There-
'fore, the staff recommends that the Fund agree to the initial par value
". for the currency of China proposed by the authorities of the Republic of

" China. Accordingly, the following decision is submitted for the considera- ‘'
’“?tion of the Executive Directors: : ‘ -

:'1; The Government of the Republic of China ‘has proposed to

:‘the Fund an initial par value for the currency of Chna.

‘ ";Expressed 1n tetms of gold and in terms of the U S dollar

¢ [
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ffof the weight and fineness in effect on July 1 1944, the
initial par value for the currency of China is:
0. 022217 grams of fine gold per new Taiwan dollar, o
‘:'1 400 00 . new Taiwan dollars per ttoy ounce of fine gold;v
40 00  new Taiwan dollars per U. S. dollar, ’ L
2 50000 U S. cents per new Taiwan dollar.-; 37£f g;"%;fa?f,{‘;
The Fund agrees to the prOposed par value.  V |
, e,
cc;iﬁf;-Savkaf.‘
Mrs. Yang.
Mr.: Palmer = ' . A T R
Mr, Familton .. o ! o S
) T PRI PN ‘ . R . . g‘
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Maria 0. Tyler
China~-Tnitial Par Value for the New Taiwan Dollar
It seems to me that the paper requires several revisions even in
the new version of July 7.
. Mgel. Mure
The par value should be expressed in terms of the gold content of the
currency unit. Therefore the following is & suggested replacement for tle
first paregraph.
spgggsggg-g
June 23, 1970, the Minigter of Finance of the Republic of China proposes
sggggagiﬁgggg!gﬂ.g
established equal to 0.022217 gram of fine gold. This corresponds to an

“ﬂdﬂmgyioﬁcn dollars of NTP$LO per UB§L & NPl equals

The meaning of this paragreph is obscure and I suggest the following addition

ggﬁﬁuﬂg&gg-gggggﬁﬁ

The special procedure referred to in the second paregraph should perhaps be
gvﬂﬁé-gggggshfgsggg

5. E ILine 7.
For "subsequently” read "substentially”,



6. Page 2. Incomplete paragraph

Should there not be some reference to the exchange certificate system which
is mentioned without explsnation in the middle of the full paragraph on page 3.

7. Page 2. Final paragraph Line 2
Yor "in" resd "st"
8. Pege 2. Final paragraph Line 3
Delete “at”
9. Fage 3. Full paregraph line 3
Insert "was" between "aid and'discontimued”
10. Page 3. Full peragreph Line 9
Delete "that of”

11. Page 3. Ml paragreph Line 12

The reference to the setting of the exchange rate in 1963 at RT$4O per UB§L
hn:t‘mistutﬂthtmmofmwmmm
top pege 2, '

12, Page ki, First full paragraph

" The exchange and trade control systems were developed during years of
balance of payments pressures. In recent years restrictions have been liberalized
to a considerable extent. However, the exchange and trade system continues to be
subject to extensive controls and to restrictions. The trade system involves
restrictive licensing of over 40 per cant of classified import caomodities, and
prohibition of a large mmber of commodities; application of 2 self-sufficiency
ratio for certain industries, with & required percentage of domestic inputs in
their production; and an import deposit requirement spplied to certain categories
of transactions. The exchange control system involves restrictions on current
transactions although for a number of these foreign exchange is sold freely while
for others foreign exchange may be bought up to fixed limits. Moreover, the registered
foreign exchange scheme, which is an export/import link device applied to certain
industries with facilities for the transfer of import emtitlements between manu-
facturers, gives rise to a multiple currency practice.

Recently, China reduced the import deposit requirement fram 50 per cent to
25 per cent and terminated its last bilateral payments agreement, that with Spain.
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A | | ATTACHMENT

Ministry of Finance
Republic of China -

Office of the Minister
June 23, 1970
Sir:

On behalf of the Goverument of the Republic of China I have the
honor to communicate, pursuant to Article XX, Section U, a proposal for
the establishment of an initial par value for the currency of China.
Article XX, Section U(a) requires a member to communicate the rates of
exchange for its currency prevailing on the sixtieth day before the entry
into force of the Articles of Agreement, that is, on October 28, 1945,

The rate of exchange on that date was Chinese yuan 20 per U.S. dollaro

'In the light of developments since that time, this rate of exchange is not,

of course, a satisfactory basis for the establishment of an initial par
value,

China experienced unusual difficulties in the years immediately
after the second World War which were recognized by the Fund in Executive
Board Meeting 329 (June 18, 1948), with the adoption of a special procedure
under which the Fund dealt with changes in China's exchange system. This
procedure was discontinued by the Fund on December 27, 1960. Many changes
were made during that period including the introduction of the new Taiwan
dollar (NT$), in June 1949, as Tart of & monetary reform. The exchange
system was changed from time to time and subsequently simplified effective
June 1, 1961 when the official buying and selling rates were set at
NT$L0.00 and NT$UO.20, respectively. The Fund did not object to these
new official rates. On September 30, 1963 +the buying and selling
rates were set at NT$LO0.00 and NT$LO.10 per US$l respectively. These
rates are still in effect.

I propose, on behalf of the Government of the Repullic of China, that
the initial par value of the currency of China be NT$UO per US$1 of the

weight and fineness in effect on July 1, 19kk.

VEry truly yours,

Ko T, 11
Minister of Finance

Mr, P. ~P, Schweitzer
Maneging Director
International Monetary Fund
Washington, D.C. 20431

Ul s. A. ‘

P -




MINISTRY OF FINANCE ' / /
REPUBLIC OF CHINA '

Oﬁice. of the_ Minister

ec: Mr. Tann
_July 3, 1970 C ASD.

Mr. W. Lawrence Hebbard
Secretary

International Monetary Fund
Washington, D.C, 20431

. 8. A,
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Dear Mr. Hebbard:

: I have received with thanks Mr. Anderson's letter
dated June 23, 1970 sending me a copy of the decision taken
by the Executive Board concerning the recent consultation.

R The consultation was one of the most successful
meetings with the Fund experts and the conclusions are both
satisfactory and useful for reference to our government. I
wish to take this opportunity to express our sincerest thanks
to the Fund for continuous cooperation and assistance.

Sincerely yours,

K, T, Li
Minister of Finance

SY.ey




* INTERNATIONAL MONETARY FUND

a,’

June 5, 1970

Your immediate comments
would be appreciated.
Mr. Habermeier intends to
consult Mr. Tann on this matter
today.

Thank you,

C. B. Fink
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June %, 1970

Sir:

On behalf of the Govermment of Chine T have the honor to
cormunicabe, pursuant to Article XX, Seetion 4, a proposal for
the egtablighment of an iniftial par value for the currency of
Chine. Artiecle XX, Section 4(a) requires a member to communicate
the rates of exchange fqr its currency preveiling on the sixbieth
day before the entry into force of the Articles of Agreement, that
is, on October 28, 1945. 'The rate of exchange on this date was
Chinese yuan 20 per U.S. dollar. In the light of developments
gince that time this rate of exchanze is not, of course, a
satisfactory basis for the estiblishment of an initial par value.

China expearienced unusuzl difficulties in the years immediately
after the second World War which were recognized by the FPund in
Executive Board Meeting 329 (June 18, 19h8), with the adoption of
a speciél piocedure under which the Fund dealt with changes in
China's exchange system. This procedure was discontinued by the
Fund on December 27, 19600 Many changes were made during this period
including the introduction of the new Taiwan dollar (NT$), in June
1949, as part of a monetary reform. The exchange system was changed
from time to time and subsequently simplified efPective June 1, 1961
when the official buying and selling rates were set st NTHL0.00 and
NT$EO,20 respectively. The Pund 4id not object to these new official
rates. On Beptember 30, 1963 the remaining rmultiple currency practice
wes abolished and the buying and selling rates were set st NT3L0.00

and NT$L0.10 per USS1 respectively. These rates are:sstill in effect.
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I propose, on behdl? of the Govermment of China, that the
initial par value of the cwrrency of China be HTHLO per USEL

of the weipght and fineness in effect on July 1, 1oLk,

Very truly yours,

Hinizter of Finance

My. P.~P. Schweitzer
Managing Director
International Monetary Fund
Washington D.C. 20b31
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DRAFTY

June &, 1970
Nezy ¥y, Bchweibzer:

I an pleased to be able to inform you that the Government of
the Republic of China wishes to complete pryment of the gold portion
of its subseription to the Internationsl Monetwey Fund pursvant to
Article I¥I, Section 3. before (hino bepomes elisible wnder
Artiele WM., Section b w0 bnﬁ purrencies fron the Pund by the
catablishnent of an Initial par value,

Date on Chine's net offiecial holdinge of gold and United States
dollars es of September 12, 1046 were Purnighed to the Tund by the
rxzecutive Divector for China on W@veﬁ&er 16, 19k8. Turther information
on these holdings was provided by the Alternste Txecubive Diveetor for
China on June 15, 1950. Tn this connection, T wish to gbate that {o

the best of the konowledze and bellef of the Chinese suthorities. the

holdings of other official institutions and other banks in Chinese
territory on Septewber 12, 1946 were no more than working balances.
Upon receipt of the Fund's determination of the net offieial
holdings of gold and United States dollavs of the Republic of China
as of Septerber 12, 1948, the Central Benk of Chine will arrange for
the peyment of the appropriate smount of gold to the Pund under
Artiele IIT, Section 3{b). I will be writing to you econcerning the

egtablishment of an initisl por value for the new Toiwsn dollar.

Sincerely yours,

Mr. P.-F. Schweitzer Minister of Pinance
Managing Divector

Internationsl Monetary Pund

Waghingion D.C. 20h31
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DRAFT
JWRose
May 22

China - Par Value

Substitute second paragraph for Mr. Fink's draft letter.

The monetary unit existing on October 28, 1945 was the Chinese
Yuan with a rate of exchange of Yuan 20 per U.8. dollar. This unit
and exchange rate, however, now have no gppropriateness to the proposal
for the establishment of a par value. Briefly, you will recall that
the years following 1945 were years of monetary instability in China.
This was evidenced by depreciation in the value of the currency and the
maintenance of a complex multiple exchange rate system. The particular
difficulties facing the monetary and exchange authorities were recognized
by the Fund by initiation of a special procedure for consultabtion with
China on chénges in exchange rates and the exchange rate structure.
Notification of such changes was given to the Managing Director, who as
far as possible replied at once on behalf of the Fund without reference
to the Executive Board. This system operated between 1948 and 1960. In
the earlier part of this period - in June 1949 - a new currency unit,
the New Taiwan dollar‘(NT$) was introduced as part of a monetary reform
but it was not until June 1961 that the exchaﬁge rate system was effectively
unified at the still current official buying rate of NT$LO per US$L.
(Recently, the status of the unitary rate system has been fully established

by the elimination of the muliiple currency aspects of a registered foreign

i
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exchange scheme operated as an export incentive). This exchange rate
has therefore demonstrated its viability over a period of years in which
the Chinese economy hag developed the characteristics of high growth

rates in clrcumstances of monetary stability.



. lrun

Messrs, Evans and Finch May 19, 1970

C. B. Fink %—‘

China -~ Payment of Initial Gold Subseription and
Esteblishment of Par Value

Attached are two draft letters which could serve as a basis for
further discussions with Mr, Tann on the above subjects. It would seem

appropriate that ETR prepare the detailed recital of chan in the exchange
system which Mr, Gold, in his memorandum of April 15,1970, says is necessary.

cem———

As regards the preparation of the necessary Board papers, the one on
"Net Official Holdings of the Republic of China" could be prepared in the
Treasurer's Department and the one on "Establishment of Initial Par Value"
will need to be prepared by the Asisn Department in consultations with Legal,
ETR and Treesurer's. An outline of such a paper is attached, sassuming a par
value of NT$ 40.00 per U.S. dollar. Of course, there is no need to prepare
these papers until after further discussions with Mr., Tann.

Your early comments on the attachments would be appreciated.

Attachments
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~ inéluding substantial changes in the exchange system[qdnﬁthewedopt;ort—ofma«new

.Dear Mr. Schweitzer,

On behalf of the Government of the Republic of China, I have the honor
to propose to the International Monetary Fund, a par value for the new Taiwan

dollar of new Taiwan dollars per U,S. dollar of the weight and fineness

in effect on July 1, 1944, It may be recalled that‘in response to the Managing
Director;s cable communication to member countries on September'4,-l946 the
Government of China, on October 7, l946:furnished the rate of.exchange for

Chinese currency prevailing on October 28, 1945 (and subsequent changes in the
rate on March 4, 1946 and August 19, 1946) It may also be recalled that China
availed itself of the provisions of Article XX,.Section 4(a). . The Government

now proposes that the period available to it.under Article XX, Section 4(a)
~be terminated and that the further period available under Article X%X'Section 46;} <
also be terminated. )

"The rate of-exchange on October 28, 1945 was Chinese yuan 20 per U.S.ndollar.

The Government of:the Republic of China does not regard that rate as a satisfactory

par value in view of the slgnificant changes in the economy since that date

adzuryen

-

ﬂmenetarymuni%;? It will be recalled that the unusual difflculties whlch'the

s
monetary author1t1es faced in 1948 had earlier been recogn1zed by the Fund at

Executive Board Meeting 329 (June 18,\1948) when a special procedure was decided

f= ,u/—f‘-u/QJ/, J)"L ALY p At )Lk

whereby Ch1naC?eeegnlzedmthemxcspon>&ba11%y~e£mnotifyLn& the Fund of contemplated

changes in éxchange rates and the exchange structute. Under this procedure)

which was reaffirmed by the Fund at Executive Board Meeting 53/54 (November 6, 1953)

and dlscontinued on December 27, 1960 the Fund was notified accordlngly >
.Changes made in the exchange system in the period 1948~1960 are listed in>

the attachment to this letter. I wish to draw attention particularly to -the

re

i 0 _
adoption of the new Taiwan dollar in 1949 and the successive changes that were
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made iﬂ‘the'official exchange rates and the exchange certificaeee rates that
culmioated,_on April 14, 1958, in the establishment of.official rates of

NT$ 24.58 buying, and NT$ 24,78 selling per U.S. dollar. vThe official

rates applied.to major exports, eseential'imports, and to,iovisibles for

the account of the Government. The official rateSplos thevﬁalue (NT$ 1lf50
buying,‘aod NT$ 11.60 selling) of an exehange certificate were applied to the
settlement of .all other exports, imports, and invisibles. Other rates were’
abolished, Subsequently, the exchange system was further Simplified and

from November 21, 1958 transactions previously effected at the official.raﬁe

_ took place at the rates of NT$ 36.08 buying and NT$ 36.38 selllng, per

Laly
- U.S. dollar. These rates were subsequently changed, effective June 1, 1961

to NT$ 40.00 and NT$‘40.20 respectively and on May 29, -1961 the Fund "did not
object to the proposeo change in the officiai rate of the new faiwan dollar."
On September 30, 1963. the exchanée certificate systeﬁ was abolished and the
buying and selliog rates were changed to NT$ 40.00 and NT$ 40.10 per ﬁ.S.
dollar. These rates are still in effect. .

I look forward to 1earniné of the Fond's decision to terminate the
respective periods under Artlcle XX, Sectlons 4(a) and 4(d§nﬁ} its agreement

on the proposed initial par value for the new Taiwan dollar. - -

Sincerely yours,

Minister of Finance

Mr. P.-P. Schweitzer

Managing Director
International Monetary Fund
Washington, D.C. 20431

Attachment -
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Dear Mr. Schweitzer:

I am pleased to be able to inform you that the Government of the

- Republic of China propoéeS‘to‘complete payment of itsuéubscription to the ..

International Monetary Fund pursuant to Article III, Section 3.

Data on China's net official holdings of gold and United Stateé_dollars

. as of September 12, 1946 were furnished to the Fund by the Executive Director

for,China on November 16, 1948. Further information on these holdings was
provided by the Alternate Executive Director for China on June 15, 1950.

The to;al net, of ficial holdings wereﬁabout:$598.6 million and, in this

Acbnnectionyl wish to state that to the best of the knowledge and belief of

the;Chinese éuthorities, the holdingé éf oﬁher official institutions and
other banksvin Chinese territory on September 12, 19%6 were no more than
working baiances.l

Upon receipt;of the Fund's determihatioﬁ of ‘the net official holdings
6f gold and United Statesvdqllars of the Republic of China as ofvSeptember i2,

1946, the Central Bank of China will arrange for the payment of thevappropriate

‘amount of gold to the Fund under Article III, Section 3(b). I am writing

separately concerning the establishment of an initial par value for the new

~

Taiwan dollar and the Central Bank of China will expect to receive a communication

from the Fund concerniththe paymént of the balance of China's quota in its

own currency,

Sincerely yours,

oy

Minister of Finance

Mr. P.-P. Schweitzer
Managing Director
International Monetary Fund
Washington, D.C. 20431
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?ar Value of the New Taiwan Dollar
In his letter of - , » the Minister of Finance of the Republic of
China, on behalf of the Government of the Républic of China, proposed to the
Fund a par value for the new Taiwan dollar of NT$ 40.00 per US$2.00 of the

weight and fineness in effect on July 1, 1944 (see attachment).

China is an original member of the Fund. After correspondehce between

" the Fund and China in 1946 and 1947 41t was made clear in Executive Board

Document No. 235, Revision 2, Supplement 1, February 25, 1948 that China had

not yet communicated to the Fund the par value of its currency and that the

period durlng which China W1ll not be requlred to communilcate the par value

_had 'yet to be determined by the Fund. In regard to thls 1atter step, the

Chinese authorities now»propose‘the termination of the period under Article XX,
Seétion‘4(a), as well as the further’period f;r agreement availabie under
Article XX, Section 4(d). éihce October 28, 1945, there wére substantial
chanoes in the- exchange rate system of China culmlnating in the establishment
of official buying and selling rates for the U.S. dollar of NT$ 40.00 and
NT$ 40.10 respectively, on,gikgﬂd“*3c,ﬁ&3, which have been maintained uﬁcﬁanged,
siﬁceAthen. China's quota is $550 million. On‘MarchVZQ,'1946 one 0ne~hun§;edth
per cent of quota, namely ggé,OOO, was paid to the Fund in accordance.with )
Article XX, Section 2(d) .

. (Section on exchange rate system summarizing the main changes, 1ncluding

b wre of - g

adoption of the gold yuan and subsequentldy the new Taiwan dollar . Whmchfiswfha

means of settlement.)

(Section of main economic developments.)



It is fécommended tﬁét.the Fund shouldiéoncur in the pér véiue
éommunicated to the~Fund.b§ the quetnmen; of'the REpublic of Chiné, and
'the,ﬁollowing&draft decisioh is submitted for conéidefation by the
Executive Board: | e | '
- 0.022 216 S grams.ofAfinevédld per new Taiwan dollar |
14Q0;00 . new Taiwan‘&ollars pe¥ troy ognde of fine golé
40,00 new.Taiwan dollars per U.S.'dollér

.2,500-00 U.S. cents per new Taiwan dollar

‘ .-""‘u./\\.
-



. MEMORANDDM .
.‘H_TO:i .. Mr, Haberméier
?FROM:'“ Frank A. Southard Jr./

.- SUBJECT: Chlna s Gold Payment to the IMF-

" Today Mr.. Tann informed me. that Pre31dent Chang’ Kal—shek has

‘approved the payment to the Fund of approx1mately $60 million in gold on

account of China's subscription. He indicated that the Chinese authorities

 would probably want to complete this payment before the Copenhagen meeting.

He mentioned to me that there seemed to be some questlon of the currency

. which would be used i the currency portion of the total arrangement. As

I understand.it, there may be a question as to whether “the New Taiwan Dollar
would be used at an appropriate rate of exchange (40 to. 19), or whether the‘f'
currency which existed in 1946 would be used. I am not at all clear about
this but I do not see why the problem should be difficult. Mr. Tann says

that the World Bank is u51ng the New Taiwan Dollar.

I suggest that Mr. Gold and you, or persons representlng you both,

- should explore thls matter further with Mr. Tann.

ce:r Mr. Gold . o yf'i S o ' u; ,i ~

Mr., Hebbard

S S A1 B
. .3 Aty .crc;C.t‘G’f"‘/A-'{
4 - Cmw
Y INTERNATKDNALRWONETARY‘FUND ‘ ,
Lo - WASHINGTON p.c.2o43t
e : . Lo B T PR . o s : CABLE ADDRESS
.. DEPUTY MANAGING DIRECTOR . A I o T = } . L . INTERFUND

C April 9, 1970 R
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(c) the present currency of China and the'rates of
exchange, and the names and values for the separate
currencies, if any, in terms of this ~eurrency;

T g (d) that China reques»s an exten51on under Aruche XX
; - Section 4(d)(i) of the ninety-day period referred to in
Article XX, Section 4(b), but without suggestlng a
- termlnal aate -

E _ {At this p01nt Chlnu vwould be able to meke purchases

R L L :if permitted by the Fund to do so under Article XX,

_ Sectlon L(a)(ii). ]

7. If China w1shed to establish an initial par value for its present
© ecurrency by the most expeditious procedure it could send a communication
" tq _the Fund by vhich it would propose the termination of the period
"under Article XX, Section 4(2), as well as the further period for
agreement avallable to it under Article XX, Section L(d) and an
initial proposed par value for its currency. This communication

- would also have to include a recital of the developments with respect.
to the currency of China beﬁlnnlnF_ﬁifﬁ“fEE_rates ~of exchange pre-
vailing on the sixticth day before the Articles entered into force, }
- %.e., October 28, 1945, a statement that they are not satisfied with °
this l9h5 rate as a par value, and the subsequent history of the

. currency, including the adoption of any new monetary unit. If thetre

- were separate currencies, appropriate reference would have to be made
_to these. On the basis of such a communication the Fund could decide’
to terminate the respective periods and agree on the pronosed initial
par value 1; 1t were qeemed satisfactory.

c -
< .




4o

S

10

FROM

sU

g

JECT

!{:‘ '{; .5:),: < lf AT rE T r?' o1 }4,4.,»
YT reL 6’ VA YR OT G i
d& o a
Mr. Ha bermeler o . R < pate. April-16, 1970
Joéeph Gold. Szt T

Y ’ . : .
P0931ble ACulOﬂ under Arulcle XL, Sectlon 4 ml th Respect to Chins

1. ThlS note out11neu the steps specified in the Aftlcles that

could be taken in-order to make it possible legelly for Ch:n% to
engage in exchange transactions with the Fund. China can become
eligible under Article V, qecbwon 3 in accordance with Article. X,
Section k(c) by establwsnlnﬂ an initial par value in agreement. hlth
the Fund under the procedure of Article XX, Section h(b) and {(d).
Alteruatxve_g, after the communication of a par value under Articlée XX,
‘Section 4(a) but without the establishment of an initial par value,
China could rely on Article XX, Section 4(d)(ii) which avthorizes

the Fund {o permit. transactlons on such conditions and in such

. amounts as the Fund may prescribe. In either event, pursvant to

Article IlI Section g(a), China would have to pay its subucrlptlon
in full on or before the 6ﬂte that it could enrr wge in transactions
with the Fund. :

2. Begnnnlng Drocedure for 1n¢txal par value or purchases under
Article XX, Sectlion ! d}(ll) China is now in the position of
‘not having been reguired to communicate a par value under the second
‘sentence of Article XX, Section k{a). The decision of the Fund that
China vas decmed not to have communwcated a par -value under this
_provision also stated that China and the Fund will consult at a later
date as to the time whep a par value should be communicated. After o
consultation, the Fund coulo debterminé. wvhen the period of ﬁoncommuni—_

~cation is to end, and therefore by what date China must communicate

"the par value of its currency based on the rates of exchange pre-
vailing on the sixticth day before the entry into forece" of the Fund
Agreement, that is, the rates of exchange for the currency of China

on Octover 28, 1.945.

3. A communication under Article XX, Section 4(a) in response to

the Fund's decision to end the period of noncormunication in accordance
vith rvaragravh 2 above should state: (i) the rate for -the Chinese )
currency as of October 28, 1945 and the value of any separate currencies
in terms of the Chinese currency (See Article XX, Section 4(g)); (ii)
that the rates have been changed and new monetary units, if any, have
been introducad since that date (see Article XX, Section k(e));

(111) the name of the present currency of China and the present rates

of exchenge; and (iv) the names and values of seus rate curra ncxea ‘

if any, in terms of the presept curreacy of Cnina.

e

“r

wishes to establish an

L, Initiel var walue. If China wi intial per
velue, agresment on the terminaticn of the exitendsed pericd referred.
to in Seczion 2(c)(i) would b2 necessary. In the communication

referrad to in raragraph 3 above, China could suggest whai exbensicen



The following refers to our discussion this morning.

In the light of the nev formulation of Fund Decisions Relating to
Exchange Practices of Member Countries approved by the Board (SM/70/60, Supple-

ment 1, April 22, 1970), the following "proposed draft decision" will be con-
tained in the Staff Report.

"The Fund welcomes the assurance of the Chinese authorities
of their intention to eliminate the system of registered foreign
exchange described in BM/ / , which gives rise to a multiple
currency practice. In view of the circumstances the Fund grants
approvel of the measure until June 30, 1971. \

The Fund will review these measures on the occasion of the
next Article XIV consultation with China."

[+ 2] “n Palmer
Mr. Evans
Mr. Chandavarkar
Far Eastsrn Div..

WIRW: £



Mr. Chandavarkar b s : May 5, 1970

Jamés G. Evane, Jr. /
: 5
C/Int@r

note of May 1 on this sudbject you state:

“In the year immediately following the adoption of &
unitary rete system in September 1963, transactions under
the registered excha:.ge system were negligible. However,
they assumed larger dimensions in 1968 when exports of
processed goods had grown to a substantial amount together
vith the increase ir the number of rav materials entitled
to such special treatme:t and in the percentage of export
earnings allowed to be registered.”

The 196k Article XI¥ consultation report (8M/64/85 - 10/8/64)
states on page 3 of Part I:

! In the exchange field, the foreign exchange certificate
system was abolished in September 1963 and thus the exchange
rate system wvas simplified.”

end an almost identical sentence is found on page 31 of MII.
uuunnmomd(muthmberlum?gsa)
A 13 1 .

No reference is made to this scheme until the 1968 Article XIV
consultation report lgl:lézﬁs 2/18/69), and the Twentieth Annusl
Report on Excbenge Restrictions (1

On the basis of the above it would appear that the reappearance
of this retention scheme is an introduction of a multipls currency
practice and we are not nov asking the Board to condone a multiple
rete, that wvas just overlooked for years, but a proliferation of
the rates in vhat was a unitary rate system. This should be made
explicit in the paper.

Mr. Woodley
- ne. Palmer .~




The Maneglog Directoy . .
The Deguty Memoging Dircctor tey by 1970

W, John R, Hoodley

China « 1959 Article XIV Consuitation < Deeision Qelatmg to
Bxchenge Practices L

The sdvption of the reviged formulelicn for Fund decisions relsting
0 exchange yracticss {SM/70/61, Bup, 1, effeoctive Aprdil 2k, 1970) raises
ouastions for the draft decizion on China, Cline has a mmr mmitiple
purrency practice arising from exporters roeoliving tvansforable import
eptitloments. Tronsactions in these have ocowred eb exchange retes slighily
cutside the om per cent mevgine. The stalf’s julgmond is that the yractice
is not eo objectionsble ge $0 warrant Fund dlsapproval.

The éimf% foord decision under the new formulation would rosd:
“The Fend weleomes the aseuvance of the Chinsse authoribics

of thelr intention to elimlngbe the syaten of reglsfered foveign

cxchange deseribad in 8% /  , which gives rise to s multiple

curpancy practice. Chine has reguested the Fund o approve the
exvhange measurs deseyibed in &Y / o In view of the ciroume
stoances videh hewe led to the reguest; the fund grants approvel

of the meesure wndil June 39, 1971,

ohe Fund will roview these messurcs on the occasion of the
aert Article XIV conowltation with Chine.”

The difficulty with this form is that Chivs has mobt reguested Fund
approval of the onchange achene described in the stef? ropoet. Consogqumbly
the gubmission of this formilation to the Boawd would require sesking from
the Chinese authorpities, through M. Tann, @ request fovr eppyvoval, Sinee
the Chinese euthordtics are likoly to be senaltive on this issue and even to

dery that the practice ig o multiple cuvrency practice, obbsininz such o
request iz likely to be Alfficult, if mot lmpossible,
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A,

a8



Mr. Dvans May 1; 1870
A, G. Chandavarkar

China - Article IV Copsultotion Poper--Reglstered Forelign Exchange

The Pollowing information provided by Mrs. Wu Yang is in response
to the gecond pavagraph of your comrent of April 30, 1670,

£t the end of Auguet 1956, a set of "Measures to Encourage the
Processing of Imported Raw Meterlals for Export” was introduced to promote
induetriel exports. This wes discusged during Article XIV consultetions
in the lete Tifties and early sixties, AL that time, it went without Fund
approvel for two ressons: (1) Prior to Decewber 27, 1960, changes in the
exchange system of China were under special procedure (Board Decision
Ho. 320-1 on June 18, 1948), no Beard spprovel was needed if the Maneging
Dirvector deemed so; (2) Prior to September 30, 1963, China had an extensive
meltivle rate system, but precumebly the "Export-Iwport Link System" which
added cne more rate to an already complicated rate styucture, was not
regarded sp of material congeguence. In the years immediately following
the adoption of a unitary vate gystem in September 19563, itransactions under
the registered exchange system were negligible. However, they sssumed lavger
dimensions in 1968 when exports of processed goods had grown to & substantial
amount together with the increase in the mumber of raw paterisls cntitled to
such ppeciagl treatment, and in the percentage of export earninge allowed to
be reglstered.

cg: Mr. Palmer

AGC: £



#3: Office Memorandum g
%hm‘o* J
10 :  Mr. Palmer e “fw:;_s; April 22, 1970

FROM : John W. Rose |\

SUBJECT : Qﬁna: Pgr{ I Consultation Report

o~

I mentioned to you Mr. Woodley's concern that we shouldn't seem
remiss over coverage of China's commercial policies in the light of what
the IBRD may produce, partly as the result of studies which Bela Belassa
is seemingly undertaking.

There is no difference in our basic analysis and one completed
by the Tax Reform Commission in China itself: there should be a tariff
rationalization as a basis for the dismantlement of import controls. I have
therefore sent Mr. Woodley the attached note.

But I think it necessary to focus on the implications of our cover-
age of the tariff system in this way. What we are illustrating is that in
the case of China we have been looking at nontariff barriers when the tariff
itself on a large range of items may be prohibitive. This raises the
question of the adequacy of our coverage of trade restrictions in the whole
field of our reporting. The Chinese have produced the following analysis
of effective rates of tariff protection (in per cent) for six developing
countries, presumably the choice of countries being determined by the avail-
ability of data. (I have not tried to check the source and reliability of
the data).

China Argentina Pakistan Brazil Philippines Mexico

Consumer goods 432 220 465 155 1,011 3k
Intermediate goods T 315 95 112 89 28
Capital goods 21 194 143 9 96 35
Over-all 91 246 212 126 300 33

If we draw attention fairly dramatically to tariff barriers in China,
what do we do about the Philippines on which we have not commented or focused?
What is our capacity to mount studies in this field and to refine a better
analysis of integrated tariff and nontariff restrictive systems?

I raise these questions, on which I have had some preliminary discussion
with Mr. Gerhard, only because I think we are contingently introducing a new
dimension into our analysis which might excite the Executive Board but which
we are not equipped to undertake. And it gets introduced for a country which
is doing well.

Attachment

cc: Mr. Hughes
Mr. Gerhard



Mr. Woodley . April 21, 1970
John Rose
China: Payt I Congultation Revort

In the lizht of cur discussion thic morning I suggest the following
additlons to the present draft report.

(1) Page 17: scoond paragraph add sentonce at end:

¥esees (with Spain). Aseinst this bvackground and in the light of the

highly satisfactory economic performence of the Chinese economy, the
staff team at the request of the Chiness authorities placed greater

emphasls this year on discussion of the restrictive system."

(2) Poge 18: delete last 6 lines and substitute appendix A. .
(3) Page 25: Qelete lines 10 to 13 and substitute: PToE e M

”

veesseses Chonged circuzstances of the external sector. In the light

of the highly satisfactory peri’ormauce of the economy a& a wiole and

the axport sector ia particular; it vired Athat the systems
have unduly handicapped development but the staﬁ' believes that econcaic
performancs would bengiis from liberalization of the restrictive system.
Most dmportantly this Jinvolve® a diemantlexcnt of import controls in

favor of re¢liance on the tarifr es a proteciive imw&a‘,cr-.t, The staff
therefore weleomes the indlcations given by the Chincse euthorities of
thelir willingness to keep exchanse and trade wolieﬁ.c:. undler review with

the aim of liberalizing existing restrictions. The precent consideracion
of a comprchensive rationalization of the teriil on the basis of elffective
tariff rates seemws a coursgeous initietlive wiich might give rise €0 & be-
neficial precedent to other industrializing countriecs. “Ae en early measuyre
of liberalization, the steff believesthat hie termination of €he ImpPort ceeees”

M‘
—~ Lo
/
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Mr. Dumcan Ridler April 1%, 1970
As G @imaﬁifa.wk@r

Commodity Frobless - Republic of China 15692 Avklcle NIV Consultation
Mareh 16-20, 1970 :

The following observations might be of inbereszt to you ia the combext
of v, Polek's recent cireular €0 the area deparinents concerning difficulties
encountered by developing countrics in marketing thelr prinmary produets in
iminotrialized countyies.

In the caze of China, the problems relate to the high rate of impord
duty (60 per cent od valoren) imposed by Japen on dmperts of bananas fros the
Republic of Ching as well as to the fach that the importeticn ie not done through
conpetitive macket channela, bub is crgenized throuzh o group of imporiers (The
Jopon Bopans Importers - Couperative). Bapanas from the Ryuvkyus group of iglends
{Japanese territory st @reﬁam; under V.0. Govermment conbyol) are, however,
adnitted feeo of duty. A oaojor reamon for the high duty on bananee is the
protection of the mevrket for domentic apples ond ornnges. Pard of the proceeds
of the impori duty on banmnas are ewrmarksd for develomment of spple and ovange
culbivation. )

Japan is-gt present the only export narket for Chinese bansuns and
therefore enjoye ‘2 monoys salstle position vis-a-vis China while also being in
2 position to Lsport benanas from obther sources such es Iebin Aweriesn. The
Chinese authorities feel thaet a lowering of the teriff as well as ecmpebitive
importation may help to increame thalr offtake. The export of Chinese bananas
ig, however, sisco done through an orpanized proun. It is 4Aifficult to Judpe
the potentielitiss of the Jopanese meriet for further sbsorption of Chinese
benanas, & pertinent eonsideration in the context of the limited possibilitien
of eboording exmrtahle pupplies "from already planned yroductive capacity ot
vowunerative prices,” vhich appesrs to be o world-wide preblem (World Trade in
Bonsnas - Isn Brown - 2/70/11, o 16)

%@ other yrovlenms meationsd by mm (hinose authorities regerding impord
restrictions velete to {1} the import dubies lmposed by the Furcpeen Conmen
Morket on conned mushroome (23 psr cent), conned pinsapples (23 per cent), and
caaned :mp&ragus (2’-“5 2 per cent)s {i11) the import quotas on ihe case products
imposed by Demnark, Sweden and the U.5. {comned mushroons).

Hr. Ynodiey

lir. Savker {on roburn)
iw. Keoesp~Thasan

RA.

u’:.?o e

e, Yu Yang
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- advancerdeposit voquirved sgalnst lmports woxe xecorded &8 an import pxo=
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- In vesponsd to a guostion by the stzff team the hivase repraraentatives
: ]

 stated that the {ncrucse fm 1969 in Yothevr sarvices® in the balanee of pay-

crerdd
Cmwats resulted from largay <araings by Chivese crowve of foraien shipping

b.l‘

companies and by wemittencoes for the malncenanca of local officos by foroi
companics, pradominantly Japaneae companies. The incremo in the lmg:-wm
enpital inflow of the privece non~uonatery sackor deri vad fronm larper irpnrtn
wnder long=torm supplier credits . Thoe Ycurrvemey and bank deposits” in tho

.

short=term capit«l sccomnt weisted Lo vowoments in foreign balancas held by

private Cuumma, pradowinantly transport and imurancc co::nmios, maintalined

" sbrosl for thc fmmcin nf thoelr o;mmtwns. “he imporc Mprepayaenta® fa

. tha shoxt=tarm capltal account resulted partially as zcetual prepayrwents for

" {mpoxtz, but predovduantly &3 a balancing factor betvaen the actual flow of

-imports (om arvival st cuszows basis) asd the Financing flowe Although the

bull of imports weve fimanced on a sizht letter of credit basls, tha

da

1

AR

. ¥ k]
peyment in the b&lmca of payreats data. The dacline in the prepayment

|
i o b
3 A . ) '4r
iven in 1569 was ralated to ti'm reduetion in Avgust 1969 {a the edvanca

doposit requicvemant.

As yagaeds external debt, it wes explained that private guarsntced

loans woera accouated on the basis that rost forelgn conmareial landers
varuived puarmatcas by c*-mae-at;’.c banks and ttmre fora the guarastees by the

banks could .m regerdad .ﬁ';'m. ‘adequate besis for assensing mdi\m— ;md long=
. /Q,DKW?Q ; Y
e commarcial dedt lial':uxtms. it was rvackonaed t‘mt at Jesst 30 rtar ceng
: : A 50 !
of this corpureial exedit was benk guamnwad. 'I‘km: ot liated;.az:‘

stort=term Aupplier credic in fact velated only to normsl usonce crodit of

1 s H
' # 5

oo 3/“:} /\‘170

¢
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up to ona-yesr Teru for this thure was ne repayrent schedule as it was

mg;m:«&nzd =8 & stock of nornal ms«olvi';'ta "t'mclcx finaneing, The dabt“;c":my'
want schadules for both the govewnmeat dubt and the gusrantead dobt |
covared both interest and repsyesiit, bub 1t was not possible to giva a |
braqidown of these factors, It was confirned that there was vo shorte-tem
pevernment external debt and tharafors daf.:.'x given for the governrantal ;
delt was total debte  Thw Oc wtral Benk had data on private wapuarantead
debe for only 1909, from which date it Bad assuvmed the responaibility for
approving such losns, but as stated such debt was a amall eleveat of the = .
total private debi.
/vw

The staff tom observad that in the foce of t’w SOl &E framwntml

- pature of oxturnal debt accountlag, it vas hoped that the same dnta‘woum ba

" provided to both the ISR and Fund misslons in oxder to aveid any reporting

i

com.radietiom. - The Chinese wepresentatives undertock to wnsure this and

“commented that they themselves wore svara of the existing daficlencies in

.

theiz ‘external data accountinge The Txacutive Yuan Lad in face instructed

that thare was tO be coordination {1‘1{1 m“suc‘. ‘l’iﬂ{; of exteraal deht sccount™ ——

) dﬁL Fe W—yw £ /-ff/w? &m/}(/wufm »/

ing aud thw vags baing 1:1;»103»:*.&&

] M of the Central Banke It was confirmed that the data welating té

govarnoent debt glven to thie ctafl town was on a dm..umed Jabg bmm; as’
fov private debt guarantecd Ly banks, the Chinese repregentatives pmniued'

to check into the nature of the data. , ‘ ol wp

.

The Giingse repraesentatives desaribed the impact==or cash=—lvana fov

which data had been suppilicd. ‘.‘{ham cash loans fov ccmverraion favo NI

% ¢

for demestic finunce neads were prodominantly provided by the mz:erica.n b asis

.and, bocause the borrewing vatas were linked to t.lzc Eure dollar mtaa, thay
provided 2 sovewhat chaspur borrowing !"ac' ity forx local induat"y cso..rparod

v . N
‘l



. with domestic bauk eysdic, Thore was ne reps symeat achedule aVnLIah;a,

3e

hut taw totsl outstanding of such uor auin~ Hae not ruached miﬁnificant -

proportiqus.. The Ccnéral Bank did not encoursge thase arr&ng&wants but
agually well, whilst it *emazwad of mAuaga abla pzoﬁortions, did not dis=~
COUTESe iﬁ. ;no arrannbmgnta nrovzded wedion tatm financing‘which wan
not alvays readily available from dorestic banks. Sosidos the concexncd
private corporations foﬁﬁcf the ﬁnsugiatien with lavge toreign'hnnku.uue-
ful i other ways, e.g.;_in affacting improvement in managements e
Asian dollar market had, 23 yot, not had wuch Impact in China; the ﬂcntrai ’;,
Fank had in fact rtc»tv~u a voquust for deposits thera but dapdai: rntan‘
avallable in Hew York haa been fowd to be hlﬁdem thou those availnbla on

- the Asian § market. The outatnnnxng amont of the forcelen currency casi

loaus to pr1V4te unturpriaea was put et ghout 25-30 nillion and rapayizents

undox this barrawiﬂg wars cmtiratad at butucen §7=% nillxaﬁ in 1970, ‘/”,v'f

As vegards the new fc*wign zradn policy sppiied in 1969 it wvas sta:ad

)

that the maln elerents of this wera (1) Izbaralzrntion of import contrnls'

{2) promotion of exportsy (3) iutnrnationai caopnratzon; (4),coord£nation
'Oa production and wavxketingy (5) vuality centrol; (H) hzgh quality navatxur,
- {7) estsblishmont of now uazkets; (8) owarness mnxkating aﬂsistaﬁca. and
(9) shipping Indusery dovelopument. At tha morent export insurnﬁcai(which
covarad cvedit and non~eredit risks) eonly epplied to Latiﬁ Americéﬁ'countriaﬁ'
but' the extonsion of thia to the whole world was under cunaiéeratiéﬁ;:sﬁch

Lsuroncs was mnu&gué by the Central Trust,
As vegards the balance of paymenis projections for 1970 and 1971, 4t
way stated that these wore based oa (1) the Four-Yaar Leonomie Plan adjusted
. t 3

1
'

fox recent balance of paymonts dovelopmentsy (4) projections of inereases of

axporta of 175 per cont in 1970 @md 15.4 per cent in 1971, and of {uports

:
‘A
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Facku-l \«le v-ec«.lx;ec\} Mo Qg

oupplement
to
‘ Backgrround Materlal for 1969 Art:l.cle XIV- Gonsultatlon

e (Pege 55 - Table .23)
(1) Guaranteed Ioenstutstandn_.ng: e ke I
‘ Date . ‘ Outstandlng Amount e ¥ LT M-
< ' ~ Dec. 31, 1967 s ~ US}e9, 642,000 %.¢
Dec. 31, 1968 US$147,756,000°
Dec. 31, 1969 U304, 449,000
(2) Repayment Schedule of Guaranteed Ioans for 1970~74
B o
Date . . .. Repayment Amount
1970 - US$49,544,000
1971 Tl US$45,6:_Ll,QOO
1972 | - US$45, 816,000
1975 | US$42, 504,000
1974 | US$36,355,000

(5)‘ Short-term and Medsum—bewsn Commercial Credit Including.
- Suppliers Credit Outstanding.

Date OQutstanding Amount-
‘Dec. 31, 1967 US$42,907,000
Dec.- 31, 1968 ‘ US$78, 340,000

Dec. 31, 1969 " US$123,774,000



Hrs. Lachman March 31, 1970
A. G. Chendavarkar (YO

China - 196% Article XIV Consultation - CGold Production and Registered
T,

Foreign Bzchange

I attach (i} copies of asswers to the questions agresd during our pre-
China mission meeting on geld producktion in Chine together with other
relevant mission material on this subject; (il) mission materisl relative
to the Chinese “registered foreign exchange scheme (see pages 12 and 15 of
su/69/23).

When you have réviewed this material perhaps you will csll a meeting to
decide what action is appropriate on these matters.

¥,
cge: My, Sture

Mr, R, Hiller



March 30, 1970
Mr. Bt M/W
China: Article XIV

I attach & copy of the paper givan
to the Chinese authorities in response
to their request for a review of the
restrictive system as part of the recent
consultation.

; =218
ce: Mr. Mur\/
Mr. Hughes
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March z‘zm, 19?3
Paputy Governor | :
entral Bank of China

i
|
+ 1969 Article ¥IV Consuleatlon B S EA
Atcached L8 a veview of the rastric tiv& system in the terms |
f
ruqugu&ad.?y tha ghl?Lu? zathoritics, It is svbmitted new in emse
# N i

'

Lt warrants some Jdlscussion at our £1 nal meetinge

<X weeld lika to give the follo owing extract from the final state= |-
wand 1 intead o moke tomorTow xﬁ oxéer to put the yoview inte - -
porepec ?ivﬂ". T ‘ : . T
e T o :
CONIOBUADPTUW - " R : : B s

. Ag zegaxds the rostrxnwmvn 8y ﬁ&a; we have alrosdy given you
cour geasral aualysis in a review X«wﬁOﬂLihg to your requast for
i

ihis particulay focus o this year®s consultation., We axe
anwiows that this veview should not ba vesd as boing overly
eritiesnl of vour external seotor nolioles Yrom what T have
alroady ; you will be mware of how AF&TGS$Q& wa are with

aaneee  Our veview was in respouse o your pa r“i
! hax been drefted only to dirveet a“t&pf“ n Lo

LR 21

Y-u f‘ﬁ

“lar raques t
HLran whieh we think sy uveafally Do yewexaninedy in sown cases

Cywe preQedre that this iu already belng dome.,  Zut emphatlcally
dt s meast to be a possible contridutien to po i'c forrmlati
cathey than a eviticlom of i€, - . o

fevB0OT DD

he Bo Q%aunnvqrnar
CTME ”taﬁ" Teame
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0T @0pd‘ 1ie of Thina = 1989 Arxtiplo MYV Consultatlon

Raview of the Restrictive Systewm

2

o : Tha hin&sé)auﬁhaxﬁtlaa xaqu@ste& that the ”und Lezn should direct

pa rti cular attention in the cons ui ien this year to tne foil owlng as bete
. . - '. E ,‘ : H
of the restrictive syatems - . L o ‘ . 1

- . b

i.  The styructure of (e p“LﬁQnﬁ t rade reserictive msasures and its @ngC”
; -

;L ;“ o  ;,‘an economic developaents ;.Véfy ? ‘ , ﬁ:" :
2a‘,AEdQntif’catién~of avaas vhere the present rastrictiv& measures rauid be
f.‘l _-i»‘v ffg;asually 1Luara1 zed in the béaﬁ interests of the ecoqo\y VlLROMﬁ' losing
sight, however, of the f&cﬁ‘ﬁhat 2 large lugont auxpina is &1&@1y ﬁo

. remein Lo the future. By what ways and meang?

ta
®

Haking & veview of the present management of forelmn exchange and
- yecommending vays and maans for ite fmprovement.
. These aspects of the ayatem ;o&iaw aa“u’al prog erassion for Lis

ocusmination but, 28 a whole, nead to be reiateé to the consistency of trade

" N

:u’l e*&chanm po

ticies with tha over=all objective of economic development.

.

i Tun broad ebjectives of tha Tif th Development Plan are to achileve the optimun
TN . N . ' - » - : * ¥ I @
S vate of growth with incrsasing employment in circumstances of demestic price
stebility sad 2 sustainable balance of payments., Tae growth is to be

darived from a stratepy of balancing davelopment in the iﬁdugtr1529 srhoul~

Y & -

S | cural and infrastructural aecﬁozs with recogaition of China®s heavy relliance

¥

‘on extermal trade for atteimment of its objectives. It is pavideularly

3

e #

aoticesble that in this latter respect trade policy indicated {n the Plas is-

e
N

gt s

'&yn&mically oviented toward expmrt vyomotion» While the facreasing com

thLQLVLﬁOJQ in exuort marhets and tha barraers to entry into 40raxga marked

PReS Lé Ex

n‘,

are'racegnizedﬁ the veact;on to theaa cand&tzans is a atr&vzng for



R | =2

of ar@ac rostrictions natisfactoril Ly reil *c&sjthe development and trade

cmmpeﬁitivc efficiancy 7& a cau»;eusn sg fu prowth asspleations. While thewe

N ' 4 ‘ de
8 BunG endorsenent t of palacxe ?or 5eAs ~maaufacture of paxta and compensnis

aod pro Lccbﬂmn for infant industries, the ingentior is that in

“n
?‘n@?.m& L -

efficlency of comﬁ atic producticn should be tasted by vemoving diveet lsport
5 2o 4w, . . u— o ¥ e ‘: ¢n . ' -l AL ‘
T Lﬁf&@ﬂ@ and relying on an appropriate Larifie

thin dev&;aw enl s t&gy,'bcth as reoards)

|
i
j
:
f
I

rozource allocation between s uecgcrsrsnﬁ the xv ative bcm fFies of exporte
oviented oy im port muﬂtﬁtv“;oq prcdvc ion, &@e for our coun ceTparis fn th

i

IBED vo adiuwdge. rwaur nesessment i concerned 28 to whether the sevuctuye

}

policy intentions znd thex@by contwibues toward the atteimmnt of the desived |

allocation of resonrces.

- Gffleial Influcpee vrv'gh the trade system ca the course of

o

Ctrade iz exexcised thraugh five maln weapons:

{1} Toport duties (u“ﬂ a\eﬂwtia A3 fzom izpa 43 dutxea)p SR B

{1) Tmport margin dapcsit raquiramwntsg, _ R

(3 Dbirect controls over imports and exportsy

{4)  Tax conecssions velated to ewpert zales, mnd ;

¢

-{5) fn export/import link *3'tem {‘veoxctared forelion chunnvo e

Eu%v’&wmn i’ys conLyols and induceronts for invasﬁmanu ma? Lol

&cnt#ily hava ;mpiicatinns'for inf Euancing imports of capl ital goeds bud
:‘;tpximarily thasa'mﬁapwﬁé nré conceivad in terms jf their effects on

investwent rather than on trade.) L o -

.’: e '"ﬁ“’i’“" i’.

Gistorically, the tariff has scemingly becn seen as a vewvenuo
Yuﬁiﬂf “ﬁaﬂ 2 nrotact"v& lnstrumenta: awsaanantlygtzta ?vn*act*xc iuﬁctboa

is only now being deeply &naly eé {Can .‘41 on on

o - m R e ¥ 2
Tarmaticn, ITet Ve G Liu

. H
¢ !



“a lovge auwber of dnstanecs a barrvier hebind which inefficfent production

¢ha allocation desired by the evthorition .o

. N v
f .

. (W4 . H
a [} < i X
Urotection Under the Trasent Toriff Structura o% China™ =

N rtﬁoaa 35, Decsvse of hudpelery wallance on Savifl vovenues ead the vl e
o o . ‘ 2o x wa? g . civn g e
ant Yacommulators™ opnlicd to ‘Ha aocinel tariff rates (the 20 poy cong

gdition to colofs value for dxtvwwe"mmw value computation and The T0m00 pon

ae.

od y A x s
T orauesn Chimga

}-—-:

ceng duty smrchargo)a the aco "nalaton nominal tar

" 5

hisglte  Dug, n@*& Lipo «“antlya as'h&s been Lilustr n$9€ by Dre Liuy the

&

x
. B
affactive tarlfl rates {isd. the real muount of »rotection wnvoy*& b; a

manufasturer on the ﬁcmwstic.vniue added) refnh levals f T oBome prodaasing

Ur o L]

that wust bm pEE A cd as nrm&xuxtlve of imporss in the face of GVWen very
imbfficiamt domastic production and the rates have not baen wationziized Tay

whe antension of vnxmarw enconraganent o vonmcxmu¢ diffarantinted protooe

Ctiom bt dELE ‘erent productive processes. Thus, even withour addicional

restrictive or protective mpeasures the existing tariff could be prmvidiaﬁ R

A

3

could prOSpax fow. the domestic market, Jrawing resources toward thosa areas

of production contrary ¢o beilh the optisum ccononie allocation of wpaources o

n / R -
Yurtwemﬂowﬂ v osome insooncos

¥ n % . s 4 - 3. o e A =z 2 >y Sy
the tarlff system operates verversely by siving a negavive offective tevifs

atc, f.¢., the ‘grn“ﬁ'tia% on the raw wmaterials and intermedinry goods used

1

b
o]
‘J

srecesslag cutwelghs: the protection cnjcycd en the procassed prodnel,

- » g a [
Cghe adwissbilivy of disponsing $mtd dlyoct contrels in favor

A/ Thiz study, in Fott, CThOLGS & LOUHTOLeNsLve GLaterent of oha
ecaneie a%j‘&tiﬂﬁﬂ‘ﬁa dizoot dmport contvols so that they do not recuipe
to be yeatared ip this peaper. Tho study also moles specific vacommend-
atiens a2 to guidelines for a taplff reform on which it is not ar’ vonrinia
to eommnt hera. Dut Lt s to be ROTnd that the conelusion o
toriff protection; this o sssentially the cagse prasented by th ]

ﬁf Protecticon Ltsalf doss wot, of Qnur*a ror go induce production axoweh.
ne has been L1lustrasod by Ure Tu 5o Sunt "rade Uoitcios and Seoncmic '
... o _ A

PITOTO . SO AT ¥ *
Developrent in Tolwan™s

o
;




raquivexent to Lts curreat 1@?&1 of 25 per coent and the dnereasaed elibibilicy
o s 53 A e A ST B - +

lwpect on dmpovts by the ”3queeﬁa

© Vhere, bocausz of the roling levels of Impoxt duty, the tariff oxcreis @"‘_

q

& strwﬁg influence on rescurce allocation, owvclopmaat stratopy canst hHo

f .
=
s

superinposad on the tariff as given; the tariff wmust be restructurad in

-

tha'&ight of the strateyy 45 & weapon in L¢s implementations  Such a

veatructurieg Lo elzarly necessary in China as & basis for comprehensive
: B , ' : - l

: : ‘ . i
Miberaiization of the import eystum. . o : : Cod
. [ ! |

' |

AS a wesult of the progransi ive reduction of the impar» mavedin doposit

S to ilmport en other Lha% sight poyment tcrm‘ by docuxanta spains i acceprmucse
and decurents nﬁainat payment) which do not incur the deposits, this instrue

&
¥ 3
:;3

Tent pay nau now he so si nific&nt'a& astrictive devicas But it may be

ssaoclated with Lwe tarzfi in tuat 1& is a pric a*ralzant rather than a &ir@ct

4

controls I0R 9xz“ TY eff&et,iw zo “mc“eam@ the cost of iumporxtys by the amow
of the *ntcrmst cost incurred on tna xervcct&v& beposzt"mhave nrcdﬁ' itself

is not freely avallsble to the iwmpowt secter, um&&ﬁ muy be a wors direct

2t AT P

o Twporters
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C)Efiée of the Minister

MINISTRY OF FINANCE
REPUBLIC OF CHINA

1970

February 4,

Mr. Frank A. Southard, Jr.
Deputy Managing Director
International Monetary Fund -
Washington, D.C. 20431

U. S. A, -

Dear Mr. kSouthard:'

Reference is made/to your letter dated”January

21, 1970 informing me that, as agreed with our Executive

Director, a Fund staff team, consisting of Mr. A. G.
Chandavarkar, Mr. Kanesa-Thasan, Mr. John W. Rose,
Mrs. Hui-Chen Wu Yang, and a secretary will come to
Taipei to hold the 1969 article XIV consultation discussions,
from March 18-25, 1970, and that M. Rose will come ahead
of the other members around March 3. :

I take great pleasure to welcome the Team's
visit and hope that you would send the Questionnaire and the
Background Paper to us as soon as possible, so that we may
have sufficient time to make the necessary preparations.

A copy of this letter is being sent to Mr. Beue

Tann, Executive Director for China, for his information.

Sincerely yours,

i

K. T. Li
Minister of Finance

SY:aw
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industry, this will

comparative analysis of the efficiency of this industry
r. Gupta, & financial smalyst,

He 1s now revieving the officiency of the Bank's
ssy about the pecruitment of

In the I1.F.C.,

aad in miad GATT relationships in this context, I
th‘

. i3 therefore looking at protection; Mr. Qureshi shares this interest.

with

le project, which is 5o much in the field of development strtegy,

mmmwmﬁm

has
mﬁ-ms
needs to be

alternative investment and against foreigan industry so that he is con-
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involve him in some
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The Chinese authorities requested that we should diyect particular

attention in ouwr consultations this ysar to the following aspects of the
restrictive systen.

1. The structure of the present trade restrictive measures and its
effect on economic development.

€. Ways and means for the gredual liberalization of the system without
losing sight of the fact that & large import swplus £s likely to resain
in the future.

3. Recommendstions for the improvemsut of the management of foreign
exchange .

We are submitting to you separetely a statement of technical observations
o thege mtuers but at the policy level the concepts which are implicit in
M@mmmmnmwammm
objectives. These objectives are primerily relsted to developuemt strategy: you
endeavor to encourage an optimm rate of econcuic growth ia circumstance of
domestic price stabllity and a sustalneble bslance of payments. The growth
itself is to be derived from a strategy vhich is a blend of import substitution
ani export-oriented policies. mt&p\mdtmmMMMﬂ:
regulste the extermal sector by the implementation of a foreign exchange budget:
you project your foreign exchange inflow oo en annusl basis and sllocate
availsble exchange betwoen your necessary payments. mwmsm.‘
WMMWMWMQWMWM
beer made for nonmercheniise psyments which are themselves closely controlled.
The alloeation of exchange between categories of imports is determined on an



" an sonlysis of over-all demend for the various categories and the avallability
of the items from damestic sources of supply: actual imports ave therefore
the result of an edministrative determinmetion of priorities within & given
exchange aveilsbility, including thet arising from your prepardness to incur
foreign debi. OB the axpart side, performance is not the result aaly of your
real campetitiveness in internstional markets tut also reflects direct official
assistance to export production through incoms tax and cther tax concessions;
preferential credit facilities; snd en export/isport link system.

In these circumstances the free competition between foreign and domestically
produced goods 1s frustreted so thet the efficiency of domestic production and
the relstive efficiencies between various types of production is not tested
in the market in terme of price competitiveness. The testing of this compet
itivensss in export markets is elso undermined to the extent thet export
prices my be depreciated by ineppropriste subsidies. The effect on econmic
development of your restrictive system is to be seen, then, primarily in the
implications the system hes for the price mechanism and to the extent tiat
this becomes distorted, the implications it bas in influencing an uneconomic
pattern of development. Jhis mey be seen as @ purely theoretical appraisal
and certeinly we have not the espacity to poimt to illustrstive demonstrations
of distortions and uneconouic development; this is an aspect of development
enalysis more appropriaste to cur friends in the I.B.R.D. But the /high/
level of administretive regulation of externsl trade emd the evidence of
exess luport demand requiring such regulation are, we think, now as much
evidence of distortions es spontanecus menifestetions of comselous planeing.
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MMMmmthdethcwot
foreign exchange, this seems necessarily to involve an acceptance of the
foreign exchange budget concept, You vill appreciate, hovever, that we
feel an exchange budget in the terms in vhich you spply it, necessitating
a physieal allocation of exchange resources, to be incompatible with the
proper allocation of those rescurces sand total resources, Your budget
concept is clearly different from the balance of payments projections
undertaken by more open economies in which such projections are under
taken as element in determining over-all demand mmnagement policies, In
fact, this is our essential philosophy; that the balance of payments
should not be a function of direet management of the external sector it~
self but should rather be a function of demand management in terms of
domentic fiscal and monetary policies., [While therefore we are submitting
some techmical cbservations on your present system of exchange management],
in broad terms we recommend that your management of the external sector :
by direct controls should be limited to conmtrolling capital movements and
the objective should therefore be lideralisation of the exchange and trade
systems as far as current transactions are concerned, In this context, you

made reference in your request to us that a large import swrplus is likely
to remain in the future, This observation invites the comment that such

a surplus is not in i{tself an impediment to import liberalisation, In faect,
accepting that China is sppropristely & capital importer, the mobilizstion
of foreign resources should be an element in formulating demand management
policies. The essential criterion for determining the level of this surplus
18 the capacity to service the debt which 4t involves so that it is the
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structure of the balance of payments~gurrent and projectedeewhich ine
fluences demand management ¢to attain the desired external balmce;

In addition to the purpose of rationing foreign exchange, direct
controls have consciously been used as a means of protecting domestic
production, Techniques have been evolved for endeavoring to ensure that
such controls do not give too high a degree of protection [the price of
the domestic product mist not bemre than 10 per eent higher than the
imported product], We are not clear hov effective these techniques are
but do not see vhy the protective role of direet restrictions should mot
be transferred to the tariff system vhere it properly belongs. PBPuch &
course vould provide a real measure of the competitivenems of domestic
production with imports which direct restr!«tim fail to 4o, Ve have
not concerned ourselves in any detail vith the tariff tut it does seem that
sppropriate tariff poliey is the necessary concomitant to appropriate
over-all demand management policies in a dismantlement of trade restrictions,
The necessity of direct controls to supplement the tariff in its protective
role suggests that the tariff is itself insdequate for this purpose and
therefore needs to be reviewed, But tariff policy is also an important
element of fiseal poliey itself beesuse of the heavy relisnce on import
duties for budgetary revenues, A teriff reviev would, therefore, have to
teke sccount of both the protective and revenue aspeects and would involve
a reviev of tudgetary policy itself and be related to basic development
strategy.

To propose vaye and means for the gradual liberalization of nontariff
restrictions in the import system requires am isolation of those restrictions



maintained for balance of psyments reasons and those maintained for
protective reasons, The strategy would then be for the tranaference of
the protective role into the tariff with such revision as is necessary
and & process of progressively more liberal licensing of items restric-
ted for balance of mntn reasons, having regard to the over-all
balance of payments situstion, and culminating in full liveralisation,
Intrinsically the restrictions maintained for balange of payments reasons
have invelved assessments of essentiality: at the extremes, necessary
food goods heve received the highest priority and luxwry goods the lowvest
priority fn import licensing and there has heei & gradation of essentiality
end priority between these extremes, The objective of this system,
reflecting social as well as economic comsiderations, may also be transe
ferred to the tariff Ly appropriate revisionsotiet adjudged priorities

in the import pattern may be indirectly influenced on a cost basis, This
| transference incidentally gives the budget a revenue benefit from the
increased tariff instead of the unwarranted import profit vhich accrues
under the present system to the recipients of import licenses for items
in high demend, Thus it is the tariff review vhich we propose vhich is
the very core of the liberaliszation project.

¥hilst avere of the sensitivities which shroud the tople, it would

be a serious omission not to comment on the exchange rate implications of
direct restrictions, In ecircumstances where import demand is being
severely restrained on a contimious basis by direct restrictions for
balance of payments reasons, there must be some inference that imports are
too cheap because the underlying exchanpge itself is too cheap. In such
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cireunmstances import liberalization can normally only be underteken
concurrently with an exchange reate adjustment, While China has been cone
trolling imports econtinucusly, if such controls have not resulted fa too
severe & level of actual restrictions, there is no reason why the exchange
rate should bncdlcdintomlm.y

On the export side, the dymamic export performance has, of course,
Mepﬁofthomtaohbh features of the Chinese develorment experience,
Inﬁuudthofﬁc!dudﬂmommdtowwthw
system and Yy other means, ve would drew attention to the fact that thase
ccncessions seem to de rather more broadly based than is economieslly
Justifisdble in sc far as many of them are extended to all exporters., For
treditional exports and nev exports vhich have arisen as a result of China's
real coparative advantages, notably ty way of a cheap lsbor force, there
should be little economic need for finsncial assistance, Even if some
assistance were deemed appropriate for market penetration by new exports,
such assistance should be selective, temporary and given in such a way that
there are not induced distortions bhetween pricing production for the domestie
narket and for the export market, PFPurthermore, regard mujt be paid to the
heavy contribtution the tax concessions make to the existing weakness of the
tudgetary position,

In swmary, ve recommend that there should be & movement avay from
comsercial poliey formulation on the basis of a budgeted and regulated ex-

ternal sectori that the tariff system should be reviewed with a view to

mz-wummam-m,
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its adequacy end appropristeness for fulfiliment of its protective and
revenue functionsi apnd that the necessity for financiasl supports for
exports should be re-examined,



R,
L S |
s ggssﬂé !gﬁ’sgia [gﬁg ?ea*%::i?! £
ifig:ﬁd?}; i*’zii"é Juil b igggxgég 4
it %E‘ Efsggigf it gg_; ;
BE%E!‘ if§3§ 55@ géi é‘;:gi LN E E;iélts i

h%E 5; EE :;, 5@ ggg !égm:a’

gs szﬁfgh‘ ?E !gegg !g

|
2]
égégp ggl‘.‘.fE;; gg i? B gt

igootad Juiins wy TTW drene oy ArTavead pajoeTiex ey UTHI INQ £96T SOUIS &




Jek
¥y

,ﬂw
mum

i

;

muﬁWMm“
it

:
i
_

exchange
dollars
8. dollar
have explicitly passed judgment on
XIV Consultation Report--"The

ki

: i
i &

2
:.. pm



)

China: Import Tariff

- The following broad range of,tariff rates have been extracted from

the 1965 tariff. (In per cent).

fotton and Cotton Manufactures

Raw cotton 2%
Cotton yarn 25
cotton piecegoods hos-4s

Cotton clothing 55-70

Other Fibres and thelr Manufactures
Watural vegetable fibres 15

Wool: Greasy 12, Scoured 25, Carded and Combed 35

Manufactured woolen goods 85-100
Artificial staple fibres 40
Manufactured artificial fibre goods 80-100

Metals and their Manufactures

Metallic ores 5
Metals ‘ 15-35
Iron and steels 7%—30v
Machinery 10-15
Motor wvehicles 25-50

Other Metal Manufactures 15-50

Foods, Beverages, and Tobacco

rish 50-100
Cereals Free-15
Animal products and groceries  30-80
Tobacco leaf 30
Manufactured tobacco 100
Wines 100
Chemicals

Chemical fertilizers 5

Hydrocloric acid 80

Dyes 20-35

Wood, paper and their Manufactures
Wood and paper pulp 10

Paper board 40
Timber 20-30
Wood manufactures 25~50

Leather and Leather Manufactures
Leather 15-40
Leather manufactures 70

China and Glass
Chinaware 80
(Glassware 60

Luxury Goods
Perfumes, cosmetics, etc. 120
Jewelry 120

APPENDIX C



» INTERNATIONAL MONETARY FUND

L 1,

T February 6, 1970

Mr. Sturc:

You will no doubt want
to put this in the hands of:
Mr. Rose.

F.A.S.

Attachment

Mr. Southard
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Office Memoran_dum‘ e b Rana

10 : The Deputy Managing Director — _~ DATE: February 6, 1970

=

FROM

SUBJECT :

With reference to your letter of January 21, 1970, addressed to Minister
K. T. Li in connection with your proposal to have Mr. John W. Rose arrive in Tai-
pel about March 3, 1970 to assist in studying the restrictive system of trade and
exchange in Taiwan, Minister Li has asked me to inform you that the Chinese author-
ities are particularly interested in the following areas of study:-

l. The structure of the present trade restrictive measures and its effect
on economic development;

2. Identification of areas where the present restrictive measures could be
gradually liberalized in the best interests of the economy without losing
sight, however, of the fact that a large import surplus is likely to re-
main in the future. By what ways and means?

3. Making a review of the present management of foreign exchange and recom-
mending ways and means for its improvement.



@‘ Office Memorandum

Yeran

P
T0 : Mr. John ReS pate: February 4, 1970
FROM : R, H, Miller

SUBJECT : Republic of China: Article XIV Consultation

The problem remaining to be solved with regard to gold production
and marketing techniques in China is set out in Mr. B, Tann's memorandum
of January 28, 1969 (copy attached). The proposal was made that more
detail of the operations should be obtained by the next consultation
mission, The question is whether the present scheme under which the
Central Trust buys the gold at a price of $35 p.f.o., sells it at approx-
imately $44 p.f.o., retains 2 per cent of the difference as commission,
and distributes the remainder to the producers as subsidy falls within the
scope of EBD No. 233-2 of December 11, 1947. If it does, it would need to
be submitted to the Executive Board for approval. (See Selected Decisions
pp. 14/15.) As much detail of the Scheme as possible should be obtained
so that a judgment can be made.

In addition to this particular problem, the usual paragraph should
be inserted in the brief concerning imports and exports of gold, countries
of origin and destination, and prices involved. Details of use of gold by
industry with quantities and types of use, e.g., jewelry, dentistry,
electronics, etc., should also be obtained. Any quantitative statistics
will be useful, particularly if a series say back to 1960 could be obtained.

Attachment

cc: Mrs. Lachman
Mr. Williams
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T « Mr, Tun Thin
from . B. Tann /\

suageetT - Gold Repu

stions of China , ‘ : o

In rcply to your inquiry ccgardlnw the operation of the purchase and aala
<2 domestic gold in Ghina, I have jqu rocoived tho following dnformotions
(1) 'The basic feature of tho arrangemoints for gold dis Article IV of "
the "Regulution Governing the Purchase and Sale of Ornamontal Goldh
(1959, amended 1963 and 1968): ‘ : C '

"The raw material for ornomonbtal gold shall be bought from thoe T“, 1il”
gold minos according to the official price fixed by tho Central
‘ : Banic. This gold material will be meltod by tho Gentral Mint to
<i> : . convert to a fineacss of 0,875 und dolivered to tho Contral
. o - Trust for sale to the registered ornament manufacturers. The -
@”“r@; Ao lr . remainder of the price charged by the Central Trust, after de- -
T Y cductdng 2 per cent Lor melting and commission and refundlnf ‘the
Central Bank for ivs official purchase prlce, will be paid to
the gold producers as oub“*af i S : :

(2) The official _purchase pr ice por troy ounce of *lnp ﬁoid fixed by the
. Central Baank is NIy 1,400 (equvaLent to USH 35 at N”@ 40 par Ubw)  This
official price has never been changed. < . - _ . L

(3) The sale prica’of ornamental gold by thé Central Trust is at present
NT% 1,570 per troy ounce, wiich is based on the production cost of the
mines. (The annual amount of gold proauction is about 35,000 ounces. )

Since the question of the actual o:ocatlons of domestlc gold wag not dlS~
cussed in greal detall and may siill need to be clarified, I would like to sugpoest
that it bd taken up with the Chinese authorities at the next Article XIV consulta-

oNe

¢c: Mr. Southard
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Mr. Finch February L4, 1970
Semir Makaisi ' 7

Paper on Pluetuating Rates:
China==Fluctuating Rate System Introduced L8

As agreed the folloving summarizes the Fund's attitude toward the imtro-~
duction, by China, of a fluctuating rate system on May 31, 1948, On that day
the Fund vas informed that exporters, on selling exchange at the Exchange Equali-
gation Fund (EEF) rate, vere to receive an exchange surrender certificate equal
to 100 per cent of the exchange sold. The EEF rate wvas an open market rate vhich
vas adjusted from time to time Ly the Foreign Exchange Equalization Fund in aecord
with market conditions. All imports, with the exception of certain essential
commodities, wvere to be paid for at the EEF rate,

The Pund's decision (meeting No. 329 of Jume 18, 1948) in comnection with
the proposed change in the exchange rate system set out the Fund's understanding
of hov the system was to operate. In addition it was noted "The Fund is aware of
the unusual difficulties vhich confront the monetary and exchange authorities of
China. In the circumstances the Fund will interpose no cobjection to the exchange
certificate system. At the same time the Fund recogniszes that because of the
unusual circumstances, China may not be able to inform the Fund well in advance
of changes in the exchange rate for the yuan and the exchange structurej similarly,
the Fund ordinarily will not be in a position to pass upon the substance of the
change. Accordingly, the following procedure is agreed to replace the usual pro-
cedure of consultation in such cases: The Fund understands that China recognises
the responsibility of notifying the Fund of contemplated changes in exchange rates
and the exchange structure suffigiently in advance of such action to give the
Fund an opportunity to express its views if it so desires. Until new arrangements
are made between China and the Fund, any such notification will be given to the
Managing Director, and so far as possible he will reply at once on bshalf of the
Fund. If the Managing Director prefers to raise the matter with the Executive
Board, he will not reply immediately but will endeavor to obtain the most rapid
possible action by the Executive Board."

cc: M, Bturc v
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Office Memorandum

TO * Mr. Ernest Stufe DATE: January 22, 1970

rrom : B. Tann

» v Q@"’” %
susJeer :  Terminatiodn of ents Agreement Between China and Spain x//

I am happy to inférm yéu that, as a result of the exchange 6f notes be-
tween Gﬂina and Spain on December 9, 1969, the payments agreement under Article 2
of the Trade Agreement between the two countries, dated December 3, 1956, was ter-
minated. Hereafter, financial settlements of trade and services between the two

countries will be made in freely convertible currencies.

cc: Mr. Carlos Bustelo
Alternate Executive Director
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pATE: January 22, 1970

10 :  The Deputy Mangg

I have been instructed by Minister Kwoh-Ting Li to inform you that the

Chinese authorities agree to hold the consultation discussions in Taipeil from

~ March 16 to 25, 1970.

i - It is hopea that the questionnalre and background paper concerned will

!
be isent to Taipei at the Fund's earliest convenience.
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JAN 211970

Deaxr Sir: { V

As agreed with your Executive Director, we plan to hold
the 1669 Article XIV consultation discussions in Taipel from
March 16 to March 25, 1970.

: The Fund staff team as of now will consist of Mr. A. G.
" Chandavarkar, Advisor, Asien Department, Mr. S. Kenesa-Thasan,

Asgsistent Chief, Far Eastern Division, Asian Department,

Mr. John W. Rose, Senior Economist, Exchange and Trade Rela-

¢ions Depertment, Mrs. Hui-Chen Wu Yang, Economist, Far

Eestern Divisicn, Aslan Department, and 2 secretary.

With reference to Mr. L. Y. Kung'a letter of NHovember 27,
1969, we propose to have Mr. Rose arrive in Teipei around
March 3. His task will be to exemine pollcy and administra-
tive aspects of the restrictive system in greater detail
then would normally be possible in the course of the staff
discussions. }r. Rose's work would tiien provide th2 basis
for e more substantive consultaticn on the restrictive system
in the context of the general consultation discussion.

TFae Questionnaire and the Backzround Peper will be for-
warded shortly, and detalls of the mission's arrlval will bte
comnunicated to you &t a later date.

Very truly yours,

(Signed) FrzZ A. Southara, JFr.

Frenk A. Southard, Jr.
Deputy Managing Director

His Excellency

x. ?Q Ili

Ministar of Fianesnce
Ministry of Pinaace

Taipel, Taiwan (\
Republic of Chise &(/U b
/ Ve
JAhrensdorf:er A [‘" !
Janusry 21. 1970 fou e

MD
DMD

Mr. Tann
ASD

LEG

RES

ADM

SEC
ETRD

2

o




. » i
INTERNATIONAL MONETARY FUND




-

INTERNATIONAL MONETARY FUND

Jhe ofoeheol choft co o
W be e W,
Roet » me. W doeco st
NOUAL oo At of  RAGALig A bieen,
GATT an fanifis , ol Of Hhich ank
Jor fonn o minde of fr Clineae,
e dehiee R lhincae ot
wenidy b Itk obant  paciibilities of
D plifrtotion. Sut hny dnogr (A obi)
Ltrane b e b o Jor o Aot
sf ARFEnEnLE T JM B2 pannen
we  Shawlel Mm'd.dbb\w rJ 6&4‘&6
ShAL  tenciante! R frafecr Aie
Prastices  am  oamaval i Jaipts ,one

JOs/‘Co\ﬁu sl &

N'W&fl’@u M ao feo

NP

W. F. Hughes



—

DRAFT
Jan.l6

Dear Sir:

_ As agreed with your Executive Director, we plan to hold the
1969 Article XIV consultation discussions in Taipei from March 16
to March 25, 1970. .

The Fund staff team as of now will consist of Mr. A.G. Chandavarkar,
Advisor, Asian Deparfment, Mr, 8. Kanesa-Thasan, Asst.Chief, Far Eastern
Division, Asian Department, Mr. John W. Rose, Senipr Economist, Exchange
and Trade Relations Department, Mrs. Hui-Chen Wu Yang, Economisﬁ, Far
Eastern Division, Asian Department and a secretary.

With reference to Mr. L.Y. King's letter of November 27, 1969 we
propose to have Mr. Rose arrive in Taipei around March 3. His task
will be to examine policy and administraive aspects of the restrictive
system in greater detail than would normally be possible in the course
of the staff discussions. "Mr. Rose's work would then provide the
basis for the formal consultation én the restrictive system in the
wider framework of economic and financial policies.

The Questionnaire and the Background Paper will be forwarded
shortly, and &tails of the miséion's arrival will be communicated
to you at a later date.

Very truly yours,

Frank A. Southard, Jr.

His Excellency

K.T, Li

Minister of Finance
Ministry of Finance
Taipel, Taiwan

Republic of China



China - Draft
Janvary 16, 1970

Dear Sir:

As agreed with your Executive Director, we plan to hold the

1969 Article XIV consultation discussions in Taipei from March 16

to March 25, 1970.
The Fund staff team as of now will consist of Mr. A.G. Chandavarkar,

rﬁ\ Advisor, Asian Department, Mr. S. Kanesa-Thasan, Asst. Chief, Far

C

Eastern Division, Asian Department, Mr. John W. Rose,'Senior Economist,
Exchange and Trade Relations Department, Mrs. Hui-Chen Wu Yang,
Economist, Far Eastern Division, Asian Department and a secretary.

With reference to Mr. L.Y. Kung's letter of November 27, 1969

35 ¢ ouade, i)
, . . We propose to have Mr. Rose arrive in Ta1pe1 around March 3. Ebp
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the meantime we should apprec1ate 1t if yéu would indicate as soon
as possible a specifié frame of reference as to a study of the
("> restrictive system of iaiwan which Mr. Rose might undertake, as he
L,) is to leave for a mission to Afghanistan around February 19;}
The Questionnaire and the Background Paper will be forﬁarded
shortly, and details of the mission's arrival will be communicated

to you at a later date.

Sincerely yours,

Frank A, Southard, Jr.

His Excellency

K.T. Li

Minister of Finance A
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" discussions scheduled to commence on Mareh 16.

DRAFT
JWRose
Jan.1llh

Taiwan: Review of Restrictive System

We, of course, welcome your intention to liberalize the trade
system and wish to assist in any way we can. 1In the first stage this,

we think, is best done by sending someone a few days in advance of the

‘consultation mission. He would conduct & survey of the policy and administra-

tive aspects of the system, which although broad would be deeper than can
normally be undertaken during the consultationzmission; This survey wouldkthgn ,
provide the basis for the formal coneultetion on the restrictive s&stem‘ .
which could be viewed in the wide¥ framework of economic and financial |
policies. If it were the case that you then saw the need for some
specific form of technical assisfance, e.g., - someone to assist with a

tariff revision,'we would be happy to see if we could help in providing

. or finding such assistance.

We therefore propose that J. W.Rose from the Exchange and Trade
Relations Department should arrive in‘Taipei on - to

make the proposed survey and then participate in the'forméllconsultation
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Taiwvan: Review of Restrictive System

Ve, of course, welcome your intention to lﬂnmue the trade system
and wish to assist in any way we can. In the first stage this, we think,
is best done by sending a staff member in advance of the consultation
mission. He would conduct a survey of the policy and administragive
aspects of the system, which although brosd would be deeper then can
normally be undertaken during the consultstéon mission, This survey would
then provide the basis for the formal consultation and advice on the restrictive
system which could be viewed in the wider framework of economic and financisl
policies. If it were the case that you then saw the need for some apecific
form oftkehnical assistance, e.g., someone to assist with a tariff revision,
we would be happy after any necessary een:nltaﬁ.-bi::th CATT secretariat to
see 1f we could help in providing or finding such assistance.

We thaerefore propose that J.W. Rose, senior economist from the Exchange
and Trade Relations Department should arrive in Taipei on March 3 to make
the proposed survey and then participate in the formal consultstion dis-
cusaions scheduled to commence on March 16.
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DRAFT
JWRose
Jan.ll

Taiwan: Review of Restrictive System

We, of course, welcome your intention to liberalize the trade
system and wish to assist in any way we can. In the first stage this,
‘&a‘m
we think, is best done by sendingd in advance of the
consultation mission. He would conduct & survey of the policy and administra-
tive aspects of the system, which although broad would be deeper than can
normelly be undertaken during the consultation mission. This survey would then
dorata
provide the basis for the formal consultation gn the restrictive system

which could be viewed in the wider framework of economic and financial

policies. If it were the case that you then saw the need for some

specific form of technical assistance, €: 835 pSomeone to assist witha ~—
\CANEN LT~ 10 K CRTT 2leirfoe

tariff revision, we would be ha.ppy} o see if we could help in providing
find h istance. \ ¢
or finding such assistance 5 Bl e f-/ y,
We therefore propose that J. W.Ros Afrom the Exchange and Tra e
Relations Department should arrive in Taipei on Mo to
make the proposed survey and then participate in the formal consultation

discussions scheduled to commence on March 16.



The Menaging Director 4 January 14,1970

China--Addition %o Missicn

\ \/
At the time of the Governor's Conferemnce Mr. K.T.I4,

Minister of Pinance, spoke to us about the possidbility of re-
examining the system of import and exchangs restrictioms in
Taiwan. He requested that we add somecne to the Article XIV
nission scheduled for March. Mr. Sturc has agreed that Mr. Rose
| could ba mede available for this essignment. In view of the com-
 plexity of the restrictive system our plan is that Mr. Rose would
| go to Taiven sometime befors the mission in order to do prepare-
| tory work. Could we have your agreement to an additional man

| for the Article XIV migsiom.

Far Esstern Divla!.m

W/ ele/1/13/70
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/\ Ahrtnndonf — nratet w A Steol a
10 ; Mr. hes {ete~_to QLA{?©4~ DATE: Januery 12, 1970
Senin -~ & skBunc Mar e Jaot
FROM J. W. Rose
SUBJECT : China--Review of Restrictive System /\%( 13- ,‘, 70

“

You informed me a few days ago that I would go to Taiwan some time
ahead of the next consultation mission, to review the restrictive system and
then to Join in the staff discussions.

I have looked for background papers on the review of the restrictive
system. The most relevant appear to be memoranda of September 29 and October 3,
1969, copies of which are attached. From these I think it is clear that it is
the trade system which is to be reviewed and seemingly Mr. Savkar thought
initially that a tariff specialist from FAD would best fill the need: Mr.Gerhard
who is mentioned in the memorandum of October 3, 1969 tells me that at that
meeting the task to be undertaken was not defined very specifically and last
week Mr. Ahrensdorf described it to me only in general terms.

I assume that the most helpful service which could be given in a
relatively short period would be to try to define the objectives of the Chinese
authorities for their import control system; to determine whether the objectives
are sound in economic terms and whether there are pertinent noneconomic factors;
to try to reach a determination as to whether the policies being followed are
appropriate in the light of the objectives; and to investigate whether the
authorities need any particular form of technical assistance. I would envisage
such assistance as being advice either on the tariff system (presumably involv-
ing a further visit from someone from FAD) or on import control (presumably by
employment of an expert from outside the Fund as we do not have this expertise).

To avoid any risk of confusion and unwarranted expectations I suggest
it would be helpful if we were to tell the Chinese authorities what it is that
we have in mind.

In our letter to them we should indicate some broad terms of reference
in the following form:

"We see the immediate requirement as being a broad survey to
determine the possible form of a rationalization of the restrictive system both
in terms of policy and administration. This might result in your deciding that
there are specific areas in which you would benefit from outside expertise or
assistance--e.g., import allocation within a more limited import control system
or tariff revision; if such seemed the case after the staff visit we would be
happy to see if we could help in providing or finding such people."”
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. We had a meeting with Mr. K. T. Li this morning.at 10 a.m. The |

: Minister reiterated his thanks for FAD help. He said that T. C. Lieu waé

* looking into the question of income tax and that possibly the Fund could,:

- in the future give some help on land tax. The Minister.also confirmed what
Mr. Chang had said about the Banklng Commi u;on and welcomed the plans for'
?the mission in Februarxy. , ’§
: With regard to the restrictive system, the Minis ter o&ld thwt hej’
‘had come to the Ministry only a few months ago and at uhat time control
‘over trade policy had been shifted to the Ministry of Finance. He vas
aware that Fund consultation teams had urged relaxationiof restrictions.
earlier, and his fecling was That, at the least, there was room for con-

.- siderable rationalization of the present system. Perhaps it would bé: b

. better to use tariffs for probective purposes instead of the present cystem. ..

- "He suggested that it would be helpful if the Pund could ‘send one or perheps
two people to look at the restrictions in more detall than was possible dur— :
“ing the consultation procedure. In response o this, I?replled that it mlght ,w"
“be possible to have someone look at the situation for a few weecks preceding
“the next consultation and that his conclusions could then be 1nccrno:atea in
the consultation discussions. I indicated that I did not think it was a; good

. idea simply to revise tariffs or to remove controls wmthout lookmng at the

i5over-all situetion. i i _ St

[
i

. Mr. Gerhard attended the meeting énd is raising this guestion with
=t Mr. Palmer. I would support very strongly the idea of sending someone anead
._of the mission. I think that with the new minister there is & wreal oynor~f

Ctunity for us to give technlcal assistance and to get closer to policy-
maklng. :

, Minister Ii asked if we nad ag:eea to sending a: person to look 1nto

the restrictive system. I said that I preferred to discuss it thoroughly

with the departments concerned.before making any firm promises. I arrce&'
" with him that we would indicate to Mr. Tann within the next week whether we
! were prepared to send someone. Assuming an a“f‘?maulve ireply, Mr. Ii agreed
“‘to send a ;ormal request through Mr. Tann. if it was thought degirable"

Goode
Palmer
~San Lin
“Ahrensdorf
Chendavariker .. .
- Gerherd ..o 0
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‘0
10 :  Mr. Hyfhes pAte: January 8, 1970
FROM J. W. Rose Q
SUBJECT : China: Review of Restrictive System

You informed me this morning that I would go to Taiwan a few days
shead of the next consultation mission to review the restrictive system.

I have very quickly looked for background papers on this, the most
relevant of which I can find are memoranda of September 29 and October 3,
1969, copies of which are attached. From these I think it is clear that it
is the trade system which is really subject to review and seemingly Mr. Savkar
initially thought that a tariff specialist from FAD best filled the need:
Mr. Gerhard who is mentioned in the memorandum of October 3, 1969 tells me
that at the meeting referred to the task to be undertaken was not very
specifically defined and Mr. Ahrensdorf described it to me only in general
terms.

Needless to say I am anxious to do it--whatever it is! -- but I
think it would be useful to indicate some more specific terms of reference
in corresponding with the Chinese authorities. My concern is on two fronts:

(1) the project seemingly stems from Fund exhortation to relax trade restrictions.
While I have read and written these exhortations in consultation reports
in the usual jargon of "fostering uneconomic industry" and "causing a
misallocation of resources" I have never found a Fund policy statement
of principle or analytical appraisal supporting this position. In the
circumstances of a developing country the advantage of employment and
income generation from protected uncompetitive industry has to be
weighed very carefully against the disadvantage of the so-reckoned
"uneconomic” nature of the industry in terms of comparative advantage.
I fear we may make these judgments too easily;

(2) the structuring and restructuring of import controls is, in the light
of my past limited association with such an exercise, a task requiring
considerable expertise which I don't think we have in the Fund (and
perhaps we should have).

When, therefore, in the terms of the memorandum of October 3, one talks
of "rationalizing the present system" I see some need to rationalize amongst
ourselves the philosophy of our advice to China and some need to avoid a
technical task for which we do not have the competence.
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I suggest that in our letter to the Chinese authorities we indicate
gome broad terms of reference in the following form:

"We see the immediate requirement as being a broad survey to

determine the form of a rationalization of the restrictive system both in terms

of policy and administration. This might result in your deciding that there
are specific areag in which you would benefit from outside expertise. or
assistance--~e.g., import allgcation within a more limited import control
system or tariff revision;/égch were the case we would be happy to see if we
could help in providing or finding such people.”
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B ONOMIC INTERDEPENDENCE IN SOUTHEAST ASW
Edited by Theodore Mo:gan and Nyle Spoelstra
Z% Copyright @ 1969 by the Regents of Univ. of Wis:
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TRADE POLICIES AND ECONOMIC
DEVELOPMENT IN TAIWAN

I-SHUAN SUN

GENERAL BACKGROUND OF
TAIWAN’S ECONOMY

Taiwan is an island with limited natural resources. Its arable land has
been fully utilized. During the early years of Japanese occupation,’
Taiwan’s economy remained almost exclusively agricultural, comple-
mented by small-scale handicraft industries. Large-scale manufactur-
ing started around 1910, when mechanized sugar plants were estab-
lished; later there was development of a chemical-fertilizer industry, a
canning industry, and a cement industry. Due to Japanese colonial
policy, however, industrial development during the period before the
Second World War was limited mainly to the processing of agricul-
tural products. Exports were heavily concentrated on agricultural
products and were exclusively destined for Japanese markets. In re-
turn, Taiwan imported manufactured goods from Japan. In short,
Taiwan’s economic development during this period followed the direc-
" tion of increasing dependence upon Japan. The Taiwan economy
became an agricultural component of the Japanese economy.
With the withdrawal of the ‘ central government from the
Chinese mainland to Taiwan in 1949, :
attention was focused on the development of the
island as an independent economy. The total dependence of Taiwan’s
economy on its agricultural sector was found to be a handicap to
economic progress. Nevertheless, the steady growth of the economy
during fifty years of Japanese occupation did lay some structural
foundations for further development. According to an estimate made
by the Joint Commission on Rural Reconstruction, the national prod-

99



100 Frade Policy and Economic Development

uct of Taiwan grew in real terms over the period 191140 at an
average rate of 4 percent per year.” During this period, infrastructure
and social capital began to take form, a modern educational system
was popularized, and production technologies improved. These
changes formed the basis for recovery from the physical devastation of
the Second World War.

After 1949, technical, managerial, and administrative talents from
mainland China supplied much-needed leadership in the reorganiza-
tion of the economy. Helped by a continuous and sizeable inflow of
United States aid, production levels recovered the prewar peak by
1952, and per capita income reached the prewar high in 1956.
Industrial progress had led to a steady change in the structure of the
economy in order to attain self-sustained growth.

Immediately after the war, the island needed large imports of chem-
ical fertilizer to increase its agricultural production for domestic con-
sumption and exports. Industrial goods were also scarce. At the same
time, defense requirements put a heavy burden on the government
budget. The result was serious inflationary pressure that suffocated
development potentials. United States aid imports, however, provided
foreign exchange to finance urgently needed imports, and the sales
proceeds of the commodities financed by United States aid were used
to meet budget deficits. In both ways, United States aid in those years
helped stabilize the economy and therefore facilitated reconstruction.

Accelerated industrialization took place thereafter. First came the
development of immediate import-substituting industries such as
chemical fertilizer, cement, pulp and paper, leather, and textiles. With
an increasing supply of fertilizer and the success of the “Land to the
Tiller” program,’ agricultural production recovered its prewar level.
The revival of agricultural processing industries helped to expand
export capacity to earn more foreign exchange. At this stage of devel-
opment, however, the economy was neither able to yield domestic
savings sufficient to meet investment requirements nor capable of
earning enough foreign exchange to finance necessary imports. United
States aid continued to play the double role of providing additional
resources to fill both the savings-investment gap and the foreign-
exchange gap. At the same time, monetary and trade policies rendered
strong support to the accelerated growth of the economy. A high-
interest-rate policy successfully channelled savings into financial or-
ganizations to be used for industrial development. A careful loan
policy and a strict import-screening system succeeded in allocating the
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limited resources of capital and foreign exchange to the most desired
uses. Export-promotion measures brought about a remarkable four-
fold increase in exports from 1952 to 1964.

This stage of development extended to the early sixties, covering the
period of the first three “Four-Year Plans for Economic Develop-
ment.” Per capita real income increased at a rate of 4 percent per
year, with the result that both the domestic market and domestic
savings expanded tremendously. The structure of the economy was
greatly changed. The production share of the agricultural sector fell
from 35 percent in 1952 to 25.5 percent in 1964, while that of the
industrial sector increased from 17.6 percent to nearly 30 percent
during the same period. This structural change is reflected also in the
composition of exports. In recent years, the relative share of industrial
exports has increased very rapidly, while the share of agricultural
products has declined substantially. Capital has become more inten-
sively used in production, as indicated by a steady increase in the
marginal capital coefficient of manufacturing industries. Capital-
goods imports increased their share in total annual imports.

Near the end of the Third Plan for Economic Development
(1961-64), Taiwan experienced a phenomenal expansion in the
value of exports, which went up to nearly 19 percent of GNP, thus
bringing that ratio close to the ratio of imports to GNP. Expansion of
the volume of exports in 1963 and 1964, plus high sugar prices, gave
high export values. If further export expansion can be achieved to
compensate for the decline in the international sugar price, a positive
trade balance is in sight.

With the termination of United States aid, there must be a shift in
development policy from import substitution to export expansion. At
the same time, a more ambitious plan might be established to under-
take structural changes in the economy. To attain the goal of self-sus-
taining economic growth, it may be necessary to promote capital-in-
tensive production in order to expand gradually the domestic supply
of capital goods.

THE TRADE PATTERN OF TAIWAN’S
ECONOMY SINCE 1950

Commodity Patterns

The exports of Taiwan before the end of the Second World War were
composed mainly of rice, sugar, and other agricultural or processed
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agricultural products; imports were manufactured products such as
cotton textiles and chemical fertilizers. Both the trade pattern inher-
ited from the prewar period and the structure of the domestic econ-
omy have changed gradually. In 1950, exports of agricultural and
processed agricultural products were as high as 90 percent of total
exports, and imports of manufactured consumer goods were nearly 50

TABLE 4.1—Composition of Taiwan’s imports, 1950-65

(Percent)
Capital Raw Consumer

Year goods material goods Total
1950 12.46%, 37.90%, 49.64%, 100.00%,
1951 13.39 50.98 35.63 100.00
1952 12.14 54.00 33.86 100.00
1953 16.17 48.18 35.65 100.00
1954 17.97 51.46 30.57 100.00
1955 17.64 56.97 25.39 100.00
1956 22.90 57.44 19.66 100.00
1957 2517 53.50 21.33 100.00
1958 24.26 50.99 24.75 100.00
1959 28.96 51.77 19.27 100.00
1960 25.55 49.27 25.18 100.00
1961 26.53 49.13 24.34 100.00
1962 23.79 54.11 22.10 100.00
1963 22.72 51.97 25.31 100.00
1964 22.99 54.04 22.97 100.00
1965 27.34 52.46 20.20 100.00

Sources: Taiwan Export and Import Exchange Settlement Statistics 1950—
1964 (includes U.S. aid imports and other imports), compiled and published
by the Foreign Exchange and Trade Commission, Republic of China (Taipei,
1965), pp. 570-75; Bank of Taiwan, Export and Import Exchange Settlements
for the Year 1965 (includes U.S. aid import arrivals and other imports) (Taipei,
1966), p. 67.

percent of total imports. Japan still remained the most important trade
partner, importing sugar, rice, and other agricultural products, and
supplying textiles, medicines, and other manufactured goods. At this
stage, the major development policy was to expand import-substitute
industries for such consumer and capital goods as textiles, cement,
fertilizers, and steel products. Reflecting this development policy, the
import pattern gradually changed. During the period 1950-65, the
percentage share of consumer-goods imports showed a decreasing
trend, while that of capital-goods imports increased steadily (see
Table 4.1).

Of particular interest is the share and composition of raw-materials
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imports. Development of import-substitute industries meant a de-
creased demand for semiprocessed raw materials and an increase in
demand for crude raw materials. Since the country is poor in natural
resources, crude raw materials still had to be imported. Imports of raw
cotton increased to replace those of cotton yarns and other textile
products; raw wools to replace wool yarns and fabrics; crude oil to

TABLE 4.2—Composition of Taiwan’s exports, 1950-65

(Percent)
Processed
Agricultural agricultural Industrial Other

Year products products products products Total
1950 4.84%, 84.55%, 6.21% 4.40%, 100.009,
1951 22.58 65.52 8.33 3.57 100.00
1952 28.18 66.99 3.62 1.21 100.00
1953 13.64 78.98 6.39 0.99 100.00
1954 15.38 76.53 6.83 1.26 100.00
1955 30.04 62.08 6.19 1.69 100.00
1956 15.31 F1.15 12.00 1.54 100.00
1957 17.14 73.98 7.30 1.58 100.00
1958 24.32 62.38 11.34 1.96 100.00
1959 24.59 52.90 2091 1.60 100.00
1960 12.32 55.15 30.42 2.11 100.00
1961 15.75 42.00 39.70 2.55 100.00
1962 14.14 35.23 47.17 3.46 100.00
1963 14.66 42.54 39.48 3.32 100.00
1964 16.62 40.74 40.74 1.90 100.00
1965 27.51 29.03 41.32 2.14 100.00

Sources: Taiwan Export and Import Exchange Settlement Statistics 1950-1964 (includes
U.S. aid imports and other imports), compiled and published by the Foreign Exchange and
Trade Commission, Republic of China (Taipei, 1965), pp. 2-3; Bank of Taiwan, Export and

. Import Exchange Settlements for the Year 1965 (includes U.S, aid import arrivals and other

imports) (Taipei, 1966), p. 5.

replace fuel oils and other petroleum products; chemicals to replace
pharmaceuticals, chemical fertilizers, and other chemical products;
and raw rubber to replace rubber products. But the establishment of
new industries created a demand for other kinds of imported raw
materials. For instance, synthetic-textile factories required the import
of vinyl yarns, and the plywood industry required a large volume of
luan timber imports. Thus, while the share of raw materials imports
has remained constant, the composition has changed substantially.
The change in the structure of the economy also had a quite
remarkable effect on exports (see Table 4.2). Before 1956, exports
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of industrial products were below 9 percent of total exports. After that
year, the percentage share increased (except in 1957) steadily and
rapidly every year up to 1962. It achieved a level of about 40 percent
after 1962. During approximately the same period, the percentage
share of annual exports of agricultural and processed agricultural
products declined from a high of 92 percent in 1955 to 56 percent in
1965. There have been only a few new kinds of canned-food products
in recent years, and the export of sugar, the most important agricul-
tural item, has not increased. Several new varieties of raw agricultural
products, such as bananas, other fresh fruits, bamboo shoots, ramie,
sisal, and hogs have entered the export trade, however, and have
increased in volume very quickly.

Concentration Patterns ‘

Efforts during the period 1950-65 to industrialize Taiwan have in-
volved a gradual change in the agricultural production pattern inher-
ited from the period of Japanese occupation. However, Japan will
remain the most important country in Taiwan’s export trade as long as
exports of agricultural and processed agricultural products remain
over 50 percent of total exports, and as long as sugar and rice, which
were the two main exports from Taiwan to Japan during the prewar
period, maintain an important position in the total exports of Taiwan
(see Table 4.3 for Japan’s total share). This pattern is reenforced by
the newly developed banana exports, the sole market for which is
Japan.

Japan has also been a major source of Taiwan’s imports (see Table
4.4), and it is probable that Japan will remain so in the near future.
The causes are threefold: the former bilateral trade agreement be-
tween the two governments, the traditional market preference foro
Japanese products, and the geographic proximity of the two countries.

Relationships between Taiwan’s trade pattern and its economic
growth can be seen by calculating various coefficients of trade concen-
tration. The coefficient of commodity concentration of exports, C,,
can be defined by the following formula:

C. = 100 \/ > &/xy,

where
X; = value of exports of commodity i to the rest of the world, and
X, = total value of all exports to the rest of the world.



TABLE 4.3—Taiwan’s exports by countries and areas of destination, 195465

(Percent)
Far East and Southeast Australia
Siita Goopisies Middle and and New North South
Year Japan Others Near East Africa Europe Zealand America America Total
1954 54.409, 27117% 4.53%, 1.339% 5.74% 0.33% 4.87% 1.63%, 100.009,
1955 60.99 18.77 9.30 0.59 5.42 0.14 4.39 0.40 100.00
1956 35.89 32.12 14.81 6.08 5.61 0.11 492 0.46 100.00
1957 39.31 31.89 16.74 591 3.14 0.08 2.60 0.33 100.00
1958 44.76 25.12 15.82 2.89 4,69 0.08 6.22 0.42 100.00
1959 44.32 26.03 10.93 297 5.79 0.11 9.79 0.06 100.00
1960 39.03 28.53 10.12 2.33 6.36 0.24 13.33 0.06 100.00
1961 30.62 31.75 3.38 2.93 8.25 0.29 22.71 0.07 100.00
1962 26.26 34.11 2.30 1.63 8.55 0.38 26.65 0.12 100.00
1963 3491 33.65 1.49 1.41 8.11 1.00 18.45 0.98 100.00
1964 31.53 28.70 5.70 3.40 8.46 1.01 2044 0.76 100.00
1965 32.99 25.69 3.01 3.22 10.80 1.31 2251 0.47 100.00

Sources: Taiwan Export and Import Exchange Settlement Statistics, 1950-1964 (includes U.S. aid imports and other imports), compiled and pub-
lished by the Foreign Exchange and Trade Commission, Republic of China (Taipei, 1965), pp. 416~-19; Bank of Taiwan, Export and Import Exchange
Settlements for the Year 1965 (includes U.S. aid import arrivals and other imports) (Taipei, 1966), pp. 8-19.



TABLE 4.4—Taiwan’s imports by countries of origin, 1954—65

(Percent)
Far East and Southeast A
e e Middle and and New North South
Year Japan Others Near East Africa Europe Zealand America America Total
1954 56.09% 8.19%, 2.08% 0.56%, 11.599, 1.929, 19.249, 0.33% 100.00%,
1955 40.90 4.63 4.16 0.37 10.70 1.70 37.08 0.46 100.00
1956 41.13 5.10 5.34 1.03 11.04 0.90 34.84 0.62 100.00
1957 38.31 5:23 6.86 0.23 9.46 1.08 38.63 0.20 100.00
1958 43.13 5.51 8.47 0.47 10.07 1.13 31.03 0.19 100.00
1959 43.37 6.73 6.26 0.53 13.30 1.55 28.03 0.23 100.00
1960 34.63 1.37 3.84 0.52 10.28 1.36 41.59 0.41 100.00
1961 32.16 8.57 2.05 0.38 10.29 1.87 44.11 0.57 100.00
1962 32:75 6.84 2.80 0.41 9.35 1.83 44.07 1.95 100.00
1963 28.91 8.65 3.64 0.87 9.30 1.89 46.24 0.50 100.00
1964 34.36 8.77 3.79 2.10 10.55 2.37 35.99 2.07 100.00
1965 37.10 8.35 3.56 1.15 9.76 2.24 35.42 3.33 100.00

Sources: Taiwan Export and Import Exchange Settlement Statistics, 1950-1964 (includes U.S. aid imports and other imports), compiled and
published by the Foreign Exchange and Trade Commission, Republic of China (Taipei, 1965), pp. 722-25; Foreign Exchange and Trade Com-
mission, Foreign Trade Quarterly, June, 1966, pp. 4245, statistical tables.
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The more a country’s exports are concentrated in a few commodities,
the higher is the value of the coefficient. At the limit, when a country
exports only one commodity, the value of the coefficient becomes
exactly 100. The coefficient of commodity concentration of imports,
C,., can be defined by the same formula, with M, as the value of
imports of commodity i and M, as the value of total imports.

TABLE 4.5—Coefficients of commodity concentration
in Taiwan’s foreign trade, 1950-65

Year €. Cn C./Cxu
1950 80.1 28.2 2.84
1951 56.9 22.5 2.53
1952 62.0 26.0 2.38
1953 70.5 24.6 2.87
1954 61.7 26.1 2.36
1955 57.0 26.7 2.13
1956 60.0 27.5 2.18
1957 67.2 28.2 2.38
1958 55.1 271 2.03
1959 454 28.1 1.62
1960 46.8 27.3 L
1961 35.0 273 1.28
1962 31.0 27.8 1.12
1963 35.8 26.6 1.35
1964 36.0 26.2 1.37
1965 28.9 279 1.04

C. = Coefficient of commodity concentration of

exports.
Cm = Coefficient of commodity concentration of
imports.

Source: Calculated by the author on the basis of
statistics provided in Tables 4.1 and 4.2.

Table 4.5 shows both coefficients of concentration and their ratio to
each other for the period 1950-65. The ratio C,/C,, was higher than
unity for the entire period but declined sharply after 1959. Since the
value of C, remained very stable over the entire period, the sharp
decline in the ratio was the result of a fall in C,. The decreased
concentration of Taiwan’s exports coincided with an increasing share
of industrial products in exports.

Two factors contributed to the stability of C,,: government control
over allocation of foreign exchange helped prevent too much import
concentration, and the development of import substitutes gave rise to
increasing imports of raw materials and capital goods. Had develop-
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ment policies led to an acutely unbalanced industrialization, this ratio
would have fluctuated noticeably during the period under study. Its
stability therefore suggests a well-balanced industrialization process.

We can also calculate the coefficient of geographic concentration
for Taiwan’s exports and imports. The coefficient of geographic con-
centration of exports, G,, is defined as

G. = 100 \/ > xy,

where
X, = exports to country s, and
X, = total exports.

The more evenly exports are distributed among many trading coun-.
tries, the lower the coefficient. If all exports are destined to one
country, the value will be 100. A coefficient of geographic concentra-
tion of imports, G,,, can be similarly defined. Table 4.6 shows these
two coefficients, together with the ratio G,/G,, for the period
1954-65.

TABLE 4.6—Coefficients of geographic
concentration in Taiwan’s
foreign trade, 1954-65

Year G: Gn G:/Gn
1954 55.9 59.3 0.94
1955 61.9 55.2 1.12
1956 40.2 54.1 0.74
1957 43.2 54.5 0.79
1958 47.2 53.2 0.89 °
1959 46.4 52.1 0.89
1960 42.8 53.9 0.79
1961 38.8 54.2 0.72
1962 38.3 54.5 0.70
1963 40.1 53.8 0.75
1964 38.1 489 0.78
1965 39.7 50.8 0.78
G. = Coefficient of geographic concentration of
exports.
G. = Coefficient of geographic concentration of
imports,

Source: Calculated by the author on the basis of
statistics provided in Tables 4.1 and 4.2.
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The geographic concentration of exports, G,, remained fairly sta-
ble, except for the first two years, 1954 and 1955. On the other hand,
the geographic concentration of imports, G,, was stable over the
period 1955-63 but showed a slight drop in 1964 and 1965. The
ratio G,/G,, was less than unity, with the exception of the 1955 ratio

TABLE 4.7—Composition of Taiwan’s exports
to developing ECAFE countries

(Percent)
Processed
Agricul-  agricul-
tural tural Industrial  Other

Year products products products products Total
1954 2.16%, 74.44% 15.289%, 8.129%, 100.00%,
1955 4.25 71.14 9.88 14.73 100.00
1956 3.62 74.57 20.61 1.20 100.00
1957 10.99 7517 9.86 3.98 100.00
1958 6.23 57.35 26.90 9.52 100.00
1959 14.39 37.83 44.92 2.86 100.00
1960 10.36 31.73 56.82 1.09 100.00
1961 11.77 16.07 65.88 6.28 100.00
1962 14.46 10.48 70.13 4.93 100.00
1963 14.74 13.74 65.22 6.30 100.00
1964 7.43 19.88 67.66 5.03 100.00
1965 9.30 14.74 71.45 4.51 100.00

Sources: Taiwan Export and Import Exchange Sertlement Statistics,
19501964 (includes U.S. aid imports and other imports), compiled and
published by the Foreign Exchange and Trade Commission, Republic of
China (Taipei, 1965), pp. 420-90; Bank of Taiwan, Export and Import
Exchange Settlements for the Year 1965 (includes U.S. aid import arrivals
and other imports) (Taipei, 1966), pp. 8-10.

—which reflects an exceptionally high degree of concentration of
exports to Japan.

The high value of the coefficient G, is explained by the fact that
imports from Japan and the United States added up to more than 70
percent of total imports each year.

In his book Concentration in International Trade,® Michael Mi-
chaely made a study of the degree of trade concentration in several
countries and correlated these figures with the size and the stage of
development of those countries. This study shows that, by 1965,
Taiwan'’s coefficient of geographic concentration was typical of small
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developed countries, and its coefficient of commodity concentration
was considerably lower than the average of small developed countries.

Regarding the trade relationship of Taiwan with all Far East and
Southeast Asian countries (excluding Japan), it can be seen from
Table 4.3 that this region offered a large market for Taiwan’s exports:
the percentage share of this region fluctuated between 19 and 34

TABLE 4.8—Composition of Taiwan’s imports
from developing ECAFE countries

(Percent)
Capital Raw Consumer

Year goods  materials goods Total
1954 1.89% 51.419, 46.70% 100.00%,
1955 0.31 63.44 36.25 100.00 o
1956 0.99 72.42 26.59 100.00
1957 1.90 76.83 21.27 100.00
1958 0.37 79.17 20.46 100.00
1959 0.70 71.46 27.84 100.00
1960 0.61 58.65 40.74 100.00
1961 0.38 46.80 52.82 100.00
1962 0.61 78.12 21.27 100.00
1963 0.60 74.31 25.09 100.00
1964 0.94 72.97 26.09 100.00
1965 2.83 71.25 19.92 100.00

Sources: Taiwan Export and Import Exchange Settlement
Statistics, 1950-1964 (includes U.S. aid imports and other im-
ports), compiled and published by the Foreign Exchange and
Trade Commission, Republic of China (Taipei, 1965), pp. 726
39; Bank of Taiwan, Export and Import Exchange Settlements
for the Year 1965 (includes U.S. aid import arrivals and other
imports) (Taipei, 1966), pp. 70-74.

percent of total exports. The composition of exports to this region has
shown a noticeable shift. Industrial products gained rapidly and re-
placed the processed agricultural products that were the main exports
to this region in the early 1950’s. On the other hand, imports from
this region remained lower than 9 percent of Taiwan’s total imports
throughout the period 1954-65 (Table 4.4) and were composed
mainly of raw materials. The trade pattern with this region is a
reflection of the fact that hitherto Taiwan has industrialized more
rapidly than many of these countries. In Tables 4.7 and 4.8, we show
the composition of Taiwan’s exports to and imports from the develop-
ing ECAFE countries.
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TRADE POLICIES AND ECONOMIC GROWTH

Our analysis of Taiwan’s trade pattern suggests that foreign trade has
furnished effective support for economic growth. It seems appropriate,
therefore to review the trade policies , because, in
my opinion, the remarkable results achieved could have been obtained
only by sound trade policies.

The process of economic growth in Taiwan can be roughly divided
into two stages. Economic stabilization and rehabilitation character-
ized the first stage, which ended in 1956, and a second stage of
accelerated industrialization followed. Trade policies can also be di-
vided into two stages, although the year dividing these stages was
1958 instead of 1956.

In the early 1950’, price inflation proceded vigorously—partly
because of an acute shortage of consumer goods, particularly of neces-
sary manufactured goods. At the same time, imports of capital goods
and raw materials were urgently needed to rehabilitate war-damaged
equipment and to restore production capacity. Faced with the serious
problem of allocating the limited foreign exchange to meet urgent
requirements, the government exercised strict control over imports by
means of a quota sy. :m of foreign-exchange allocation. Goods from
abroad were classified into three categories: prohibited, controlled,
and permissible. Luxury consumer goods and goods that were deemed
seriously competitive with domestic products belonged in the first
category. Secondary necessities were included in the second category,
and principal daily necessities and production goods in the third. This
policy succeeded in limiting imports of consumer goods to a minimum
nd in allocating more foreign exchange to importing capital goods
and raw materials. At the same time, a system of multiple exchange
rates gave lower rates to producers’ goods in order to accelerate
industrial development. This system was necessary because, in the
presence of import quotas, tariffs could not work effectively to influ-
ence trade patterns.

The development of import substitutes became the major policy
guideline, and, following the transfer of four big government-owned
enterprises to private ownership, the government established a policy
of encouraging and protecting private enterprises. Trade policy was
used, among other measures, to encourage industrial investment activ-
ities and to protect infant industries. Several goods produced by the
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emerging import-substitute industries have been shifted from the per-
missible-import category to the controlled category or directly to the
prohibited category. For example, cotton yarn appeared on the per-
missible list until 1953, when it was shifted to the controlled list.
Many other textile products, several kinds of paper products, small-
capacity watt-hour meters, and polyvinyl chloride resins were also
shifted to the prohibited list as soon as they were produced domesti-
cally.

It is interesting to consider at this point how far the policy of
protection has been effective in promoting industrial development. To
measure the protective effect of a tariff structure, Bela Balassa® has
developed the formula

Iy — E A l;

L]

e
where
f; = rate of protection of value added in industry j;
v; = value-added coefficient in industry j, at world
prices;
t; = tariff rate on the product of industry j;
a.; = input coefficient of industry i to industry j,

at world prices; and
t; = tariff rate on the i* input to industry j.

This formula is designed to evaluate the extent to which primary
factors of production are protected by a tariff on the final goods, after
tariffs on imported intermediate inputs have been taken into account.

In the case of developing a new industry in an underdevelope
country, protection is often used to overcome the competition from
advanced countries. Some of the important factors subjecting the new
industry to severe competition are inferior technology, deficiencies in
managerial experience, and a small volume of production due to a
limited market size.

Protection of a new infant industry must be able to maintain the
domestic price of the industry’s products as high as required to provide
entrepreneurs with incentives to organize the primary factors of low
productivity into profitable production. The effective rate of protec-
tion is a useful guide in determining the extent to which the tariff
structure provides these incentives.
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Before turning to some rough estimates of the rate of protection of
several industries in Taiwan, we feel obliged to give a short explana-
tion of the data used and the necessary changes made in Balassa’s
formula. The basic data for the cost structure of each industry were
obtained from a 55-sector input-output table prepared by the Council
for International Economic Cooperation and Development (CIECD).
The table itself is still in draft form and hence will be subject to
change.

The input-output table does not divide input items into domestic
and imported sources. For the present purpose, supplementary data
were collected to make a preliminary division into domestic or im-
ported inputs. Time did not permit further refinement of the data.
Estimates based on the data should be considered nothing more than

Qtentative, for which CIECD bears no responsibility.

Because Taiwan’s imports have been more strongly influenced by
the quota system of foreign-exchange allocation than by tariff policies,
the domestic prices of several products are far higher than the interna-
tional prices adjusted for the published tariff rates. When this hap-
pens, the rate of protection based on Balassa’s formula gives an
underestimation. The tariff rates on the products given in the formula
should be replaced with the rates of actual differences between the
domestic and the international prices, in order to obtain more accu-
rate estimates of the protection rates.

Rough estimates of the rate of protection in thirty-seven major
industrial groups of Taiwan are given in Table 4.9. The rates of
effective protection shown in the table cover a very wide range, from
as low as 6.3 percent for chemical fertilizers up to more than 400
percent for miscellaneous processed foods and beverages. As a general

rule, there is heavy protection for the food-processing industries that
use domestic agricultural products as the main raw materials, for the
industries producing necessities, for the raw materials for these neces-
sities, and for the basic capital-goods industries. Strong protection to
the import-substitute industries is obviously aimed at the development
of agriculture. Undoubtedly, the rapid growth of the food-processing
industries (particularly the canning industries) has been of great help
in bolstering agricultural production and in increasing the varieties of
agricultural products. Consequently, it has contributed to the achieve-
ment of a balanced growth between the agricultural and nonagricul-
tural sectors.

It is not correct, however, to deduce that the industry that is




TABLE 4.9—Rates of effective protection and output growth
for selected industries of Taiwan, 1954-65

(Percent)
Rate of

effective Rate of

protection, growth,

Major industrial group 1965 1954-64
Metallic ores 13.319% n.a.
Crude petroleum and natural gas 15.82 n.a.
Salt 111.36 n.a.
Nonmetallic minerals 32.38 n.a.

Sugar 218.81 6.60%

Canned pineapple 293.61 10.69
Canned mushrooms 264.38 16.13
Miscellaneous canned foods 368.31 32.64
Tobacco 131.95 6.33
Wine 129.16 6.59
Monosodium glutamate 74.00 4.67
Miscellaneous processed foods and beverages 42345 7.10
Synthetic and artificial fibre 88.44 8.81
Textiles 248.79 9.76
Lumber and plywood 99.44 11.20
Furniture (wood, bamboo, and rattan) 148.46 n.a.
Pulp paper and paper products 155.22 16.89
Leather and leather products 228.62 19.18
Rubber products 11248 14.56
Chemical fertilizers 6.29 20.63
Drugs 55.33 n.a.
Plastic products 197.91 15.75
Petroleum products 32.72 5.55
Miscellaneous chemicals 115.62 17.38
Cement 103.18 20.62
Cement products 15.52 18.70
Glass and glass manufactures 83.92 17.38
Miscellaneous nonmetallic products 36.60 13.52
Iron and steel 132.45 13.57
Iron and steel products 93.74 10.33
Aluminum 70.68 40.14
Aluminum products 91.01 8.50
Miscellaneous metal products 104.56 551
Machinery and instruments 40.55 33.61
Electrical machinery and equipment 80.93 29.29
Transportation equipment 68.21 13.55
Miscellaneous manufactures 134.00 12.18

n.a.: Not available.

Source: Data obtained from a draft input-output table prepared by the Third
Department, Council for International Economic Cooperation and Development,

Republic of China.
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provided with greater protection will necessarily grow more rapidly
than those industries that are less protected. Protection only provides a
condition that will permit industries to grow at the rate warranted by
factors such as available market size, potential shift of commercial
tastes, and the potential advancement of production technologies.
Table 4.9 indicates that there is a negligible correlation between the
rate of protection and the average growth rate of several major in-
dustrial groups of Taiwan.

The chemical-fertilizers group grew very quickly with increasing
domestic demand, yet its price had to be maintained low enough to
help the development of agriculture. Fertilizer imports have been
exclusively handled by government agencies. The aluminum industry
is a monopolized industry owned by the government and has been

rotected by strict import control. Its high growth rate has been
assured, however, by an enlarged market due to new uses of alumi-
num. High growth rates in the machinery-and-instruments group and
the electrical-machinery-and-equipment group have been the result of
growing domestic and foreign demand in recent years.

Industrialization of the economy accelerated after 1956, indicating
remarkable progress. Internally, GNP grew, with remarkable price
stability, on the average of 7-8 percent per year. Externally, annual
exports have expanded very quickly since 1960. Since 1958, the
government has set forth a new trade policy aimed at lessening con-
trols on the one hand and at simplifying exchange rates on the other.
The import-screening system has operated with greater flexibility, and,
in 1963, a unified exchange rate was established. The phenomenal
expansion of exports during the past few years has given rise to the
prospect that trade can be gradually liberalized without damaging the

“\balance of trade.

Because Taiwan is a small island economy, its further development
depends heavily on external factors. Taiwan requires resources from
abroad (capital goods and raw materials) for productive uses, and it
needs foreign markets to sustain profitable production. At its present
stage of economic development, Taiwan has enough domestic savings
to finance investments which are considered necessary to sustain eco-
nomic growth at a rate of 5-6 percent per year. Indeed, the marginal
propensity to save in Taiwan in recent years has been as high as 30
percent; there is reason to believe that it will rise in the future. The key
to channelling potential domestic savings into real investment rests on
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trade expansion. As modern technology continuously enlarges the
economic scale of production, Taiwan’s dependence on trade expan-
sion becomes more and more significant. Taiwan has, at present, a
trade-limited type of economy. Therefore, how quickly trade expan-
sion can be accelerated will be the main concern of the Republic of
China’s trade policy, or, more accurately, of its development policies
during the next stage of growth.

THE PROSPECT OF FOREIGN TRADE AND
FURTHER ECONOMIC DEVELOPMENT

Taiwan’s external trade during the sixteen-year period 1950-65 in-
creased more than fourfold. Imports rose from US$125 million in
1950 to US$555 million in 1965 and exports went up from US$93
million in 1950 to US$488 million in 1965. Trade acted as a catalyst
to rapid economic growth, accounting for over 30 percent of GNP.
The key to Taiwan’s economic development in the next stage lies in
accelerated expansion of its external-trade sector.

Despite the steady growth of both exports and imports during the
period under review, there has been a fairly large trade deficit, totaling
about US$100 million each year. Ninety percent of this deficit was
financed by United States concessional aid. The exceptional years
were 1963 and 1964; they did not show a trade deficit, primarily
because of the windfall profit from sugar exports sold at exceedingly
high prices. Consequently, heavy foreign-exchange reserves were built
up during those two years.

It is probable that with the discontinuation of United States aid, the
trade gap will not be eliminated overnight. For the foreseeable future,
other outside assistance will have to be solicited to help finance theo
trade gap. It was contended by the United States aid authorities that
Taiwan had already established a credit worthiness able to attract
needed capital from conventional foreign sources such as the United
States and Japanese export-import banks, American banks and firms,
and international institutions such as the International Bank for
Reconstruction and Development (IBRD) and the Asian Develop-
ment Bank (ADB). The Republic of China has passed a very liberal
investment statute for foreign investment and has made great efforts to
seek medium- and long-term capital flows from foreign investors.
These efforts have proved quite successful, as exemplified by an
amount of US$150 million credit in yen from Japan and the more
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than US$80 million loans from the IBRD and the Export-Import
Bank of the United States.

A country with a large amount of foreign commercial debt will soon
find, however, that its total debt service accelerates to a point where
the gross capital inflow resulting from incurring new debts may be
barely enough to finance the debt servicing charges, or may even
reflect a net outflow. In order that Taiwan may depend less on foreign
loans that will ultimately become a heavy drain on her foreign ex-
change, exports must increase at a faster rate than imports. For
instance, if (as assumed in the Fifth Four-Year Plan for Economic
Development) imports for the next ten years were to grow at an
annual rate of 7 percent, the same growth rate as that projected for
GNP, total imports would reach US$1,090 million by 1974 (slightly
" less than doubling the 1965 total of US$555 million). If total exports
- were to attain the same level as imports by 1974 so that the trade gap
would then be closed, the annual export growth rate would have to be
about 8.5 percent. A greater margin in the export surplus will help to
increase Taiwan’s external debt-servicing capacity.

In the Fourth Plan for Economic Development of Taiwan
(1965-68), the excess of the annual average growth rate of exports
over that of imports was much smaller than the above projection; the
export growth rates for 1967 and 1968 were projected at less than
the import growth rates. No attempt was made in the Plan to close the
trade gap either within or beyond the planned period.

In the past, invisible imports have usually been greater than invisi-
ble exports. Anticipated receipts from the increases of tourism, ship-
ping industries, and other activities among invisible exports will prob-
ably cover only the anticipated increases in service expenditures such
as royalties, dividends, freight, and foreign travel. The projection of a
surplus in invisibles to offset a portion of the visible trade deficit seems
to be unrealistic.

Table 4.10 shows that, except in 1957, 1963, and 1964, there
has been a protracted deterioration since 1953 in Taiwan’s commod-
ity terms of trade. The years that registered better terms of trade were
those of high sugar export prices, while other years, which registered
worsening terms of trade, corresponded to the low sugar prices. Thus,
Taiwan’s external sector is still dominated by sugar exports.

Had the index of the commodity terms of trade for Taiwan been
kept at 100 percent during 19635, the total export value would have
gone up from the actual US$488 million to US$575 million. The
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difference of US$87 million could have been used for additional
imports of capital goods to help achieve a higher level of subsequent
growth or to strengthen the balance-of-payments position. The annual
loss sustained from the deterioration in terms of trade almost equals

TABLE 4.10—Index of Taiwan’s
terms of trade*

(1952 = 100)
Terms of
Year trade
1952 100.0
1953 98.0
1954 95.0
1955 97.5
1956 97.2
1957 103.0
1958 92.2
1959 89.5
1960 83.6
1961 87.6
1962 87.1
1963 105.2
1964 111.1
1965 84.6

* The index is used to measure the change
in the volume of imports that could be re-
ceived, on the basis of price relations only, in
exchange for a given volume of exports.

Sources: Index Numbers of the Import and
Export Trade of China, March, April, 1965,
no. 60, p. 2; Statistics of Foreign Trade of
China, July, August, 1965, no. 1, p. 2. Both
were published by the Department of Statis-
tics, Ministry of Finance, Republic of China.

the present yearly capital inflow, or almost the entire trade gap. We
may, therefore, draw the inference that, in planning the development
of the external sector of Taiwan’s economy, one priority should be
improving the terms of trade.

Protracted deterioration in the terms of trade is very common
among the underdeveloped countries, which import industrial prod-
ucts and export primary goods. Some economists contend that the
accrual of the gains from trade is biased in favor of the advanced
industrial countries.” The arguments are inconclusive, but Taiwan’s

.., T—
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own experience supports the above contention. The only way to alle-
viate the bias favoring the advanced industrial countries seems to be to
stress further development in the industrial sector. With the added
weight of industrial products in Taiwan’s exports, the high geographic
and commodity concentrations in export trade patterns would be
effectively reduced. Industrial growth would also end the buyers’
market in some of Taiwan’s export products.

The effort to bring about such a change in the trade pattern seems
to be, at first sight, in conflict with the principle of international
specialization. But countries can attempt specialization only in those
items that will yield high returns in trade. Industrialization is not an
inherent asset of a nation. For example, in the past twenty years, a
pastoral economy like Australia’s has had high achievements in indus-
trialization.

The emphasis on industrialization by no means aims to minimize
the past achievement of balanced development. A prosperous agricul-
tural community is essential to the industrial sector, both as its raw-
material supplier and as its market for finished products. A shift of
emphasis to industrialization is appropriate, however, not only be-
cause Taiwan’s external trade requires further diversification, but also
because of the high component of marginal capital in the agricultural
sector. This high capital coefficient is the result of optimum use of the
limited land; of the relatively high cost for developing marginal land;
and of the low labor productivity on land, implying high underem-
ployment for manpower.

Taiwan does not intend, however, to abandon its efforts to strive for
continuing development in the agricultural sector. Technical innova-
tions—such as developing plant and animal varieties, introduction of
new cash crops, soil preservation, and better application of fertilizer
- —should be encouraged. On the other hand, development of marginal
and tidal land should first undergo a thorough cost-benefit analysis.
Development of a perishable crop product for a single foreign market
—such as the very extensive increase in bananas destined for Japan
—should be handled with extreme caution, since the inevitable result
is to place the large crop at the mercy of a sole buyer.

The industrialization process during the years ahead may differ
substantially from industrial development during the past. In the past,
industries were import substitutes, characterized by low capital, lim-
ited technical knowledge, high labor concentration, and heavy govern-
ment protection. Most of the export industries developed at later dates
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are either an extension of those import-substituting industries, such as
textiles, or industries making products containing a high labor-factor
cost, such as plywood. Some of these export industries have been
heavily subsidized in the past by domestic sales, but there are fewer
profitable projects of this type at present. For future industrialization,
large-scale and high-risk projects may eventually become the only
alternatives. Numerous stumbling blocks will have to be removed
before Taiwan can embark on the development of heavy industries.

Large-scale, capital-intensive industries require very extensive capi-
talization, calling for the mobilization of public savings. Taiwan will
need enlightened entrepreneurship, the underwriting services of in-
vestment companies or stockbrokers, the establishment of public con-
fidence by full and truthful disclosure of company financial state-
ments, and rigid supervision of the listed stocks by the Securities
Exchange Commission. These are but some of the many conditions
essential to ensure the successful organization and operation of large
enterprises. The society does not as yet provide all these facilities.

Another, equally important, condition is the technical knowledge
associated with large-scale industries. Taiwan still lags far behind the
advanced industrial countries in the technical field. The purchase of
foreign patents is the most expedient way to make up this deficiency.
Research personnel must be recruited and trained, however, and facil-
ities must be acquired in order that technology may take roots in
Taiwan’s soil to provide for future growth.

Foreign investments are, of course, welcome to help accelerate
economic growth. Taiwan’s own capital resources must also be chan-
nelled into capital-intensive projects, however, so that there will not be
complete foreign domination. At present, due to lack of a long-term
capital market, there appears to be no effective method of pooling
public savings to finance such large-scale projects. The nation needs
the guidance of government and business leaders to bring about con-
ceptual as well as structural changes that will induce a continuous
high rate of growth through industrialization.

In implementing capital-intensive projects, careful preparation
should be made to ensure their successful and uninterrupted opera-
tion. Necessary steps before launching these large-scale investments
are preproject planning, feasibility studies, cost-benefit analysis,
financing, construction and management plans, marketing research
(particularly foreign-market potentials), analysis of the impact on
other industries, and alternative-project studies.
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In the meantime, labor-intensive projects should also be explored to
alleviate the problem of the ever-increasing labor force. Projects that
call for greater use of skilled labor are preferred, for they will not
adversely affect the terms of trade. Labor quality should be improved
through extension of compulsory education from six to nine years.
Quantitative and qualitative improvements in the vocational-educa-
tion system and installation of in-service training courses are required
to increase labor productivity further.

In the Fourth Four-Year Plan (1965-1968), export growth was
projected at an annual average rate of 9.1 percent. Table 4.11 shows

TABLE 4.11—Taiwan’s actual and projected export composition, 1965-68

(Percent)

Agricul-  Processed
tural agricultural Industrial

Year products products products Other Total
1965 (actual) 27.59%, 29.09%, 41.39, 2.29, 100.09,
1965 223 27.5 473 29 100.0
1966 23.3 251 489 2.7 100.0
1967 22.5 24.0 50.9 2.6 100.0
1968 22.6 22.7 52,3 24 100.0

Source: The Fourth Four-Year Plan for Economic Development, published by the
Council for International Economic Cooperation and Development, Republic of
China (Taipei, 1965), pp. 262-63, table VI-1.

that actual industrial exports during 1965 lagged far behind the
planned target (41.3 instead of 47.3 percent), and it seems doubtful
that industrial exports reached 52.3 percent of total exports in 1968.
This is disheartening because the rate of increase in industrial exports
projected for the period 1965-68 was already extremely slow.

If we assume that there will be an average growth rate of 9.1
percent per annum in total exports for the ten-year period 1965-75,
and that industrial exports will increase by 2.5 percent each year as a
percentage of total exports, we can expect that industrial exports will
constitute 66.3 percent of total exports by 1975, compared with 41.3
percent for 1965. Industrial exports will have to grow at a very fast
rate, averaging 14.4 percent yearly to attain this goal. (See Table
4.12 for details.) If we recall that industrial exports rose from be-
tween 6 percent and 12 percent of total exports in the middle fifties to
about 40 percent in the middle sixties (see Table 4.2), then the
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seemingly ambitious projection of a shift in the export pattern toward
a larger industrial composition is not totally impossible.

With respect to the import composition, the Fourth Four-Year Plan
estimated a fairly constant level of capital-goods imports at about 29
percent of total imports for the three years 1966 to 1968. This
level is higher than the average of 25 percent for the ten preceding
years (see Table 4.1). High capital-goods imports must be planned
for the years ahead, however, in order to accelerate industrialization.

TABLE 4.12—Estimate of Taiwan’s industrial exports, 1965-75

Total exports Industrial Industrial Growth rate of
(million exports as % of exports (million industrial
Year USY) total exports US$) exports (%)
1965 488 41.3 202 —
1966 532 43.8 233 15.3
1967 580 46.3 269 15.4
1968 633 48.8 309 14.9
1969 691 51.3 354 14.6
1970 754 53.8 406 14.7
1971 823 56.3 463 14.0
1972 898 58.8 528 14.0
1973 980 61.3 601 13.8
1974 1,069 63.8 682 13.5
1975 1,166 66.3 773 13.3

Source: Data obtained from a draft input-output table prepared by the Third
Department, Council for International Economic Cooperation and Development,
Republic of China.

Because the trade of the developed countries grows much faster
than that of the underdeveloped countries, and because the underde-
veloped countries trade more with developed countries than among
themselves, a closer regional trade relationship among the ECAFE
countries and the ultimate goal of establishing a common market for
the region appear to be rather remote. Nevertheless, because of geo-
graphical proximity, the ECAFE countries are the best potential buy-
ers of Taiwan’s increasing industrial exports. With the ending of
United States economic assistance, Taiwan’s demand for certain agri-
cultural commodities such as soybeans, corn, and coconut oil (as a
substitute for beef tallow if the price is competitive) could be met by
imports from Thailand and the Philippines. The aim of promoting
regional trade would be furthered, and part of the increased exports of
industrial products to these countries would be offset.
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Increased exports of industrial and finished products will require
active government support of aggressive marketing and advertising;
timely commercial intelligence; a coordinated distribution system, in-
cluding the best location of dealers; inventory control over the dealers;
prompt transportation; improved packaging; and marketing research.
The market potential in the new African countries and in Latin
America should be explored and promoted, while the established
markets in North America and Europe should be enlarged. Foreign
trade in the future is the frontier of the economy and presents a major
challenge to the people of the Republic of China.
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