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WE WOULD APPRECIATE YOUR CONFIRMING FOR OUR RECORDS 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 SO, THE PA~.ITY RATE AND THE DATE FROM WHICH 

IT IS EFFECTIVE STOP BBB THAT THE CURRENT AGREED PROVISIONAL 

' , 

RATE WITH IMF FOR REPUBLIC OF VIETNAM IS · So PIASTRES PER 

USDOLLAR 1 STO? PLEASE ADVISE NEW RATE IF THIS IS CHANGED ~l'l" // . '( /• 
REGARDS i 't:. ·1\t.t t\'Ji-U ,,,,._ 
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1'o 1 'l'Nuurer 
Dinnor. Ja:lu ~' 
Director, Bnhaap end Trade Relatiou Depari.ment 
General CoUAHl 
Iaternal. A"41.tor 

J'raa1 The S.ereta.r,r if. tawrenoe Hebbard 

8\lbJeRI Cl!ig - I!d.'111 Par Y!:l"8 

The Gcmtrnant or ~ it.pu'blic ot China hu propoae4, 
ud the l'wld bu acned. w, an ini1oial par ftlu tor the new 
Taina dollar. \'he par •al• expreaaed in ters ot gol4 and 
in tel'JIS ot the u.a. dollar ot the wi&ht and tinene•• ia ettect 
OD J~ l, l~. i8 88 tollovs& 

0.022 216 8 
i.ltoo.oo 

a.o.ooo o 
2.500 00 

aru ot tine gol.4 per nev Taina dollar& 
nw T&ivu cloll.&n per U07 ounce ot 

tiAe gold& 
nev Tai,,_ dollan per U.S. dol.l.arl 
U.B. ceuta ~ uv 'l'dwu dollar. 



SEP 4 1970 

Sirs 

~s is to<in:form the CONTRACTING PARTirn to the General 
.Agreement on Tariffs and Trade that the Government of the 
Republic of' China has proposed, and the Fund has ogreed to,· 
an initial par value for the ·nev Taiwan dollar. 

The par val.ue of the nev Taivan dollar expressed in tenns 
of' gold and in terr..'IS or the United States dol.l.a.r of the vcil;ht 
and fineness in effect on July l, 1944, is as f'ollowa a 

0. 022 216 8 
1.400. 00 

40.000 0 
2 . 500 00 

gram of fine gold per new Taiwan dollar ; 
new 'i'ai van dollars :per troy ounce ot 

f'ine Bold; 
new 'l'aivan dollaro per U. S . dollar; 
U. S. cents per nev Taivan dollar_. 

Very truly yours, 

3 
w. Lawrence Hebbe.rd 

Secretary 

cc : MD 
DMD 

.. 

Mr. Olivier Long 
Director-General 
CONTRAC'rING PARTIE-S to the General 

Agreement on Tariff's and Trade 
Villa l.e Bocage 

Mr . Tann 
ASD 

Palo.is des Uations 
Geneva 10, Switzerland 
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Mr@ Chemd.avarmr 

Gtlnter Wittich ~. 

t>.'e S.J."e attempti11g to improve. repo:rt!xlg of e~mal deL"t data end. to 
111suro reemonable oansistenoy be-tween ov..r :irepo1"ts thooa the Im©~ A 
c~iaon of datn contained in e recent IBRD repv.i:t (:BAf?·,l7:i dtl:ted 8/12./70! V'ol~<Ill 
'lllb1el9 4-1 anr1 l~-2,!1 attach~.) ~ om" last oonsu.lt-':l·b:lon :repor·~ (SM/70/101, &ai.'.¢d 
5/19/70:. !table ~' p .. lt-7) :reveals c~id$i~nble di:fie:t"ences i11 coverage:' 

19 oo" report appear-o not to in<:lud..e oupplie:t'$ ~ creu:t ts to the public 
secto:r.. .J:t refers to Q2!~}"!lm9nt Ob1 -~ ~ par~ps excludes oopplie:x·e 0 

crooi ts becnuoo ·they were e.'%.-tendoo au.too~a booieo 01~ public ente:rpr:tseiJ • 
!t would seem preferable to elrtcnd: our covr.:rr~c :1 ns otherwise the mslcadiD<:.1 
:lil@ression. could ariso that :no other piJ.blio sectQr obli~tione et!stQ 

2,, '!117ie:re a..""e differences in de.to. on debt o1'X:*l to the u.s. Goverrnront. 
Espec:tall.y11 are n1oans not in oorvice11 and 11.loanf.3 with re~~nt terms r.:.0t 
oottledf1 included j.n Olll' de.ta'? 

3.. We rey&t a debt ee1"\iico ratio of .'1aoout 6 :per cent" (fJM/70/100!1 
5/18/70:; pa.go 9), ~mile· t.he Emk refero ·to ori..o of h .• 5 cent.. The a.1fferenoo 
5.o opposite fro.'1.l •uhat or..e would e,.~ct. as debt outsto.nding ohoun the Book 
ie higher thmi that shown ua and JJ(lyn:el"lt~ on u..~:'L$htu:-sed pg..::i;s of forei.gi'l 
(leht are included in the c~culat.wn the r1at:io. 

!~.. T'ne staff at v~ious ti&"'es 1:Je0i'l fl'J.eot1.oood on c:?.mila.r disc1"'e-
p-3ncies in the Exe012tiw Boai"fl~ '.Vhe reporting of .different debt £Jer\r.tca :r·O.tios 
:tu !10-!'ticu.lar has :i?requently attracted nttention. As pres~'bly thei da:ts· 
repo1"ted. in our co:usultat:l.on ~r ~re pI'oirlded by the Cb.ioocse author! ties 
as t.he most ;reliable t; o...'11/S might at the occasion of the next fu-aticle XIV 
Consultation d.iscuss:to:os ooek an explanation of' ·the uif':i?et-ences. ri!By oo 
:t:ioteil tM.i:' conte..xt .. ~hat Bank da·ta e1~ nloo on qebtm~ x·epo·rtinf:S~ J>e1~haps 
:it may also oo worthwhile to etate explicitly our ooetion Recent Economic 
D€ntelaproonts wbat hao reen ~1 as denomiOOtor in calcnla:ting the debt oor:.riee 

1:1~.:&:1.o (eog•, roooipte for ma. ooFirices iri rr.969};· · ~. 



24331 INFUND 

RC2 AZCZC YW1694 FBD3380 FUS313 22224 

URWA CT CNTA 039 

TAIPEI ORD 39 24 NFT 

INTERFUND WA~HINGTONDC 

135033 

·.~ 
Orig: ASD ~ 

· CC: MD GA' . 

~iann / 
LEG r 

RES . 

~~ 
SEC 

REOUR CARLE 23RD TEXT SHOULD BE REVISED AS FOLLOWS QUOTE 

THIS IS TO ADVISE YOU THAT TODAY WE HAVE RECEIVED INSTRUCTION 

FRO~ EXECUTIVE YUAN AUTHORIZING SUSPENSION OF TRANSFER UNDER 

REGISTERED FOREIGN EXCHANGE EFFECTIVE JULY 1ST UNQUOTE 
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INTERNATIONAL. MONE)"ARY F'.UND, ' 

. WASHINGTON D.C. 

i 
. .~ 

His Excellency~.K. ·'!.;Li, Minister of Finance 
lo; ~~-,--~~~-~--~~~~~~~-,--~~~~~~~~~~~~~ 

Ministty of Finance~. Ma .. '11.chang Street, ·Taipei; Taiwan 

Republic of Chfu.g, 

;: . 

· ibtecutive Board took following decision July 20: 

QUOTE After consideration of the information presented 

by the Ministry of Finance of China. the Fund determines 

on the basis of sueb data that the net official holdings 

of gold and U.S. dollars of Chiua under Article III, 

Section 3(b){ii) .. on September 12~ 1946 we.re: 

(In UeS ... clollat' equivalents) 

Gold 
U.S. dollars. 

l78P058.,467.09 
420,586,37.3.99 

.· $593,64.4,841.0G 

Heb herd 
Inter fund 

Transmitted vla the Embassy by letter 7/22./70 · 

\. 

\ 

DO NOT TYPE BELOW THIS LINE 

UNQUOTk~ 
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SUIJ5CT I 

Off ice Mem orandu ~ Lr;1;;.~ __...,, 
. ~ ._.,_ c.Q,,up 

Mr. Woodley DAT51July 17, 1970 

~~~-
China - Initial Par Value ~r~ 

. ~~~~ . 
I have the following conunents 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 bas 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 conununicate 
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 
conununication, 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 recOlllllended 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) w~ll 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 
ordinarily would not be in· a position 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 (NT$), 
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$40.10 per US$1, respectively (EBD/63/113, 10/1/63). These rates 
are. still in ~ffect." 

:: 3. I would suggest the following in place of the first paragraph 
. . :._,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/70/100, 
.. 5/8/70; and SM/70/101, 5/9/70)." 

'I I J 

In the last full sentence on page 3 states: 

" ••• the exchange ·rate was. set at NT$40 to US$l. 11 

' •' . ' . ' ' ', 

'Ibis appears to be incorrect and should refer to 

. ."the buying and selling rates which were. set at NT$40.00 and 
NT$40~10 t~ US$-l, respectively•" .; 

. ~- ' 

·,'· -, 

.... " 

• 
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S. 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 

. abolished on July 1, 1970. 

{c) The opening clause of the last senterice,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 at least the multiple currency aspects of this scheme have in fact 
been abolished on July l, 1970. 

7. The par value implies, although it does not require, rates of 
exchange within possible margins of NT$39.60 to NT$40.40 per US$l. 
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 ~aises the 
questions whether the new situation has implications for the immediate 
Juture. 

· .. 8. ·The staff recommendation and decision could be revised as follows: 

"IIi. 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 th~. currency of China. 

"Expressed in terms of gold and.in terms of the u.s .. dollar 
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of 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; 

1,400.00 new Taiwan dollars per troy ounce of fine gold; 

40.00 new +aiwan dollars pe-r U.S. dollar; 

2.50000 U.S. cents per new Taiwan dollar;. 
':'' ";, 

The Fund.agrees to the proposed par value." 

. ,'' 

".' 

:1·'· 

Mr~ Savkar 
Mrs. Yang. 
Mr'! 1 Palmer 
.Mr •. Familton 

·, ; \. 

.. ;: 

' ' " 

·( 

i : ;; 
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THIS TO ADVISE YOU THAT TODAY WE HAVE RECEIVED INSTRUCTION 

FROM EXECUTIVE YUAN SUSPENSION OF TRANSFER UNDER REGISTERED 

FOREIGN EXCHANGE AUTHORIZED BY MOEA EFFECTIVE JULY 1ST 
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6. l!!fl! a. Incalpiete ~ 

Shoul.4 there not be 101De atennce to tba acl81p ce:rt1f1oate QBte llbS.ch 
1a WIUcmed vitbollt axplmt1oa. in tbe middle ot the toll. J8ft&l'ltlPh on page :s. 
1. !a.I! 2. P1na1 ;pa'lllr&Jlb Line 2 

,.. •111• r-4 "at" 

8. 1'ID a. :r.t.na1 ~ L1De 3 

Delete •at ft 

9. 1!11! 3. ruu ~ liDe 3 

10. JIM! 3. Pull ~ Line 9 

Dalete "that or 
11. 11!1! 3. l'U1l ~ L1De 12 

TIMI reterence to tbe aetUna o-r tbe acban&e ate in 1963 at llf$!0 par 1IJ$l 
1• not conaistent 111tb the c1eacrlpt1on ot the cbMp9 tn e10,,_.., rat• at the 
top ot page 2. . 

12. .... 4. J'S.rat NL1. JU'8Cl'&Ph 

ne ~ pnn i• amaewbat aio wnance vitb the 81'.P1'81aal in tbe 1910 
ata:tt 111JOrt. It ld.gbt be nore canliatmt to replace tide paragrapb with acae
tb.ing alaag the fQUow1ng liDllllt 

• !be ••~ and trade caatra1 ayst_. were &rvel.op9d dur1Dg ;reara ~ 
l>a' ance of PQlllftts pres11Ure1. In recent years !'eatricticma haft been llbera.lizecl 
to • camd.deabl.e ~- ....... -- nclwnp and tnde qatm continuea to be 
aub.1.t to exteuiw ccatrola anc1 to reatrlctiona. The traae 8JWtea imol'fttl 
reatrlctlftl li ..._.,118 ot Oft!' ltO per cant ot cl.u81ftad 1..,rt; c.. Qditl•, and 
piablMtton ~a luge nmber o 01w+41tiu; e;ppUcation ot a sel1'·n.ttlcd.enq 
ratio tor certain iadutrles, with a required~ ot dme8tlc iDplta 1n 
their p:oc!lact1an; end an 1m;port 4epoalt :requ.1Nneat epp.Ued to certain categories 
ot trm-.ctlcaa. The acbm1ge OCDtlo1. Q1ltaa imotvu Natrict1oaa on current 
tauact1ons &1.tbougb b' a number ~ these f'oreign excbanp is ad 1":ree11' wh1le 
for oti.ra 1'oN18D exobanp ray be 'boQg1lt up to ftzed lild.ta. Manove:r, the resiatered 
tore1p e:mllange sch8ae, Wich 1a an eQOZ"t/import link dnice applied to eerta1n 
in4u8bt.ee wlt.h fMUlttee ftrr tbe tNmfa ~ SllpJrt entitlallnta betveen mnu
tutmwa, giwa rl• to a mlt1pl.e cur:renq practtce. 

111cartJ¥, Cb1na reduced tlMt mp:art deposit re~ rim~ per cmt to 
2, per -- and t81'!dnated lta lut bUatenl ~ a&reemant, that with lpdn. 
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Office of the Minister 

Sir: 

5 

Ministry of Finance 
Republic of China -

ATTACHMENT 

June 23, 1970 

On behalf of the Government of the Republic of China I have the 
honor to communicate, pursuant to Article XX, Section 4, a proposal for 
the establishment of an initial par value for the currency of Chinaa 
Article XX, Section 4(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. dollar. 
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 lB, 1948), with the adoption of a special procedure 
under which the Fund dealt with changes in China1 s exchange system. This 
procedure was discontinued by the Furxl on December 27, 1960. Many changes 
were made during that period including the introduction of the new Taiwan 
dollar (NT$), in June 1949, as :r:;art of a monetary reform. The exchange 
system was changed from time to time and subsequently simplified effective 
June l, l96l when the official buying and selling rates were set at 
NT$4o.oo and NT$40.20, respectively. The Fund did not object to these 
new official rates. On September 30, 1963 the buying and selling 
rates were set at NT$40.00 and NT$40.l0 per US$l respectively. These 
rates are still in effect. 

I propose, on behalf of the Government of the Republic of China, that 
. the initial par value of the currency of China be NT$40 per US$l of the 
weight and fineness in effect on July l, 1944. 

~ .. ~- . . --

¥.ir. P. -P. Schweitzer 
Managing Director 
International Monetary F.und 
Washington, D.C. 20431 
U. S. A. 

" .. 

Very truly yours, 

K. T. Li 
Minister of Finance 

I 
- • I 

I 
I 

. /· i 

- I 

' ' r 
',I 

.·,·.r. 
j l 

:(: 
. i .. 

,.-

" .;1 

"." ·.• 

} .· 



Office
0 

of the Minister 
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REPUBLIC OF CHINA 

7Jot77f{ 

( ;/ ~ 
Orig: SEC 

ec: Mr. 
July 3, 1970 _ . ASD 

Tann 

o:' ---~ I 0 !J_zs;;;i LEG 
"),,,- / / '-"ET;;.;i;.---. i -~"/f r\ <\"\TRE 

. ~ I I J 
Mr. W. Lawrence Hebbard 
Secretary 9 rt rr n 
International Monetary Fund !:XCllAk~ & TIWE a~u11o..s 
Washington, D. C. 20431 l:Liil 

U. S. A. 

Dear Mr. Heb bard: 

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. 

"' . 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 01,lr sincerest thanks 
to the _Fund for continuous .cooperation and assistance. 

Sincerely yours, 

~ 
K. T. Li 

Minister of Finance 

.SY:ey 

\ 
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"- INTERNATIONAL MONETARY FUND 

June 5, 1970 

Mr. Pa.lmer: v 
Your immediate comments 

would be appreciated. 

Mr. Habermeier intends to 

consult Mr. Ta.nn on this ma.tter 

toda.y. 

Thank you. 
tf/AY&-d{/ 

C. B. Fink 
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DRAFT --
June l.i., 1970 

Sir: 

On behalf of' the Govern."':len·!; of China :r have the honor to 

communicate, pursuant to Article XX, Section 4, a proposal for 

the eatb.,blis'.hment of an initial -par value for the currency of 

China. Article XX, Section 4(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 Agl"eement, that 

is, on October 28. 19h5. 'rhe rafa~ of exchange on this date 'ita.a 

Chinese yuan 20 per U.S. dollar. In the light of developments 

since that time this rate of exchange is not, of course, a 

satisfactory basis "for the est·abliahment of an initial µar value. 

China. experienced unusu.al difficulties in the ~tears immediately 

after the second World War i>rhich were re~ognizecl by the Fund in 

Executive Boe.rd Meeting 329 (J'une 18, 19118), with the adoption of' 

a special procedure under which the Fund dealt with cha.."1ges in 

China's exchange system. 1'his procedure was discontinued by the 

Fund on December 27, 1960. Many changes were made {luring this perioc1 

including the introduction of the new Taiwan dollar (NT$), in June 

19h9, as part of' a monetary ref'or.m. The excbane;e system vas changed 

from time to time and subsequently simplified effective June 1, 1961 

\-Then the official buying and. selling :rates "t.•ere set a.t 1IT$4o. 00 and 

N'r*h0.20 respectively. The Fund did not ob,ject to these new official 

rates. On September 30, 1963 -Che rema.in:!.ng multiple currency practice 

was al)olished and the buying a.nd selling rates were set at NT$~.o. 00 
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l propose, on 'behalf of the Government of China., that the 

initial par value of the currency of China be NT$40 per US$1 

of the t.teight and fineness in effect on Jul.y 1, 1944. 

Mr. P.-P. Schweitzer 
Managing Director 
International Monetary Fund 
Washington D.C. 20431 

Very truly yours, 

Minister of Finance 



Jtme 4i 1970 

the ner>ublic ot China v.rishes to complete pe.yirilent of gold portion 

of' its. subscrip'l::don to 

lh"ticle III~ Section 3. before China 'becomes eligible unde'.l:' 

Fund by the 

ea'te.blishment or an initie.1 pa.:i; Yalue. 

Date. on Chine. 1 s net of'f'icial hol:lings of ,golr1 e.n<l lTnited S·ta:tes 

China. on June 15~ 1950. Tn this connection~ I viBh to state that to 

t.he best of' the knowleclge ti.na. belief of the crd.nese authorit.iea "} the 

holtiings of othei~ of'ficd.al institutiona and othe1~ bank:; in C'hinese 

territory on Sept~mber 12 1 19116 -we:r.e no more than ·w·orking l)alances. 

Upon receipt of the Fund's deterrn:f.na.tion tht::? net off'iefa.l 

holdings of gold and Urd'ted Sta.tes dollars of t.he !l:e:public of' Chirm. 

the :pe.y:ment of: the appropriate a;r;1ou11t o"f gold to the Funrl unde1• 

Article 1 Section 3(1)). I vill be ·w!'f t1ng to you concerning: the 

Mr. P ~-·P~ Sch"".rei'tzer 
Managing Directo1~ 
Interna:tional .MonetP,..r>.f Fund 
Washington D.C. 201~31 

M:i.:n.ister 
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China - Par Value 

Substitute second paragraph for li!r. Fink's draft letter. 

DRAFT 
JWRose 
May 22 

The monetary unit existing on October 28, 1945 was the Chinese 

Yuan with a rate of exchange of Yuan 20 per U.S. dollar. This unit 

[~ and exchange rate, however, now have no appropriateness to the proposal. 
,J 

0 

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 consultation with 

China on changes 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 exchange rate system was effectively 

unified at the still current official buying rate of NT$40 per US$1. 

(Recently, the status of the unitary rate system has been fully established 

by the elimination of the multiple currency aspects of a registered foreign 
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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 has developed the characteristics of high growth 

rates in circumstances of monetary stability. 



Mesa rs. EYans and Pinch 

C. B. Fink Ii#) 
China - P~t ot Initial Gold Subscription and 
... ulillhmat o( bl Val.11e, • 

Mq 19, 19TO 

Attached are tvo draft letters vbich could sene ae a 'buis tor 
turther di1cuaeions vi th Mr. Tann on the above subjects. It vould seem 
appropriate that ETR prepare tb• 4•taile4 recital. ot change• in the exchange 
system vbich Mr. Gold, in hie memorandum ot Aprll 16,liTO, •8'• b neceH&l'f • 

Aa regarcbl the preparation ot the necessary ard papen, the one on 
"ht Otticial Boldinga ot the Republic ot China" could be prepared 1.n the 
Treuurer•s Department and the one on "EatabUshaent ot Initial Par Value" 
will need to be prep&Nd bT the Asian Department in consultation• vi th Legal, 
ETft m4 Trea1urer'a. An outline ot auch a paper is attached, aa1uming a par 
value ot 11'1'$ 11.0.00 per u.s. dollar. Ot course, there i• no need to prepare 
these papers until after turther discussions with Mr. 'l'ann. 

Your earl7 comments on the attachments vould be appreciated. 

Attachments 
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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, 1946 the 

Government of China, on October 7, 1946 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 

l) 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) 
J---

'be terminated and that the further period available under Article xx:;f Section 4(¥) ?< 

also be terminated. 

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

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

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

including substantial changes ,in the. exchange systemFcrf:ae-J:.'do.p.t.i°;._rf~:;r.:..,n 
' -1 

-ioone-t-a:-l:y-uni4:"""7 It will be recalled that the unusual difficulties which. the _ .. -d""' 
monetary authorities faced in 1948 had earlier been recognized by the Fund at 

Executive Board Meeting 329 (June 18, ,1948), when a special procedure was decided 
• - -'J.'!~,_~j Ji~ ~1-V~J .. ;tis-· ~ .-eJ.:---

whereby China r;..e-c--..Ggru.z_e.d-t.h.a..xespo.n2..,1-0i-l-~, •• motifyi..n.g. the Fund of contemplated 
L - --.J 

changes in exchange rates and the exchange structure. Under this procedure) 

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

and discontinued on December 27, 1960, the Fund was notified accordingly. ~ 

.Changes made in the exchange system in the period 1948-1960 are listed in 

the attachment to this letter. I wish to drih.; attention particularly to the 

b 
adoption_of_the new Taiwan dollar in 1949 and the successive changes that were 
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made in- the official exchange rates and the exchange certificates rates that 

culminated, on April 14, 1958,- in the establishment of official rate.s of 

NT$ 24.58buying, and NT$ 24.78 selling per U.S. dollar. The official 

rates applied to major exports, essential imports, and to invisibles for 

the· account of the Government. The official rate5plus the value (NT$ 11.50 

buying, and NT$ 11.60 selling) of an exchange certificate were applied to the 

settlement of all other exports, imports, and invisibles. Other rates were 

abolished! Subsequently, the exchange system was furt;her simplified and 

from November 21, 1958 transactions previously effected at the official rate 

took place ai the rates of NT$ 36.08 buying aBd NT$ 36.38 selling, per 

U.$. dollar. These rates were 
. .ec~CN · 
subse-quent.Ly 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 proposed change in the official rate of the new Taiwan dollar." 

On September 30, _1963 the exchange certificate system was abolished and the 

buying and selling rates were changed to NT$ 40.00 and NT$ 40.10 per U.S. 

dollar. These rates are still in effect. 

I look forward to learning of the Fund's decision to terminate the 
cw,J., 

respective periods under Article XX, Sections 4(a) and 4(d)~of its agreement 

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

.Mr. P.-P. Schweitzer 
Managing Director 
International Monetary Fund 
Washington, D.C. 20431 

Attachment · 

Sincerely yours, 

Minister of Finance 
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Dear Mr. Schweitzer: 

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

Republic of China proposes to complete payment of its subscription to the 

International Monetary Fund pursuant·to Article III, Section 3 • 
. ' 

Data on China's·net official holdings of gold and United States 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 E~ecutive Director for China on June 15, 1950. 

The to.ta! net. official holdings were about $598.6 million and, in this 

connection. I wish to state that to the best of the knowledge and belief of . I 

the·Chinese authorities, the holdings of other official institutions and 

other panks in Chinese territory on Sep,tember 12, 1946 were no more than 

working balances. 

Upon receipt of the Fund's determination of the net official.holdings 

of gold and United States dollars of the Republic of China as of September 12, 

1946, the Central ·Bank of China will arrange for the payment of the appropriate 

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

separately concerning the establishment of an initial par value f.or the new 

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

from the Fund concerning.the payment of. the balance of China's quota in its 

own currency. 

Mr. P.-P. Schweitzer 
Managing· Director 
International Monetary Fund 
Washington, D.C. 20431 

Sincerely yours, 
. " 

Minister of Finance 
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Par Value of the New Tah;ran Dollar 

In his letter of · , the Minister of Finance of the Republic of -----
China, on behalf of the Government of the Republic o{ China, pro'posed to the 

Fund a par value for the new Taiwan d·onar of NT$ 40.00 per USc~LOO of the 

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

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

the Fund and China in 1946 and 1947 it was made clear in Executive Board 

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

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

.period during which China will not be required to connnuniCate the par value 

had ·yet to be determined by the Fund. In regard to this latter step, the· 

Chinese authorities now propose the termination of the period under Article XX, 

Section 4(a), as well as the further period for agreement available under 

Article XX, Section 4(d). Since October 28, 1945, there were substantial 

changes in .the· exchange rate system of China culminating in the establishment 

of official buying and selling rates for the U.S. dollar of NT$ 40.00 and 

NT$ 40.10 respectively, on).QJJJ.•1i:.-...i3c,\qb3, which have been maintained unchanged 

since .then. China's quota is $550 million. On March 29, 1946 one one-hundredth 
Ve.;. 

per cent of quota, namely $55,000, was paid to the Fund in accordance with 

Article XX_, Section 2 (d). · 

(Section on exchang~ rate system summarizing the main changes, including 

adoption of the gold yuan 
~"~tr& ~ and subsequen.t.J.-y the new Taiwan dollar wh±eh-ts"':""~.-0.e. 

ii 

means of settlement.) 

(Section of main economic developments.) 
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It is recommended that the Fund should concur in the par value 

communicated t:o the·Fund by the Government of the Republic of China, and 
. " ' 

the. following draft decision is submitted for consideration by the 

Executive Board: 

0.022 216 8 grams.of.fine.gold per new Taiwan dollar 

1400.00 new Taiwan dollars per troy ounde of fine gold 

40.00 new Taiwan dollars per U.S. dollar 

U.S. cents per new Taiwan dollar 
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April9, 1970 
MEMORANDUM 

TO: Mr. Habermeier 

Frank A. Southar.d, Jr~. . . 

FROM: 

SUBJECr: China's .Gold Payment to the IMF 

··Today Mr. Tann infonned me.that President Chang Kai-shek has 
approved the payme~t to the Fund of approximately $60 million in gold on 
account of China's subscription. He indicated thaFthe. Chinese .. authorities 
would probably want to complete this paym~nt befo,re the Copenhagen meeting~ 
He.mentioned to. me that there seemed to be some question of the currency 
which would be used irf the currency portion of the total __ ftt".:rangem~nt. As 
I understand. it, there may_J~e a questic:m ... ?:!3 to ~he,~h~:r-~J:be New Taiwan Dollar . 
would be used at an appi;opr:tate rate of exch.e!:l:8~. {40 .. :to ~?)_, or whether the, 
currency which existed in 1946 woufd--b·e-u~ed. I am not at all clear about 
this but I do ~ot see why the problem should be difficult. Mr. Tann says 
that the World Bank is using the New Taiwan Dollar. 

I suggest that Mr. Gold and you, or persons representing you both, 
should.explore this matter further with Mr. Tann. 

cc: Mr. Gold 
Mr. Hebbard 

( 

.. 
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-(c} the present . currency of China and the rates of 
exchan~e· , and the ·names ~.nd · values for the separate 
_currencies, if any', .in terms of this currency; 

·- (d) that China requests an extension under Article Xx~ 
Section l~(d)(i) of the ninety-day ·period referred to in 
Article XX, Section 4(b).-, but without suggesting a 
terminal date. · . .. · · · · 

; , 

. {At tpis point China '\-iou.ld be· able to make purchase·s 
: if permitted by the Fund to do so under Artic+e XX, 
Section 4(d)(ii).) 

7. If China wished to establish an initial par value for its present 
c'1rrency·by the most expeditious procedure it could ·send a communication 
tQ J~h~ Fu.nd. by l'!hiGh it would propose the te_rmination of ·the period 

· u_nder Ar:ticle XX, Section 4(a), a.s well as the further peri6d for 
ag~~el!lent ayi.:-il~b3:-e _ t!J ~t under Article XX, Section 4(d) and an 
_iili tial proposecl par value for its .currency . Th:ts communication 
wou.ld also have to include a reci t<:tl of the · develop:nents with respect . 
to the currency of China beginni ng wi th the rates of exchange pre
vailin&. on the SlXGlct..n ay before th.c Articles cnterE;d into force, 

< Le .• , Octoberzo,-I .... ~:;i, a s ·atem.ent that t_hey are not satisfied with 
this 1945 rate as a par value, and the subsequent ~istory of the 

. currency, including the adoption of any new nionetary _unit. If thetr-e 
: were · separate currencies, appropriate reference :would have to be made 
. t ·o these. Ch the basis of such a comm-lmication the Fund could decide · 
to terminate the respective periods and agree on the proposed initial 
par v_alue if it were ·deemed satisfactory . . 

. f ·. 
_.....,.. ___ .,.....,. ....... _____ :: . ._., ____ ··----- ---

}.; ,::-- :' ·.: . : .. :· .. 
-·~ ·----- ·-· - --

.• 

• • 

~ .... -· - , . 
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TO· oAT!i: April, 16, l970 

Fno.i.1 Joseph Gold. Jtr:. -
i.-r- ' 

sueJK"i : Possible Action under Article XX:, Section 4 with Respect to China 

1. This note outlines' the steps specified in the Articles that 
could be taken in· o:cder to make it possible .legally for Cf1ina to 
engage in exchange transactions with the Fund. Ch:i.na can become 
eligible unrler Article V, Secti.on 3 in accordance with Article-XX, 
Section !t ( c) by establishing an inltial par value in agreement. wi tl1 
the Fund under· the procedure of Article XX, Section 4(b) and .(d). 
Alterna.tively, after the communication of a par value uncler Article XX:, 
Section 4(a) but without the establishment of an initial pa:r value, 
phina could rely on Article xx:, Section !~(d)(ii) which oi.uthorizes 
the :F'und. i;o pend t t1~ansactions on such . conditions and in such · 
a.mounts as the· Ii'und may prescribe. In either event, pursuant to· 
Article III, Section 3(a), China would have to pay its subscription 
ln fi.tll on or before the d.o.te that :i.t could engage in transact:i.ons · 
with the Fund. 

2. Beginning proceclure for initial par va,lue or purchases u.nd_er 
Arffc~ · X0-'- S~ction lff.~!.l_~i~l ·China is now i.nthe posi ti0:-1-·of 

not having been required to· co:mmunice,te a par value under the second 
sentence of Article XX, Section l~(a). The decision of the Fund that 
China 1·ras .deemed not to have commi..micated a par vs,lue uncler th:i.s 
provision also statecl that China and the Fund vrill consult at a later 

----,----:--'---:--------···~·-··-··~----.----··--
da, te as to the t:i.me when a par vctlue shoulcl be. communicated. After 
COn:SUitation-;-t'he--F\;;ci-~~i.{ici ... d~t·~;i;~i~e-. ,:rhen the period .of nonconmn.u~i·· . 
cation is to end, and therefore by i·~hat date China must conm:unicate 
"the par valtw of its currency based on the rates of exchange pre
vailing on the sixtieth day before the entry into ·force" of the Fund 
Agreement> that is, the rates of exchange for the currency of China 
on October 28, J.9l~5. 

3. A communication under Article }.'X, Section 4(a) in response to 
. the l''und' s cled.sion to erid the period of nonco;nrr.unication in accordance 
irltb ,P!'l.re}.g:c<'l ... ph 2 above should state: (i) the rate for:the Chinese . . 
currency a.s of October 28, i9l~5 a.nd the value of E~ny separ<>.te cul'rencies 
in terms of the Chinese currency (see Article XX, Section l~(g)); (ii) 
that the ra.tes have been ch:i.nged i?.nd. new monetary units, if ariy, ·have 
been· int:.::·oduc,;:d since that date (see Arti XX,· Section l~(e)); 
(iii) the name of the prese.'.1t currency of China a.nd the present r?.tes 
of exchange; and (iv) the · n2..::1e s and values of s ey.c-.ra te cu.rrencics, · 
if any, :i.n terns. of the present ci..t-rrenc~.- of China. 

4. Initie.l nar v2.lue. · If China wishes to est2.blish an intial par ---.--------
. -valu.e, a;~e~~tent on the terminatic:i 9~ t:1e exte!1d.e:i pe!'iod refer!'"8i 

to in S,;c:;,ion t:. (c) (i) ·,iouhl oe nscessa:-y. In the ccr.i,11unica.tio:-i 
refer!'ed. to :i.n ;'2.!'2..Z,l';t~ph ·~ ~;fbo1re 1 C~ir!zi .. COllld ~~:!:e.,t ext.e!'"!sicn 

. '·" 

. .. 



Mr. Beue T&llll 

The tol.lovilal refer• to our 41acu•ion th11 mDl'DiDI· 

Ill tile liCbt of the nev ton.ul.ation ot Fund Decialoaa Relatinl to 
lxob&ap Pnot1ce1 ot Member Countrie1 approftd "7 the Boarc1 (IM/70/fJo, luppl.e
meat 1, April 22, 1970), the tolloriDg "propoae4 clratt 4eoi11oa" will lMa oon
ta1DICI ill the ltatf BQart. 

~ Fwd wl.ocme1 the uaurance ot the Chilleae autboritie• 
ot their intatioa to el.MSaate the 971ta ot resilterect tOl'eign 
a:cb•np cleaariW ill IM/ / • which giw1 ri•• to a multiple 
O\ll'ftllOF J!Uilloe • Ia view ot tbe circnmmtucel the Fund P'Uta 
appl'Oft1. Of the aeuure uatU June 30, 1971. ' 

tba FUlld. v1ll nYl• the• maaaure• on the occu1oa of the 
next Artlcl.e XIV oouultatioll v1 th China." 

coz ~~ Pal.Ml' 
Mr. IYaD8 

" Mr. Cbald&varkal" 
Far Eaat9fn Div ... 

WJRW:fj 



- s, 1910 

11ote of - 1 OD thia aubJect. JOU atalie: 

''In $be ,.er 1m141•tel.7 tollow1ng tbe Moption of a 
un ry rate qmtea ill September 1963, t.rauact.1ona unaer 
the re ia excbai•ae Q'atell were NtCJi&ible. Rovner, 

y luger dimuiou in 1968 Wen GJ)Orta ot 
prooeaaecl aoou bad grown to • Rbatan\Sal uawit toptbel' 
with ~ 1nonue 1n tbe DUllber ot rav •teriala entitled 
to auch apeoS.al treatml.r•t and 1D tbe 19nentqe of eQOrt 
earnil'JP allove4 to ... regiatere4. " 

Ille 196it ArUcle UV couultat.1on NJOrt (9'/~/85 • lt>/8/614) 
..... OD Jl9&• 3 ot Part I: 

Ju the uctwop t1el4, tbe tonip exdlange certlt1•te 
.,.._ wa aboliabecl 1n Sei>tellbel' 1963 aa4 tbua tbe uctanp 
ate qetem .. •Urplif1e4." 

and l almA identical aentence 1• towld. on pa&e 31 ot Part II. 
'ftaia ia a1ao nporte4 (lm vitll Oc:tol»er 1 u t.tae dau) in t.be 
'""'"' Ap19) lgort OB luMpp l!!Hio$19n8 (1964) • 

Bo ntenuee 1a _.. to th1a acbeme .nu tbe 1968 .Art1ele XIV 
OOMUltatloa ftJOI'\ (SA/69/23 - 2/18/69), and tbe twut.ietll Anmal 
leprt oo ....,,. let\rJ.cU.om ( 1969). 

On tM bula ot the abaft it VCN14 &JPt&r that the nappearance 
ot tbia retention acbeme la an 1Dtro4uotlon ot a llllt.1ple eu.rnnq 
praetl• ao4 we are not nov aaktnc the Boud. to oon4one a ml.tlple 
rate, that w.a Just owrlooDcl tor 1Mft~ 1Mt a prollte•tioa ot 
the zat:iee 1D vtaat vaa a US.~ raw qata. This should be made 
explicit in the paper. 
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1'be t·~ging :.Oireetoi' 
The Deputy Mat~ Director 

We John R,, Woodley 

China ... l~ Article itIV Comuitat1on.., Decision i1elati~ to 
&e .Ex.che:!!i!,..~acti~~l Utaifm· mqmf Tl'?l":.WO'I• / '!'f!l ... "99.J D)'iUI$! . - . ~ 

~ adoption of ~ r:ev.tsed tonmlatton for Fmd decisione relo:t~ 
to ax~ p.ractic~a {SM/'10/6.1, Su.p .. l» etteatiw April 24, 1970) :rai~6:1 
t~o~ for th~ draft doo:isio:n on China!) Cb:!na bas a alr'-':" mu.ltiple 
cun"Moy Pl'tictice arising firom ~rter$ :reca1ving tranaferable im,port 
entitl~ntse ~ansactiooo in ~se mva Gccut•!'ed at ~c~ rata!s slightly 
outside tM ott.e 1:ier cent mt.:t'Qin.. The· ~11s J•~nt is that the I-Tactiee 
:ta 110t so objectiomble GS to wr:.mnt i"Und disa,pp>owlu 

~ draft lbiar.-1 decision wner the nG\'1 tomula.tion ~ul.4 :re~.1~ 

of thei:r intcnt:tou to eliminate 'tile ~~" ot regt~taroo toN!gn 

~c~ described in SM/ / ~ \!.~cli glws rl.Bi! to a Wl.ltiple 

~oocy practice\ China lms request<..:>d the Fmld to a)?pl'O"lflill tb.e 

exe:~e •~aure de~eri.'bed in SM/ / " In 'dew of the circU\11 ... 

Tbe diffl.cult;r witb thin fo:rm is twit Cllina baa mt requested~ 
aP!,.>roval of the e!lt~e acbem describ&l in tile staf'f l'e~""t.. t"onseqoon~ 
the tmbm.tsaion of this tom.ulation to the B,)tmi would require seeking f':mro 
tba Chioooo B4"thoritiea. thrcugb. Mro Tam, a i .. c~1uf2mt tor eppra'llalo Si.nee 
tho Cbi1-mse autbor1tics ar'.J U.kel._y to oo siano:l:t!;re on thia is~~ am C"'~n to 
der41 that. tl1e practice is e multiple currency pr.a.ct1c0, obta.i.n!~ su~h ~ 
:requezt :ta like)¥ ~ be dif'ticult:> if !?.Cit imp:lseiblJJ:<) 

,. 



am wr "' ot tlll• 4tt on 1 mul4 be to 6ll.fte ~ to a ~ 
........ la .. tomilaUoa ..... s. ••• , "Cldaa ............. tba J'tDt to 
UJlN" t11e ..,... .....,. deeorlbet s.a 111/ I , " amt t.a t11m next _.._. 
'Wob l• to tb8 .......-.· 8ucb an alt..UO. OHl4 ntnct a.rd att.aUon 
but ooa14 1ae aplallll'l aa clll8 to tb8 lllaelon ~before t.be..., Mcddon. 

It '" ._.. vltb tb1a JllOP*l vld.cb baa --~ vltb Im amt 
Lopl • we wlll ap1ala '' to Mr. Tun aQll .-k bla ..... lmlt. 

001 



May l, 1970 

Ao G. Chandavarkar 

The following information provided by Mrs o Wu Yang is in response 
to the second paragraph of your comment of April 30, 1970~ 

At the end of August 19561 a set of nMeasures to Encottrage the 
Processing of Imported Raw Me.terillls tor Export n was introduced to pi .. omote 
industrial exports. Thia was discussed during Article XIV consultations 
in the late :fifties and early sixties. At that time, it ~'i!nt without Fund 
approval for two reasons: (1) Prior to December 27, 19601 changes in the 
exchange system of China were under speeial proeedure (Board Decision 
No .. 329 .. 1 on June 185 191t8), no Board approval was needed if' the Managing 
Director deemed so; (2) P.rior to September 30., 1963., China had an extensive 
multi);>le rate system, but presumably the "l!k,Port ... Import Link System" which 
added one more rate to an already C~'1f.tPlicated rate structure, was not 
regarded aa of material consequence. In the years immediately :following 
the adoption of a unitary rate system in September 1963, transactions under 
the registered exchange system were negligible. H'Owever, they assumed larger 
dimensions in 1968 when exports of processed goods had grown to a substantial 
amount together with the increase in the number of raw materials entitled to 
such special trest.vnent, and in the percentage of export earnings allo~"ed to 
be registered. 

AGC:fj 
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Office Memorandum 

TO Mr. Palmer DATE: April 22, 1970 

·-FROM 

SUBJECT : Consultation Report 

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 Corilmission 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 l,Oll 34 
Intermediate goods 71 315 95 ll2 89 28 
Capital. goods 21 194 143 91 96 35 
Over-alJ. 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 
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1·1r. Woodle"J 

lto.."1.n Rose 

China: Part I Consultation Reoon 
·' 

ln the light ot our disCWlslon thic morn~ I suggest tho .t'ollowing 
additions to the :i;rnsent draft report. 

(1) Page 17: sel!ond paragraph add sent.once at end: 

"..... (with Spain). Age.inst thi:; background and in the light of t.'le 
highly satisfactory econo-mc pe:rf'ormc.nce of the Chineso econaiey', the 
&ta.ft team at the requeat o'f: the Chinese authorities placed greater 
enr,&lhu1a thia year on discusoion of the restrictive systec." 

(2) Page.18: delete last 6 limo end substitute appendix A. 

(3) Pr:ige 2): dulete lines 10 to 13 3nd substitute: . __ ,___;..:-
~~,.....,.-~ 1 

". • • • • • • • • changed circuru2tances or the EX'terr.al sector. In the light 
or the highly aatisfactorJ performance of the econQJ:lY as a w•1ole o.nd 
the export secto:r in particular, i·G-...... q.n:>t b~ ::Mii.lto.ir.c: ;11tho.t the systems 
have unduly handicapped developnent but t.~e sta:r:f' believes that econanic 
por:formance would bon~ i'rem liberalization ot the restrictive system. 
Moat importantly ·this J. volve~ a cilemn.ntlemont of fr.1:x>rt co~ trol a in 
favor of relienoe on tho tc.ritt c.s n proteC"~i o i11st1··ttll'...:.;rltv i l ~t ff: 
therefore welCO?llelS the indications given by t he C.incc ~utlo~~ti· ~ er 
tru;lr willineness to keep exchanse and trade polit!l~o w11::01~ , ..:vic..1;i ·.;-;.:~ 
the aim ot 11beralizins Q:isting restrictione . The ~c ·cnt conn:!.a.ci~c.tio. 
of a ca:u,sn"chenoivo ratioi:.alizat1on of the t e:dff on ttc b ··silfJ o..: :I.'! cti o 
to.rttt rates seisms a courageoua initiative which mi~ht give :r:i.:0 t:::i ..... ti .. 
niat icial precedent to other industrializing count_ icsQ .€ ~ ca~"lY t:.:.c ,i.,fil"O 

of l1be:ral.1zat1on, the staff' believes 'that 'be te~uii .at:1 of' t . .t:.. ir.fpoo~·t; •••• v • 
00 
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The follmd.ng observation& ill:li.;bt be or in.tere::;t to you. in t.lie context 

of £,:ti.'>. Polek• s recent circular to the a.re& depmotments ooncerning diff'icul.tie~ 
encountere-d tiy deVc1a.lopins co\Ultrisrzi in mm-iteting t11eir 11r~ P1'Qducts in 
industrialized oountrieso 

," } 

· J:n the iOO£e of China11 the probleno relate to the hiGl1 rate of import 
duty (6o per cent ad ~) ~@ti lq J~ on ~ts Q'f ~ fran t~1 
R~,publie of China as well as to the facn; that the ~tetion 1$ not dom~ thr'ough 
~titiw market eho.AMls, but is organized tbrou;~ll a ·~p of' importers (Toa 
Je1~an ~ lt11p0:.rters ·' Coo:perat1ve). Bar..WVJ.a frm the R;yu.~ iTOUI> of 1~&¥\s 
(Japanese territory at present 'Ullder u~s .. Goverment control) aro, nowever 11 

ad.>ni tted. f'1:ee of duty. A major reescm tor th1!1 high duty on ~ ia ~he 
protection of' the zm>.rket ffJ'I.' ~stie apple~ em OZ'~0th 'Pvt or the PJ:'OQeedS 
of' the ~t du~r cm ~ are el~ked tor dmteloIJT~t of &;!lPle and orcmge 
cul.ti vation. 

Ja-pan is ·at pre~ent t.'lie only e~t market for Chinese b~s am. 
tbercf'ore enjoys 1a monci;s .>ilietie :position vitJ .. a-vis China while aloo being iii 
o. position. to import b~ .trcm other som.,oos such as r..&tin Aii'eriea.. The 
Chinese autborit1ee1 f~...l that a 1~1n$ of th~ tariff as well as ~titiw 
iwloor~tion ~ help to increase their off'takeo The export of (.."tdnese banane.s 
is, hr.Never, also done t~h an orsr.nized trroup. lt 16 d1f:f:1cult to J~ 
tile potential.1t1es of the Japanese ma.rli'..et fer furtlicr absorption ot Ch.irl!Ose 
'bananas~· a pertinent consideration in the context ot the Umi te4 po:Jsibili ties 
of e.bsOJ>biDsi ex.portable supplies 11floan alread,y planned produeti ve co.pac1.t;y ti,'t 
r~uneratiw prices," which. ap:pev0 to oo a w:n-J.d .. wfde problem (World ~-rade in 
Bs.nmms ... Ian ~tffl "" D'bl/70/ll, p .. l6)e 

Tb.e other problctras u1.ention...~ ey ·t't>.ie Chinsae aut~it.:les r~d~J im;port 
rest%'1etions rolate to (i) tl1e ~rt duties iml»sed by t~ Eurcpeen ~n 
Marl-:et on ecmled mushrooms (23 'JJ6"C cent), COJ'Jlled p1mai>1'iles (23 per cent) 5 arA 
ce..n.ned asparagus (25.2 per cent); (HJ tho :i.ntx>rt qw.>tas on the caJ...ne productl'll 
imposed by Deore.rk, Sweden am tJte. UuS. (ce.m:le{l mush.~)o 
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\C{ '=''1 -~t . 'ICN ~/\) /lq70 Co......,~ lt.q.~~ 'c.....: '-<.)a...._ L..U\~ 
·~-- ) 

}L~~~:.;3~:~ ~L..-:,~;J - ~' 'C--
\ 

::-;i ~nttt~.s .el l~~r1srtl~ s.~1Qr~i(~·n of ':l't;1d ~ t~it::.1l ~::c.~~tfo~ 

;"',. ;? . \ 1 .. 'j 

:· .··· • • 
! . .'l 

. In t·~sponr.«l) t.o :.i '!uos~iQn by ~o st.11.~f · t:c~m the C:bi\lOGo rcp·t\~111e1nuti.vca · ,; ,, 

i:;t~tor.l that t~·1e incN4l.tJO ic. l9G? in "oth~l· Gf.l.l'.vicou0 in th'9 bnl11111.;cc of pay--: 
(';.~~ 

~~nt.lll ·r.(t t.rnlt~d · f'rcm l.ars€l~ · Q~xninf;.G by Chipei;e era.vs of fot''1if,T\ shiprins 

CM})nr.icG &l."1.ci by ~~itti~~c.;:s for t11~ r:1aintcmnnc~ o! locttl oflicaa by :fo'C'ciz.n ; 
I 

co::irGn:l,u:i 1 r>r.:i.r.ior.iinMtly J'~r>an\j;r.o co;.'.lpm·.icB. 'l1i.<a inct'C.9..Un in the 101lr,tCOtm 

C'-'~~tul in .. n"""'rl ot tho J'lriyDt.t1 i:h"in-;:.on"'tnry '""ct:or do·d.voJ fror~.i brr.er i~p('lrtii 

u.a,!cr 101;,c-t~t":;l au.,pliar cr~ca t • 'n\u "currency ru'\d bnr1k dcpoQit:;a•• :l.n. tho . 

.. hal"t-t'2l'l'l1 c:.apitd .;)cco,~1t r~'~a.tad to i7i0\'\lr.:-e1tta in !orcit,n hnlm\cas l1'1:ld by 

p::ivatl) conc~rnu. i'rodo:d.nantly tra.'tcport .a.r.d i.l·uiurtal® coti:p4'1"ii.os. mdnt(iir.ecl 

1Jbro.r.1l ict" the fin•mcir.s o! th~h· ·ot"4t"ationu. 41'1f~ import "prQpny.J\ent;lj" in 
I ~ 

' 

· . ti.Hl l>l~ort-t.Qm c-1lri t:.tl tu~cci;nt r~sultootl p.a'l:'tially .fi;.f t>ctual prepayr.10nt:a for 

· irnporu. but. proc!o11~iu~ntly tlS. "' ~alancinc f.acto1· \J.gt.-..1ogn. tbo ai.ct.·uat flO'J of 

· - import~ (en arrival :t cU.Gtc:r~ tui:;iG) \.i.U.i t."to finuncin~ !l\1\le Al tho\11'h the 
i 

bulk Qf irt-.!>ci:t.c woril fincn~J (')n a &ir,ht lett~'C of ~rcdi t hAd~. tho 
. . ~ 

~clvcmc~rJ~tJOuit roczui.rod s.r.ainBt iv:tY;<.>i·tt: vor\) :racorclod as an i?ilport 1'1·0- . . . 

{'~nt ir. tho. tH\lOl..'Ul:Q Of. ptt}"~ntu "d.-iltt!le. 
., '.·fl ·me cle.<:linQJn t."'.e ~rcrn.ym,mt 

item in 1969 w~a r~lClt~d to th'11 r~ducd,.:.'\ ir• Au.su~t 19(1') in ti'IQ s1h~1mc~ 

.i . 
l ., 

.•. 

d~r~uit ~a~ut~~~".Qnt. ~
I 

. 
. 

foll~T.QUtCff.d ~ 

./ 

.~&ii ~~1gGt'<1s e~t>l"rnlll rlc.tbt0 it \11»~ e:i.tp1..aii1o<l th:.t pdvt-tt0 
,. ~ ..., I 

lo~ns woro 11c.coulltncl or. tha busi~ tht\t 1:)0.llt for.:ii{~tl · c::or.mlrcit\l lQr,l!\lrli 

4Gri'l.U ~-t\ ~U¥.t"atltC~9 by UO?;:ie$ ti<! bt1t1.kiJ ll.rid t'hot'C fOt.'i) the :;,u~rtmtelP" ' \)y tl112 

b.!tl".ltll eoald be t"..:=r;Gr,fod ~~ · nn ·a,U:quate 1:1,~ds for asneDoine i"!lO<~ium• : u~id lone;-
. . . ,/~~~?? . . . . ' 

te"c.t cocmarci.al d~!:Jt liabilities; · it w.r:i~ 'tocl;cr,¢d that :i:-t lee.;t 9-0 pc.'r 1::cnt; · 
~ • .. 

C'Ji thi~' . CQ\':'.C':.~l"dal credit \li'~D b1.n1!~ gu.arl.\1\tQ~.<l. Tha ffi".'10lA"ot Hated: ~~ · · 

aho~t-ttin, .fm~~lic;- cri.h!i"t :h-i ~act ·t'Gla.tcd only to nomal. . u8o.r&Ciil cro~lit os; 
• J 

' ' .1 ' 

·' 

... 

. \ 
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1;~': ::.;r.· ~; 

•I •,,. 

T.!{)~tn~·~l~Hl "41.a & $tvclt of no1r:u'"l Nvolv!i·tg 'tr~et.' !it1Mc:inn;. 
\ ...... ·. 

'L"'IQ ~ebt '1.-Cpay-

I~~ 
Tho tJ t.u.f f ta.?ra obi;~a"\'~'1 th~t in t!le f <Acc of thfl so'C,1o1vhttt f"ta.gt."lOntnfl 

·n.'ltur'1 of oxtu.rr.~1 ,zcl't ~r.<:ountinr,, it wall ho1,~d that t!10 ~fl1:',G du.ta ' would bg 

,. 

' 
! 

f;OV•:i:.!."ni;tJ.nt '-le~t sivcn to the Ctaff tP.lif;;1 \./OlS ¢1~ .?\ ,\i.Gburaed. tJill>t bllitti.r.>t CIG ; . 

. ,,~ ,. 
. ' 

. ' 

I, ' 
. ' 

.arici• h'1cr.u.~ll tu<! bor1:owl.n3 .:st.:~i; wuro li:.iked to. the: Euro oolbr. r~tn~ , they 
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~~ r . ! : ~i , ... ~ ··. , 
but 'tlh'l t:ot~l out~t&nding of such i.lor;. .. owins had nc,t N4'ched ai,r,nif1cant 

, . 

ln·oportio1t57.. . The Ccntr.*'l E.a:::·.k did not ()ncout'.o.g.e tho~~ LU711.ni,e:ment9 but 
. . •' ' 

uqu.,lly w,11 11 whils;t 'it -:-cniiAin~d of m&1wtr.,ea.bl'2 proportio\i.ti 11 ''-id not <lh-

1"-.ii{Jn 'foll•\1:' 'i:\nrkct h.'ld, .::.~ .:i•ot., not had Y.liUCh biri~ct ii~ China; tho r.\lntrnl 
' 

Tha cuttJt•.mc.~in~ tcount of tlrn fo-rcizn currency cagh 

\~ndox- this borr~inz wcare catiro.;.tod at bct.->1~en $7-?. r.tillicm" in _197(1. 

M:. i.·ui~n~es the new f'o'tll>ien trade policy a.pplied· in 1969, it v;ia atAtod 
.: ' ' ) 

that th~ main clcF.10nt.tJ ()f tM.8 WQl"O (l) libe.r~liz:ation of b~port contr.oln: 

(2) p:rom(ldon ot ~~pot<ts; (3} in.ternation.al cooporAtio'n; (4) . coord!nRdon 

·· .~ r ... _.· .. 

• I,, . .,.. ,,,. • • 

· of pro(luct!c>i\ and 'CJ~t'kot.ing; (5) fl\.!ality <:c•r.trol; (~) hi('.h quiality roa.rkQtinr.; 

. . . ~ 

. ' , 
but· the! c~t.(;lnaion of thi~ to ihu \ihole Wt")rld wa.oS ~er cor~ideradon; suclL 

il'ISur,mc~ 'W~G i:lan11nud b7 thQ Centrnl Tru:; t. 

Ii~ t".:r,tL-rds tho balance. of pay::Nnt:a pttojccdona for 19.70 :\n<f 1'971, it 
•' • I ' 

'lilM &;t:ltC<~ that theaa wore b~eod. on · (1) tl'.H1 'C'our-Yo.iir Rcor.oreic Plat\ adjustq.d 
I • 

!c.•r rcc.;nit bal11nca of I>:"1l'r.1onto '!~v~lop~.ntGj' (2) t1rojoct.icm~ of ir.c>:ottr.ci:ea of 

"').-porta of 17.5 pcir c;ont in l~io ~~nd l.S.4 p'31: t.12nt in 1S7l, and of it'lport; 
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Supplement 
. _ to . 

Background Material for 1969 Article. XIVqConsultation 

(Page 55 - Table .25) 

(1) Guaranteed Loans Outstanding: ~ ~ 
\~ 

Date Outstanding Amount 

Dec . 31, 196? US$89, .642 , QOO 

Dec. 51, 1968 US$147,756,GOO . 

Dec . 31 , 196~ US$~4, 149, 000 

(2) Repayment Schedule of Gua!anteed Loans fqr 1970-74 

Date Relli!:,VJnent Amount 

1970 us.i4?49 , 544, ooo , 
1971 US$45,611,000 . ... . 
1972 US$45, 816, 000 

1975 · US$42, E04~000 

1974 l)S$56, 333 J 000 

(5) Short-term and·Hediti:m J&~Hr Commercial Credit Including . 
, Suppliers Credit Outstanding_. 

Date 

Dec·. 51, 1967 

. Dec . · 31, 1968 

. Dec • 51,, 1969 

. . 

Outstanding Amount 

US$42,907,00~ 

US$78 , 340, 000 

US.$125 , 774,000 

~ 
')...\) q ~ 
1 .. 1 

. 
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M:rs. La.chman Ma.1~cl.1 31, 1970 

A. G. Chandavarkar {~ 
China - 1969 Article XIV Consultation ·- Gold Produ.c·tion and Registered 

f.9.~;fi~-~ha~'!k~e -··-·-----.. ···---·-·------··-··-----~--~----'"·-~·- ~-·"'~--~-----··----.·--------~-. 

I attach ( i} copies of e_11swe!"S to the questions ~-;reed du:dng our pre-· 
Ch:i.na. mission meeting on geld i,roduc·hion in China. together with o·che:r 
relevant mission material on this subject; {ii) .mission, .ttiaterin.l relative 
to the Chinese 11regiatered foreign exchange scheme (see· pages 12 and 15 of 
SM/6<)/23). 

l'hen you have revie;red this material perhaps you will call a. meeting to 
decide what action is appropriate on these matters. 

cc: ~. St.urc 
Mr • R. Hiller 
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/)::~o ·:r,, S" Su~1 
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<'>:.:;n t':':.1:1 iJdr•l-;. of (.hhia. 
.. .. 

1969 A1~tic.J.<:i 'X.XV Consul t~tlou. 
·~~--~~-------------

! w-."iuld Hka to give t.hr~ fo11o'h'ing e:<trr:1ct fl:'m\'I tho i'innl Gt4te:
~mt 'I. i::-.t,.md to nir<l::e t:o!rlorrow in or<lcr t1.1 put the l'oview i.nto 
\-!("'.(''. •)~ct'·t Vfl • i·· ~ v ~~ • ~ .. ,... . •. 

A:tl re::.ar(h.1 thl!.l rc1;tdct:i.vo. sy:.:Jtomw 'tvta 'ht!lv~ nlro8'(1y givr.w:. you 
.ouZ' gc~1ar~:il imn'.tys1.s iri. n n·::vi.C;w i·c$pO";tcli:ng to your r'"'qu.-:is t f.~n; 
thb pnrt:lcular focus to this yaC:1r ~ s corw.ultud.on,.. 'iv'~ DJ:i:! 

?'l.n:dm..t3 thnt t.hi.s '!:::ovic.w .cho1.tlci not he rend ar:: bo:'.nr.; overly 
critical of yen.re e:xt.ern.:-J.l ;\lite.tor policic.~., J"ror.'.i what 1. h;;,,v.a 
al'.i:~ad.y tJaid you wil:t 'be .(),:.;,1rC1 of how 5.1n11r.esti>cJ we 2:11.·1~ with 

.~1Yeti:tr pct:fonnv.r;.c.eo Ou.r r~vietit vr~~ in t"!~sporis~ to )"t:">tri: 1'"~q:tie.\.~ 

'"' 

l.a:r re,'1t1:rn t and h.r1r.s lie.an. drnfted nnly to d:tre.ct t'ltti::mtion to 
.r.rrr:!.r~a \('"I1ich. ,~·o t11irll~ c~;.l}" ttst~f~.i11y De rc-ext:.1~ii11cd; iri ~crtY~ 'c.::i:~en 
we nr.-f-n:t«'t.irr~ t~\at t~1is 1.ff, stlrandy bcin.g ckmci,, lktt 'cmph:.it:lcnlly 
~ " 'J,..,. • .. 1 .. • 'i: • •fl ff' c ... Q l.t 1(; t;i::rmt: to vC. a pOB:i.ll.i~.-(l. COrtfi:l"li.H.\tJ.~'il. to po.:.l.C)' .... onrr.U1.atl.Ol1 

~~••th4?r thnn. a cd.ticism of it., · 

,. 
·, 

·. -, 

,' : 

. ., .. 

u 
.•:• "·· &, 0 .(! Q 0·,'°: $ 

' i 

A. GO! C1umc!avarki::ir 
I!~fl1 St c:.f f Tt11 l-\ID." 
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' 
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. ·;:·n:rrtiru;~l~TIO!:li\L 1'10~~ETlilrf:/Fln:rD . 

!<.kmt:!.f:i.cation of a:reus whe~e the p~e:~ent restrictive tr~astn:es could Tn.~ 

grad~lly lib<ll.ralbe:d in tha best intcrcntt> of tlle economy without; :.osing 

· rernnin in the f ttt\'lra., By. whn.t ways and moans? 

rate of growth with in.crsasing cmploymer:~t in circumstances of do;!ustic p:d.c.o: 

Tho growth $.r; to he 

•; . 
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l.$ cm.tfr)rsen;'-':nt or: policies for $Clf-r;u.:znttf.~ctur3 of pm~ts 

., 
' ' 

. ,l 
j 

;r'flt'!:.;:-,i;,~; .. ,,. ,,_.-~I 

1·.~1sour·cc '111oc..i-ition bc:tvmcn soctors ·;iv..(1 thtl rolnth>"C 1:i-em~:fi ts of e:;q:.c)ii:'.t-

.. , ) t .q. 

. i 

. . 
~>ui: 

.. ' . 
. primn:r.ily t!.:.wsc t:c"1po~'ls arc c:onceivcd i~1 tcr.;;1s of! their cffocte on 

investment rrlthe.1• th<in on. tr.c.dc.,) 

:r:J.intoric.ally:; · t:ho · tari:f:f h.nr'.l soc111inzl>v been seen as n t"C"ilC'truo $.nstt"tnn.::::1;..t .. 

/ 
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~"'l'z:rif:r: X'rotc~~tic.n tlndi.~r tl:io !·":1·,';';r;bnt TJ.Jd:t'f St::..'i.:ct:ure o1! Chi.nc.0
) .. :'::./ 

C(r!1t. clut;/ i~t1'TC11 .. 'lrg.c) v t.l"H! ri.iC·~{~11ttlat~d 11or.ni11al ta-riff rint~o tlh1r:t~'.JQ1~/C~~ ~ire· 
I 

•! 

. r 
oi:r:i.ilctive. tm.:iff 't'otco (i .;e,. the· !'tZ::i'cl .L1.t;l01..mt of protection •::mjoy~d by .\'.\ 

..... 
!'e nc11 l c·;r •l! 1:3 

'·\I "'{''~ ·"·,~, .... :". 'II: ~~-:. ·..... • .... ~~1=-·f~::;;:--;:-":. ,I, .... ' ~\· .. i 'f ... ,, ... ;:.~··-:-;;::;:-,_ .. ~ ....... t ·.. ~-,.·~-•• ...1.'ll.., fa.t.my$1 1.1 A ••• c~ .. » 1: .• t.u.10 .. :r.<~ .. , n ; .. <ktprutb~.:i; ... ,J."\..,, l:ii:d1}.;_r .• ~,1,\: c;.t tr:>r.\ 
" :::-" .. , ~..,-: • , t,.._ .' ,, ..... ~ r- . ~ l~ ;"J. "'""" ~ .,., ., .... t """' . .,. "" ,, •""A """- .... ~ '..: "!' "t l" i:..c~ .. 1ct ... r.., 0•.1.:icc .... 1.0 ... s .. o c ... r.• .. 1:; .... d.»!-·P.i. .... on~ro.lrt .... o ... ,n ... ~.iay <.•c noi: ;:cr.;1:D.:t:e 
·~<) be ;:ee:1t:~1tcc1 ii\ tJ.1.:Lt> !'I:rpcro 1~·tin st.·:;ll~l 12.lco rn..n!;:{~~u spot-~ifi(! t'(-!t"'!Ol'~~r;-:.~nc.s~ 
•·1ticnG .3:';] to gttid~~lirtcs f:t1t• a ta:~,5..~£ rrr~f.o:crr:~ 011 vihi<~h it in th')tt .;~p·p~~op-r:-~€ .. (:i.tc 
to c~~l!~71~;;.~tt. !i!!!"C. Btlt it is to l;e 1.~otc~d t1i~~\t tlt~ conclt~::;ion or ·tl1n :~nt:t~d~; i~ 
the th:~··~~is~.~bi .. l.it:l of dispr.Jt1u:liiJ~ tiith. d:lrcct. (.~o.-r;tl~tJls 1 .. n fa~.tor of t:·~·lYp:r'c·-p·r.:i:.s~t<l 
t$.;,;iff pr.<itcctton; tb.:i .. ~1 :l!; es!~r~11tin11.::t th(:! C?~gc~ prt:Gc:ntct:~ lJy tl~<~ T·*tir1.~:~ r;._:;~\~r~;\t 

Z/ J!'r•,,tf~cti.crt its<llf t..il)CS 11ot, <)J: co1J.r!:;\O:> p~~r ac indlICG yYr<.1tb~~cti,J'tl gl:'tt.,.rtn., 
•"·'··'t":.-.111~'-·: ~r:-,,~!'1 ~.l.'-lv~1i:t4.··.1-. ..... ~ ... ~·_..:'~ .t.J".u '\:"1"""4 •t e ("l~'l""t Um _ _,\~ ·.·-~·;··;-::, .. : ,~.. . .1 t;-i,..., ~ ~.:! ' ~ • .__ , • ._....,.,. - ... ,1 ""-"'·' .r .,,, . .,. ~o. •'o o::>~•• l.i.D.(.,tl. .1.rl.1..c.;C.1.C!.:;i ll.?\<i. 1 .. t,Oi.10 •. 1.<..C 
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Such s 

clearly necessary in Chinn na 
I 

·, 

' . . ' 

· Itr.i pd.mary cd'.fact. i~ to ilicrei1sia the t:oat of import!~ by the .ninocnt · 

not freely ava.ila.ble to. the irr..po-rt sector, thmce. may b~ e:1 r(lol.·'3 direct 

cnc:.a of Chio.a,. there has. been son~ feeling that tha requirn:.L)ent is justified 
! 

'' 

' ' ' 

rn·opffr function of t:}1G h&nks who :h1.cur th.i"t crodi t id.sks of thai 'i cuf~ tetm':~:i"s o 

. ' .. 

ten ~1:p<:'t':'.'!siorL in Hquid:lty h1 :-Jm ab~wnc.e of couut(~r-nvru.l:i.ng rnlilt:H'Hll'.'GG, an 

i· 

be i'lDtlc 11 

') 

' 
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i 
t'.<..,n f:~"o1~~ O"tJ.2. :~~ 

l::-i;:;o·1~b:~ r.tuot be. to .:::tt:k ~;:hy tlv.~y aro bai:nn D-;?plicd. ·---

ci:ouC'.1r..ry and n atrc:.i.gt~tcning of· the natior1nl 
.,;-.~ 

ci::;;nt-cols has Wef.lkcm::ido Ncv~':r.t1:1c.lac.iy there 

rr::oductio:n .. 

so n:.lly. be 

it 

cu;c:::ency this pui:pot:Jc for th~ 

h.li.B bean a policy o:cfo.:.1t~H:.L?n 
' 

... : 
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it::;c:lf hy cor.itr!1ls b<lt should r.athor b:e,. a. ft1nct.ion of (i~m.::rr.d. m.::tntlf~e.~:nt it1 

I 

Cl(JJ.~r 

I 
. . ' ~ ' . ' " ""' ;, ., ~ .. . 'b ; 

:.::c:<J.~;011 t1hy "1pp;.:,')pl':Lat:o <lo:?i('!l>'!:,:t.c po.1.1c:u::~ will not ensure! tho. tfo.1a1"Cci balr~.nco 

i 
in. :foe 

'i • I 

:;·~ f 
.... Q : 

I 

'l"he .z:sscnti.nl ·c7:ite-ri.on for: dcterrnininr.; th~ luvel of this 

l/ 
e;:nsnts r l''irstly~ direi!t controls beot:O',.r r.m tho '.rcdpi.cnt of an :l.:mp~rt 

'• . ' . . . .- . ' ' ' ':: 

1 Hccmt.e f~:lr t"estrictcd. it1':x:m ;;; privilege wi t11 n1or1.atary worth., Scrii:xc..: irr.port 
I . . 
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1::1pplieation o!! direct import. contrcils in Ch5.ua involve$ t.M.s we~k11e~s" 
' '' 

I 
I 

t\fl:'d.la it does not appe~r t.o ba . .o prime objt:tctive of c!rrvelop~.i<mt str~:ttegy 

. ' 

strongly geared to a concept of the <laditability of salf;,.~1uf:fi<tfoncy.., 

- . ' 

• .. . . . v • . .. ·,, " "' • ,, ·. 
thnt '-t :i.s rt~co,r.;n:i.~eo thnt thu product:i.on l.S not. l?.lf .f.l.c:i..ent 

: 
fof invnfitmcmt which is ·o,iH bo:i:o~ dovolopea.·will ~.a'J..ly bo f:Qsted whon Chhrn 

·I . 

jH'.lC:O-J:•C:G a f:'ull cr:iplOyrJh"ltlt eCOt10C1)""( 
! ' 

this 
' ' ' 

th;J. t Chir.a may the~1 fhid itse'lf \ms ting r.rJs:ou~~c.::::c on 

"' 1,. 

,·,,, 
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.. •. . ' - .. ~ ~ . ·wr1 t:r..n.g-o:r:l!: tinccoi1<:m1 .. c :r.nduetl:"J .. 

.... .... ;ff!f" " ('I. •. ~ ~ t '° 4 4 i' ... '1 /'. .1.0 \.1euy ru:L e:c· ~c1en ... :i.ncu~ .r:y noc~SS<:.\1.7 :i..mpo:r~ 1.npti.;~-; <.111.ll r•:If.1,U.>:.&CC 
I 

r 

it.,11 · :.-~cC•3pt:m~o of mor.c co£tly n:nd/or. .less zat:isf's.ctocy domestic countc'l:-i_rnrt 
i 

!n t1le expo,:t n:u~rkc:.t cuch an 

a l'l'eot•.H-:,ti\•\~ 1nstrumet\t. (r.s.ther tha.n. for balo.nc•:s of pa.Jtr;.<!.nta r~:?..sons) i~ 

inf.<:?:clo~~ to tht'). tariff ins truIT'.ent . .and the in tares ts of CM.na .woul{l seem to he 

'/ 
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I 

sor1a:-l ViC~.nki:ieSsr 

. 
l.S left to' qu~sticn in t!:icse criteria is 

In. effect: it cor:ipotm.cs 

juS1dfic.ntion. fo:r a cont:rol o\n::;r this cont:rol mny .:l'lJl()\.Ult 

. . 

pr.ohihi'i:i<..W• if thera fo ~'ldequ<1.te (Jom~~tic ~UP!lly .or if ·~he goods ai:c :i:h1al 

, , I 

(u:~,~ • ., <'; .... ,.,h .. ""· .<1."' •• ;.l.., t" 
. .. ~~ ....... ~..-.. ,t. ... ..r.l.fJ..V ..,._Q W4 .... _ 
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(!t ia 'l.mderstooc.l that therai ar~: 
.. "' " . ,. anywtiy llt1m1..m:.stri?lt:i.v~ 

' 
• . • • I 

il.t. attempting a comprehon:s;i -.;e ~cview cf the ccntrollc.G :trr.1,ort: 
! . 

list but ai.; the conceptual approar.h t'6. $':tt.Ci5L a l'.'eview. would ba sir.::!.1<!.r to 

thii.t. of a tal·iff re.form it would ~~em br.~tter not to di~turb. tlia c::O.atipg 

buVmccs in the ecm;.omy by control and t:ariff · re·forxns. both in a sho:i:t hi.t1:::rv.'.'.l.:t 

chanr;ae il-1. existing direct control~ll lt would be better to awi:d.t: dis-;r.1ant:1eri~::n.t. 

of those controb in the conte-:~t of· the tariff ref oi-m.) 

j'm~tifio<l to the e:!\'.tent th~t they nra ireposed only for e:tchnnge .ncc.cunting 

T.o.c l7equirements of export control in Chin.:.· scer:1.h1gly 

.::n:~ in.tended largely to St:!l."VC! t:hCSG.l: l"rU'l:po11>es and call fin.· '!\() r•a:::'ticulilt' 

. CO!'i:l~tC11 t: o 

t ' .. t ·• ,,. · · t • · ' 1 ~n ·t""""""•··""···'• .... ·r'.· th·"' · ~~.!"to~,..~~·-·, 01~ .. ~ ·.,v::: mea::rnrcs· o:.: ~ixpor ilSSl.G ... ance mus oa JV.ugec _ -... ..... ,. ...,. • ............. "' . ~ '·-

!'·or trs.d:t tiona.l e::cportr.~ tmd for· 

. !1 
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~'1~;Jl colipara.ti '\rfJ at:jveu:1"taJ:,2::; ~ fin'-4nci,n1, srt~liz 
. : "• •'<• .·:~. 

Sm!h 

: 
the· co::i.c~'.l.ssion n)'J;f.d.m~ t j.ncomo t:t:x (oxer.nption fan: 2 per cent oi! t:.r:~f!OJ:';t 

undera tood this · P•·n:tic:uln.r concen.oion in being 

:.' 

'J.'.'O<:).~tc1:·~c ford.gn u:1,;chm1i:~e sei.v:~~. v:tth th~ ccinc!u.sion th.r:tt it 
,_....._:..~---~~· "' .. -·-;--~ . 

. 
l.$ not 

. ; . 

:J'flpropi-ln.t\Sl. r.-:ear.mre for G:q-.1ort p;.:-or;~ot'.Lon ~nd will t.herofore be a1:bdnnt.cd in 

.. , 
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While 0:1t-c11~g0 fo cor:.trolil.i~d through 
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t.::!1t\1 .. a.ct~zi.r.tit.!~ts of trni1a rJ.r.lnflgGr .. ~.e:nt: for bttl.t:-;n.ce of prn.Y,1;,:t.:nt~'; ~eB.S<"1ris e» 
i 

that the objectives 

ta.riZf 

fu~th.er n1ov'i:.mnnt of i terns to the controlled l:i.:;t; to t.-,~:ro).d eff\'iCth·e 

:lm:port: prr..\hib:t ticn of control led i t;zrms; ~m.~ t:o z1.l'zp1::md the ·exti~md.cr;'l o:f: 
. . . . \ 

. • · • · · • . The i~mport Yf',[!.l.:t;i~. G12P?J~,.i.t ""E?OJJiJ~eroen'tis should. pe revolmdG 
,..t'"' .,..'!"l,...'f-:,.,.,,,tlC>n t'Jlf. "'<a,t•·-•in·r-'1"··\:::~.:·1"1""<,.l.t;,,,..\C, ,_.,J,../,, t7qu-.1,1Lilf't•«• "'>"r),,..•"~.,.. , •• ,'<'·"" , •. "''' , ._,ii;w t0~1):~"l'•-~1;,. ... "'' .,,.> A- i. ...... ,,~.._ .... --. • .,.i....J' M""·< ... .o;,.vc,;r.o ,.,,,.,.. ,....,,._ 't.~ .... l:-...1.J."" ............. -z; - .. /.<,,;;• 

' ' . . . . 

:n.:::;i;ister.:ed for.C<i~1,11 a::.:c:hnnrr,e schema s'11ould bo cHr~d'..mJ.tcd .as cnrly ;:r::.; 
·. '1>.ev\:i,;:, 

possihll'.1 and. ~"in mcri.minat.i.on of t:3.."";: c.onc.oo::d.ons fo'.l'.'_ t~xr:iort ·~~ ;ma 
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MINISTRY OF FINANCE 
REPUBLIC OF CHINA 

office of the .Minister 

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

Dear Mr. Southard: 

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. SO()n. as possible, so that we may 
have sufficient time to make the necessary preparations. 

A copy of this letter being sent to Mr. Beue 
Tann, Executive Director for China, for his· information. 

SY:aw 

Sincerely yours, 

}~ 
K. T. Li 

Minister of Finance 

jl 
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... Cllladna:rlrar , .... ,, u, 1910 

'··· ... 
*'· hlll'• •••csrnt• of f!1!1!!!7 6 

I ne4 IUJd..ter I.I. Li' I ~ to oar ~ ot t.be c:b:1a 
:naWt.ftlw !Wdw u a Mt .. Ml. bit pol. n la oi.... tlliat be ._ia 
...udlll.,... u.u _..ut.tn &crl'08• a OC1118'1ltatta tai.a '4lld1e Id.• 
tnnovon .. M Net u ~\tlls u t.o ao14 a ..., fa'tQl••• •Dt in tariff poll.,, lt ... ,...U. (itim 2) - Slrfol• JI 1tt 1a '•lll't a11ood10ll tor wbiela 
I ._,, tb1U w an •Ill"-'· M -. 1....i pall• 1...i time an w 
flllallolt a..,..• ta Id.a "&NU ot 8'1Mtr" *1ala Nqdft ... ntl.1111 1 mt. 

It. 18 o1ear tlln w an Pbl to .._. to lift Ida a ~ an tile 
.-rol•a 1 - Wa 1a \w IU"•t a 1..nl poliq ....,S.-.1. -4 a atat•ID't 
ot ta a t..i./~1" ea u _. na.e 1 .sniw. !laa9 1• • ....i.u. 
td Mter1a1 • Clda'• ac nnn1&1 ~ llftd I IMll. ..,_to .. tlae tec+nteal 
&JllN1l&l. --.. aat I WM w •w a -.s _,...,. •t1rna1fna ot tbt 
pol.SAW ...,.U ot U. 87-'- to pa\ ..... .,.._.. ot an.ft ...... 
DOV flm *lob W oml fttlDe a Wleftlll ,aper poait.loa Ml U'Omll4 *lob W 

CM 1M1l4 ta NJda wa 11aaw ,_. s.a-. attae'•• •••11• &. nere ta 
tile 41Mftlaa f4 ,.._._. w sf,.ft ta. at' ..... eutbOl'ltlel ,..,... wld.l.e ware 
tMn OJ' .... Ula aftel' CNZ' ,...,. ... .., ~ o1.-... - Ute 
natt. litlmt ~wan 80lal to bn9 to lme a fl 11wm wltlda *1ell to 
41.,... .. woi• at tile ....i""'t.oa t.lal.et tile ...... 4Nft Ml'ft• 
&tao to JINfiAI t11at tJ a • •""'- !1111 tlmil. ... a • nw ot ,.1 s.cw areu villa 
an Wit.lft or wlaidl I 4iaa't. Ud.nk ....U,. ome viWD a oaaaultat.loll ,...,S... 

(1) We oa•t talk netn.atlw ta U7 6lf'll vitltiollt telktas ......._. 
at.ea our Cid• aptfta no~...,. 'riwa oa tllle a.JS• of tbe !'Me, al, 
lt lt la na:u..u.e,...., tile Nftric\lw are~. Ill tM1 l'9QMt tM 
1-1_. of Jiii I It• ~· I Mw att .... e4 la t__.1.uin. (~radtx I --....). ,,_II" little •nfl• I .... - teeU.111 t.laat • ezcbtnge n.t. 
~ .. '- d1e '° auta1a ll...U.U-1 ia *1ob ... - lllota:l.4 ... Sa 
neene a ntH1111wtwt.tm tar -'itW ut; 8tNtelr-n..tt .. or t1D4 ~loa. 
Ill fte ~'tile 1- ldatolT ot Netriotlw l do .. - tbat lt 1• JINlllbl.e '° 
tetendM a n&U.Ue rate tf9 tM Ulm" aidea it .,- lie JOldlale to ONt 
-.. w.rt.ou llllOl't omouatoaa _. _. wW.111 t19 u.t at• 1lati tlaibiliV aun.s ......UU.~lOD of tbe tndli .,., • .._ to llie 1tea\ anl'N4 at "1 &Uaw1as 
t.lae ate to t.laat. 

(2) au. tbe --- 1a ** ....... mpcl ll~f.Cll ot"Cldlaa•• 
reatn.U.W•••ocw•lc "new aUooaUon• M4 uaUNDCa ot a "IGllllll fonlal 
tor ~ llWU&"-ilnolft tlle ~ oamltfl•t I • Dot ~ U.t w 
Jla'N la tM ,_. ..., N1ate4 tllMe 3.....-U to .., toma1 poe1Uon cm deftlop
_. ~ 1tHlt. I feel. tMt tM ....._.. of 1-..a -.1.cVWt 
~ hm ldP'1' ~ w Jlftltl'N ~la a u.on ~tatt. 
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APPBRDD A 

JbO -- Pa91t1cm GD Tade antte rm' CJllm ~loll )\U81C9 

Die Odr11e authCll'ltiee ~ ~ we alaould ~ pantoulu 

atteabim SD our OOD8Ultatlcm tJda ~ to ~ toUowUg upeota t:6 tile 

~1-~. 

1. fte ~ure Of tbe pnuat trade netrSetiw ........ Ulll lu 

ettect OD eGQllalDSC cleWlCC Dt • 

e. WIQ8 Ult _... r. the pa4ual .Uben11anioa o1 tba .,n.. vltbon 

J.ollias •!Pt fJll ti. tut tbU a 18191 ~ 8Ul'P1u8 t.a 1111e11 to 1 r to 

in tlle tutUN. 

l• BM 18'det1Gu t. tbe ~ ot tbe ...... ol tONSp ., ...... 
Wll are IRillld.ttiaB 10'I ~ a atatAMnt. ot tedm1aal. obalenatiam 

c:a ~act.ten~ a tbl polt07 le9al tbl oanaepta vldeh ue hp.Solt SD 

tbue t.. l'9Q.UiN W exudmt.loD Sa ti. liab' of ~ breed. ftOllll'.ICllc 

QbJeftlWS• 'a- obJeaU._. ue ~ Nlate4 W ~ atNtAt&Y: JOI& 

mdea'VOI' to encouraae an ~ n.te ot MODC11:lc: ~ la c~ ot 

clcWtio pat1ee atabS]UiJ' eat a uata1mbla belenc:e al~· Ba pcaltb 

ltaelt u to be derlwc'l fYOll • .....,. vhioh 1a • blend ot ~ eubRlt.ution 

ad -.paft~ pt,Ucie8. ID t.m JNl'l"1W'9 al tbe8lt poUo.t.. Jal efftlftl~ 

111'1 prQJact J011r rca.ip ..._,,.. 1Dtl.ow aa u MD•> baa 111111 enocwte 

••11abJAt ..... bet.-i .,... mal818!7 PQ.... JD tlda ~loa, 

tbl 8l.1.0C*t1oD rar ~ teDSa '° becCllle a ziee1dml .,_. pn191asm ma 
'Q.een .a f~ ltCI" •aDS'JM l*JWlta vhloh ue t'-1.wa c1ose'l.y' controlled. 

The alJ..Qcat.ion .of..,.... b8t-. ~ al ~ ta clftemiDld an aD 
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· u wl.J'ab o1 .......u ..,.. .... t• the 'fUioua an..-tee u4 tba awi1lutl.n7 

flll u. 1tw ,,._ c1a ans.c eourou ot 8UJJPl1't -'Ull ~ ue tlwrefCIN 

'Ule reault ot ma edndldavatiw deliendlat.10D ot Jll'iadt1ea v1thtD a g;twa 

..._ .. 11ahU1.,., tmlu&IJll t-. .Uiag l."laa ,_... ~ to 1llCNI' 

fClll81sra ~. aa taa ~ asa., ;perfOJla8W u not u. fttSUl~ ~ o1102 

.-J. 0Cllplt1tl....... - 1:lterilatlcmal iarkfttt but a1ao ftt'l.ecte cUl'!lat att1eSal 

-1etance to expmt ~1oa t.lll'cugb 1Dcoae ta .m otblzo tax coae11atoa11 

,,,.,....Wl ondit taoWtWJ UCi _,.,/111J!Qft U . .llk .,. •• 

ID thw ~ _. tree ~1SSOll 'betvee tOftiSla eat la rltlm'll" 

]r1l'Oduclle4 seoaa s.a trmtnw eo that the etttcs.o, o1 dc1 1nu ~* 111111 

ti. J.'8lattw ett1at.enc1e1s baWeen wr1ow1 tnee at ~ioa u aot teated 

1ttwsa 1a e.apmr\ IWl'lalUI 1a elao UldmdDl4 to .... extent tbat ..... 

;pr.t.oea mt;1' be ctepz•a:lated t.w ~ abll141ea. 1'be etteat on ecmnde 

~al~ ~1-.,.... :la to be ... ,~~ 1a ~

,._1-.sc.a tm .,.._ i.a tor u. pn.oe mecmn:I• ml the extent t.Jat 

1ibSa beocmtt ~, tbl t'l>ls.tlca 1• au sa ~ an umooD'Jlldc 

Jllt.tcnl ~· 1bsa m, lie aeea u a~ tbaonts-1 ~ 

~ ~ ve i.ve not ta. ~ '° p:d& u illunat1w de1al8trat10Da 

fd 4latGftJ.om ui ,..._.to ~I tbs. ia u .._.. at 48'felopmat 

aall'ela mme ~ to our t'nAo1e iD ti. 1.a.a.D. Ba& •• fi.1.tlV 
J.ete1 ot ~ive nplatSaD ot .....i trade eat tbe endenoe ot 

82CGU ~ deMD' ~ 8\1oJl np.ldlm ... , - t;blllk, DOii .. wb 

8Y1deDoe dtfncfticm aa lllJOllt•mom .m.teetatiom o4 erme:t.oua plamdag, 
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J'ocruaf.Dc '118• on 10\IJ' nt.v.ed tor a reYiw ot the ~ of 

foreign exehange • thi• eeema neon•U'i~ to inwlw an aoceptanoe ot the 

tonip exabaqe b\ldcet oanoept. tw vlll eppnoiate • hovner, that ve 

feel. an aahange 'bu4pt b the term in vh1ob 1ft 9PP11° it, Haeul~f.ng 

a pbpieal alloaation of uohage resourcea, to 'be inamlpatiltle vlth the 

proper all.ocation ot tboae re11ourcea ancl total resources. Your budget 

OCIDftltt ia olearlJ' Mtterent troa the 'balance ot paperrta pro~eotiou 

Ullderta:k lr,r JIOl'e open econad•• 1a vbleh nch pl'OJectiona uw un4el"-

taken u el.,..t ill d.etuwtntna Oftr-all. demand mnasement poliot•. In 

taat, thl• 1• our e•aential philoaop!JT1 that the balanced~· 

aho\114 not be a tmlcrt!on ot 41reet 9Ulageneat of the external sector 1"'9 

••lt but ahou.14 rather 'be a tunation ot deund un.--t ill teJ'llll ot 

dcmntlc flaeal. encl ...t1117 polleta. [VbUe therefore w are nbmltting 

acme teclmica1 obnna"tiona on 10\D" pre•nt .,.at• ot uohap --....nt), 

b broad tenut n no~4 that 1'0UJ' uugeMnt ot the external a.nor 

lwJ' direct coatl'Ole ahould be llllited to CClltNllJ.ng ~apltal 110WJ1enta an4 

the o'b.jeo\iw 1hcN14 therefore 'be Uberallution ot the exchange and tnAe 

~ u tar u CUJ'ft!lt tnmaactlone are ooncerneA. IA tbi• ~. T«N 

ma4e reference b your reqUHt to ua that a large lll;POft aurplua i• 11kalT 

to remain in the future . 'l'bta obaenation lnnt•• the cClllleDt that nab 

a n:rpl.WI 1• DO\ in 1tHlt an lllpecUMnt to 1apol"t llberaliut1on. In tut, 

acoeptlng t.hat China 1• appnprla'Hl7 a qpttal illporMr, the moblllaation 

ot foreign renourcea ahould be an el .. at 1n tonmlatlna demand unagenent 

poU.olee. The nMlltlal criterion tor ctetenllliq the lnel ot thl• nrplua 

ta tbe ctapuit1' to ••mce the 4ebt wbiah it tnvol.w• ao that it ia the 
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etrucrture ot \he balance ot ~~t an4 Pl'OJ~eb la

tlueneea 4wd mag-nt to attain the 4ee1red extenal 'balanae. 

In a441t1on to the purpose at rationlllg tmetcn aohaaae. cU.:reot 

ccmtrola haft ccuoioual.7 been UH4 aa a mecma ot pn\ectlDg &atnt:lc 

»J,'04act1on. 'tnlm1q.uee ha.Te bee nol:nd tor ede&'YOlina to enaun that 

nch ocmtl'Ol.9 do not 11.,. too high a «eane ot p!'Cftenlon [the pl'ln ot -

the dmestic pxioauot auat not be1Dft than 10 per eent htghe than the 

1aporte4 pz'04uct]. Ve are not oleo hov etteetlw thee• teohn1~1 are 

but 4o not aee vb;r the })l'Oteetlw role ot 4tnct reetrletiou ehoul.d not 

be traneterred to the taritt .,-etea vbere it PftlPU'l1' belanp. Buch a 

eourn Yftl.4 prc.wlc1e a real aeuu:r.-e ot the cmpftitiYeue111 ot 4cmeat1c 

p1"04uat:lcm ¥1'11 i.llpc>ft1 which cU:rect reetrlotioaa tail to ao. Ve h&Ye 

not coraoemed ounelfttl 1n UT detail vtth 'the t.uitt bat It doe• eeea that 

appropriate tariff polle;r 1• the neae•Nl".Y ocmecmit&nt w appnpl'late 

ner-all. 4--4 .....-nt polide1 la a di~ ot tra4e 'N•tr1at1ou. 

'lhe ...... 1v ot cUrut oaatl'ola to -.ppleaent the tmtt 111 it• p.ooteottw 

rol.At nunt• that thtt tariff S.1 itHlt l~uate tor thi• purpon and 

'theretore nee4a 1M> be rniewed. B\rti tariff 1'0110' l• al.ao an illportmit 

elaont ot ftaeal. polJe:r i'tHll beeaue of the heav reliance on tll,POl't 

4ut1ff tm: ~ 1."nel'lUH• A tattt :reriev voal.41 thenton. haw to 

take account ot bnh ~ proteet1w an4 revenue upe8'a and vou14 lnTOl.w 

a NTlev ot ~ polJ.q ltaelt m4 be related to 'bulo ~ 

atr•ea. 
To propose,,., and means ~the gn4u&l libenl.isat1cn ot nontaritt 

rntriotiona ha the blport "7atea nqutree an isolation of those reetr1ot1mus 
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-.isatd-4 tor balance or J>lli18ftt• reuonn mt\ thou 1Ud.nalne4 tor 

protecrti'ft reasons. The nrategy 'VWld '1Mn be tor the tnuterenee o'f 

the pl'Oteoti'ft role into '" ta.rift vtth 8UCZh nrialon u i• Dffft•U'7 

an4 a proeeaa ot Pf'OIN••1~ llOl'e liberal 11HD•lnc ot it.. l"Utrio-

te4 tor 'balanae ot PotQ•Dt• reuona, badng J'9IU'( \o the a...1"-all 

bal.&Aae Ot ~t• alwat1oa, and oulalnaUng in tul.l. libeNlisa'lion. 

Iatriat.eal.17 the relltricrtiona utnta1ned tor balanee ot Peraent• nuona 

haw inYol.Yed usea111Mmts ot •unt1allt7a at the extraea, neoe••arr 

to04 gooda h1m1 reoeS.ft4 the h1ahfft prior1'7 and 11UNl7 eood• ~ loveR 

pr1or.lt7 1D apon Uoenahg and there bu b9ea a Rftd&Uon ot •HDti&lit)" 

and prlorf:'7 'between theff extrema. !'he obJeoUw ot tlda q11ta, 

ntl.eotlnl IOGlal u wll u eeon.omic _.l4ua\loaa• _,. &1110 be trau-

tUTe4 to the tariff "7 appl'Opl'iate rnieion 8431Mlged prioriU•• 

in the f.11,POft pattern llq lMt 1A4inft~ lntluencec! CD a con buf.8e !'bia 

treutennce tnola..tal.lT g1.,... the bw1pt a rewnue benet1t hoa the 

1ncreue4 tariff lnote&4 of the \m'ftJ."l"anted blpon p,l'Ofit Whioh accrun 

under the pn•ent qat• to ti. nolplmt• ot import ·lioeuu tor it... 

ln high 4mand. 'l'hu it la the tariff Nrlew wtdab,,. propoae vtdeh ta 

the ftl7 core ot the 11benllsatton pl'03eat. 

Whilat a.van of the aeul\1T1t1ea vbich •hroucl the 'lople, 1~ voul.4 

be a ••riOWI cmiaalcm not to ccmaen't on the exobNtge rate ~eatic:m1t ol 

41nct rntriotiou. In einmatu.cea when hlpon 4...-nd 1• bef.ng 

~ nsVained on a ctODtlauou 'buia 'bT dlreat restriction tor 

balance of ~· l'MllODI • then INllt 'be aom 1ntereaoe that hlporta are 

too chea)> beoaue the 'lllK1u~ acbuge itHlt 1• too obe111>. In nob 



HTOn a lnel of actual l"Htriatlona. there la DO nason ,..,,, the exeh..

rate 11hotW.d be eal.led ill'to Q.Wtation)/ 

Oil the export d .. , the (b'uaio export pertormmee bM1 of eoune1 

bee CD~ ot '\be IM>R notable t•ture• ot tbe C'hine•• 4nelopmeat expert • • 

Ia tft'llll et the ott1o1&1 ud~anu extend.a to UJ)Ol"\en thl'oush the tu 

qsta an4 b7 ftber .-ua 1 ,,. voul.d 4nw at"Mntf.oa w the tMt ti1at 'the•• 
ooaoeealaae .... to be rather 1llOft ~ band than 1• eecacmte~ 

Juat1f1a'bl• 1a ao tar u mlQ' td tMm are extendea to all ~. Por 

Vedit1GDal upon• and. new uport• w'ldoh haft uian u a renlt ot China'• 

real ccwpvat1w 114wnt_., notablT \Ir~ ot a eheap 1a'bo:r fOJ'Oe1 then 

abcNl.d be little eoanado nee4 tor t1nnc1al -tstaee. Inn If' SCl!J.t! 

ualatalloe wre deeed llJ'Pl'OPl'late tor urket penetntton 1r.r nev uporta, 

nob ueiatanoe ahoul4 'be Hlee\lw1 t-.i>Oftl7 ad glwn la nob a,,.., that 

then are llft inctuced 41ato:rt1cns lJetvffD pl"f.etng ])l'Oho\icn tor the &mestic 

..net ma tor tbe export market. hrtbaaare1 regard.~ 'be pal4 to tha 

~ ooratrlWtlon the ta oonoeaetcaa make to the nlatlna WMnn• ot the 

~ JIOdtS.an. 

In ~. w recoDlleJ14 tba't then •hould be • ~ .., fJoca 

cc arcial pollq fonulat1on an the bui• et a 'bac1aetff m4 ngul.ate4 a

ternal •eoto.rJ that tbe tariff.,..,. ahoul.d 'bl redned wttk a nw to . .._ . 
..t t.• to be &Y0!4e4 at W• Urae. 



_,_ 

tta ~ and epj)l'Oprlawnu• tor Mftll:aent or 1'8 pziotecrU.w and 

revenue tuacticu1 and that the ..... 111_. tfll' ftnancdal npporta ~ 

exporb ahoul.4 be "• 1m•ne4. 
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APPENDIX C 
China: L~port Tariff 

The following broad range of tariff rates have been extracted from 
the 1965 tariff. (In per cent). 

Cotton and Cotton Manufactures 
Raw cotton 12} 
Cotton yarn 25 
cotton piecegoods 42}-45 
Cotton clothing 55-70 

Other Fibres and their Manufactures 
Natural vegetable fibres 15 
Wool: Greasy 12, Scoured 25, Carded and Combed 35 
Manufactured woolen goods 85-100 
Artificial staple fibres 4o 
Manufactured artificial fibre goods 80-100 

Metals and their Manufactures 
Metallic ores 5 
Metals 15-35 
Iron and steels 7}-30 
Machinery 10-15 
Motor vehicles 25-50 
Other Metal Manufactures 15-50 

Foods, Beverages, and Tobacco 
Fish 
Cereals 
Animal products and groceries 
Tobacco leaf 
Manufactured tobacco 
Wines 

Chemicals 
Chemical fertilizers 
Hydrocloric acid 
Dyes 

5 
80 
20-35 

50-100 
Free-15 

30-80 
30 

100 
100 

Wood, paper and their Manufactures 
Wood and paper pulp 
Paper board 
Timber 
Wood manufactures 

10 
40 
20-30 
25-50 

Leather and Leather Manufactures 
Leather 15-40 
Leather manufactures 70 

China and Glass 
China ware 80 
Glassware 60 

Luxury Goods 
Perfumes, cosmetics, etc. 120 
Jewelry 120 

. ·' 

j .·, 
·I 

. ·i 
I 



·., INTERNATIONAL MONETARY FUND 
J • •. -1(' 

1c·'' February 6, 1970 

0 

Mr. Sturc: 

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

F .A. S. 

Attachment 

Mr. Southard 



... .. # @ Office Memorandum · 

oATE: February 6, 1970 

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
pei about March J, 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:-

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

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? 

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



TO 

FROM 

Office Memorandum 

Mr. John se \J 
R. H. Miller ~ 

SUBJECT = Republic of China: Article XIV Consultation 

DATE: February 4, 1970 

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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SUOJ£CI : 

In reply to your ir.quiry ::i.•oeo.:rdina tl10 oporntion of tho 'purohaoo und olllo 
oi' domoatio gold :i.n China, I huvo ;just r0coivocl tho following inl'ol':rno.tions 

;., 

(1) ''l'he b.asic fonturo of tho n.rruncomon:l;o for gold in Art1.ole IV of· 
tho 11 llegulo.tion Governing tho Purohu:Jo un<l Calo of 01•na.mon~o.l Goldll ' · 
{1959, amended 1963 m~d 1963) • 

· .. ; 
' ' >: .'\ 

. ,,' 

11 'l'he ruw mat0rial fo:..· orno:;nontal gold ohnll be bOUGht from tho 
golcl .minos accordinG to ti.10 official price fixod by tho Centrul 
Bo.nk:. This gold material will be mol tod by tho Gentro.l Mint 'l:.o 
convert to n. fincri.osn of O,G?5 nnd dolivcrod to the Contral · 

't . 

.. Trust for salo to tho regis·tiered ornmnent mnnufncturo1•n. The 
remainder of tho price ch<:..r::;cd by tho Central Trust, aftGr do
ductii"'ig 2 per cent for melting and commission and ).•efunding the 
Central Bank for its official purchase price, will be paid to 
the gold produc ors o.s ·subsidy. 11 · 

.:'' 

(2) 'l'l"i.e official purchuse prico por troy ounce of· fin? 'gold fixed by the 
Central Bank is NT;;;. 1,400 (equivalent to US~~ ·J5 a.t N'l';;;; 40 per US(.;;). Thia. 
official price has never been. changed. ' ; . 

(J) The sale price of ornamcmt.al gold by the Central Trust is at present,,, 
N.,l\~ 1, 570 per troy ounce, which is based' on the production cost of the 
mines. ('l'he annual ru..~ount of gold production is about J5,000 ounces.): 

Since the question of the actual operations of domestic gold wa~ not dis
cussed in great detail and may still need to ·be clarified, I would like to suggest · 
that it be' taken up with the Chinese a.uthorh~ies at the next li.rticle XIV consulta-
tion. ·, · 

·'' '' 

'' :,',.':"'• .. 
cc; Mr. Southard 

,',.' ·,!:' 
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·, 
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Mr. Pinch J'ebl"Ul'7 4, 1970 

Bmd.r Makdiai f-/ . 
Paper on nuetuating Rate• 1 
China-nuotuatiM Rate SJat• Introduo94 ge M!T 31& 1948 

Aa agreed the tol.loviag a1.lml&rizee the Fund' s attitude toward the latro
ductiODe 'b;y' China, ot a ttuotuating rate 117atea on Mq 311 191'8. On that dq 
the Fund vas intonaed that exportera 1 on ••lllng exchange at the Exchange Bq,ual.1-
zation Pmid (El!!F) rate , were to receive an exchange •urrender aert1t1oate equal 
to 100 per cent ot the exchauge aold. The EID' rate vu an open market rate which 
was &dJwated tram ti• to time by the Foreign Exchange Equalization Fund in accord 
vi th market concli tions . All importa 1 v1 th the exception ot certain eHential 
ccmmodit1ea 1 were to be paid tor at the EEJI' rate. 

The Fund' s decision ( ... ting No. 329 ot June 18• l9a.8) in connection vith 
the propoaed challge in the exch&n«e rate qatea aet out the Fund' s t111deratanding 
ot hov the qat- vu to operate. In addition it vu noted •The Fund ia aware of 
the unua\UU ditt1cultiea vhich contl'ont the 1110J1eta17 ad exchange authorities ot 
China. In the cirOU1Utance11 the Fund vill interpoae no objection to the exchange 
certitioate 11J11tea. At the same ti.lie the Fund recognises that because ot the 
unusual circwutances . China ma;y not be able to intons. the Fund well in advance 
ot changes in the exchange rate tor the 1'WU1 and the exchange structure; •iJailarl.7. 
the Fund ordina.ri}T vill not be in a po•ition to pus upon the substance ot the 
change. Aooor41ngl:,y, the tollavi11g procedure 1a agreed to repl.aoe the waual pro
cedure ot consultation in auch caaes s The Fund understand.a that China recognises 
the responsibWty ot notitying the Jl'und ot contemplated changu in exchange ratea 
and the exchange atructure autrioientl.7 in advance ot such action to gift the 
Pund an opportuni't7 to expre•s ite 'fieva it it ao deaires . Until nev arrangement• 
are made between China and the Pund• &117 auch notitioation vill be given to the 
Managing Director. and ao tar a.a po11aible he vill repJ.7 at once on behalt ot the 
P'und. It the Managizsg Direct.or prefers to rai•• the aatter with the Executive 
Board, he vill not reply 1-41atel1' but ¥111 endeaYOr to obtain the most rapid 
poa.tble action bJ the ExecutiYe :Board.• 

cc s Mr. sturc ../ 
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Office Mein oraridu m 

TO DATE: January 22, 1970 

FROM B. Tann 

SUBJECT : 

I am happy to inform you that, as a result of the exchange of notes be-

tween China and Spain on December 9, 1969, the payments agreement under Article 2 

of the Trade Agreement between the two countries, dated December J, 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 

([) ~ ~. ) l 

CD \Dk 
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Off ice Memorandum 

TO DATE: January 22, 1970 

FROM B. Tann 

. SUBJECT 1 China -

I have been instructed by Minister Kwoh-Ting Li to in.form. you that the 

Chinese authorities agree to hold the consultation discussions in Taipei from 

March 16 to 25, 1970 •. 

It is hoped that the questionnaire and background paper concerned will 

./-'.' be lsent to Taipei at the Fund's earliest convenience. 
\ _ _/ 



cc: MD f;\ 

JAN 2 11970 

Denr Sirs 
f . 

llt.-l w . 

As agreed with your Executive Director, lie plan to hold 
the 1$69 Article XI'~ COllflu.ltation diBCUSOions in 'laipei from 
March 16 to Narch 25, 1970. 

~lle P\~"1d staff team as of ncr.t vill consist of V.r. A. G. 
Chanda.va1·kar • Aclvisor • Asia.11 Depart.-nent, Mr. S. Ke.nesa-Thasan, 
Assistant Chief, Far Eastern Division, Asinn Department , 
Hr. John w. Rose, Senior Economist , Excha.l"..ge and Trade Rela
tions Department, Ura . Hui-Chen Wu Yang, Economist, Far 
E~ste:rn Divisicn, Asian Depart~ent, e.nd a secretary. 

With reference to Mr. L. Y. ~·a letter of' lfovember 27, 
1969, we propose to have Mr. Rose erJ'l va in Te.ipei around 
March 3. Hia t!lsk t-rill be to e::re7!dne policy and administra.-. 
tive .aspects of the reotrictiv~ 1r.rstem in areater detail 
than would normally be possible in the course of the staff 
discussionn . Hr. Rose ' s work would then provide th~ basis 
~or e more substantive_ consultation on the restrict1~c systeni 
in the context of the general consultation d1scusc1on. 

T":ie Qu.enticnna.irt:? ond the Background Peper. will be for
warded shortly. nnd cleta.11s of the miss1on' s arr1V3.J. will be 
communicated to you at a le.ter date. 

His Excellency 
K. '1. Li 
Mini~t::?r of Fimrn~c 
Mini~txy of Flnatice 
\'e.ipei , Taiwan 

tte.,ubllc of Chi~a. 

JAhrensdorf :er 
Janua~y 21. 1970 

Ve7:7 truly yours , 

(Signed) Fr~· A. South.;.d, 

Frank A. South.a.rd, Jr. 
Deputy Managing Director 

Jr.. 

DMD 
Mr •. Tann 
ASD 
LEG 
RES 
ADM 
SEC 
E'l'RD 
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Donald K. Palmer 
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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 t.eam as of now will consist of Mr. A.G. Chandavarkar, 

Advisor, Asian Department, Mr. S. Kanesa-Thasan, A.sst.Chief, Far 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 lfir. L. Y. KU.ng' 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 a&ninistraive 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 on the restrictive system in the 

wider framework of economic and financial policies. 

The Q,uestionnaire and the Background pa:per will be f'orwarded 

shortly, andcetails of the mission's arrival will be commtmicated 

to you at a later date. 

His Excellency 
K.T. Li 
Minister of Finance 
Ministry of Finance 
Taipei, Taiwan 

Republic of China 

Very truly yours, 

Frank A. Southard, Jr. 

DRAFT 
Jan.16 
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Dear Sir: 

China - Draft 
January 16, 1970 

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. Chandayarkar, 

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

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 

~· " we propose __ to have Mr. 
l:·~ f c:~.<J-*-. ~ 

Rose arrive in Taipei around March 3. l..J.D 
~--· ,h-..:v'l. OL·~ .. ~/:.t~ .... Y;:l"J ·::/A, ! .. L~.. ~~/~.,,~,,t:J~./tAI'"\ -"~~>t- J-"u'"f;;;J·./;_.A,,.1,..r~, r..· t• J ~~<,( ~ .. •1';.'~ ·! \~t... 1s~ ... yl:....,;'~•-::,l .p c~ . . ; • • . • ,,..,..... o"V<...(.'.\_ t~··., 

appreciate it if y6u would indicate as soon the meantime we should 

as possible a specific frame of reference as to a study of the 

restrictive system of Taiwan which Mr. Rose might undertake, as he 

is to leave for a mission to Afghanistan around February 10~ 

The Questionnaire and the Background Paper will be forwarded 

shortly, and details of the mission's arrival will be connnunicated 

to you at a later date. 

His Excellency 
K.T. Li 
Minister of Finance 
Ministry of Finance 
Taipei, Taiwan 
Republic of China 

. 
h }, I 4/1-· r <::>·1·'"1'\..ffLv L,..-, '"-'-· 

)p--·--~~.;-·~·~, -:1-v 
i,C .. -··( · ! /;;. 
// .. A., ""k c\ ... : .... 1 .... ....._-·l't (fr-.... _ ... ··'··"'-. 

j .. ) ._, •. r I j 

ef·\~t,..¢..-"!'--''-....C,.."r-..... .... '•,/'I,..•' ~: >tJ"llr~',-~ 
v '· 

C:.,t,.0«"/0.•v'-Ar.<'.'~· p 

Sincerely yours, 

Frank A. Southard, Jr. 

(..C~r'.k~~·'-_. 

f;v ~ 
''-·'Cv.::1.-t_. ,l 

f. ~ \._ 
11~1;;.J"f.,.,\,.,,.•J:.,_,.. \,.._ : l , 
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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, 

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

DRAF.r 
JWRose 
Jan.14 

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

1 . 

tive aspects of the system, which although broad would be deeper than can 

normally be undertaken during the consultation mission. This survey would then 

provide the basis for the formal consultation on 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, 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 Exchang.e and Trade 

Relations Department should arrive in Taipei on to 

make the proposed survey and then participate in the forpial consultation 

discussions scheduled to commence on March 16. 
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We, of course, velccme 10'D' intention to 11benJJ.se the trade qat• 

and wish to &a&iat in 8ll.Y' w-.v we can. In the tint ltege tble , we think, 

11 beet done bJ' Hftd1ns a 8t&t.f' member 1n advance ot the consultation 

lliaaion. He would cond~t a aurvey ot the pal.1~ and ""'11n,strtl$1ve 

aapecta of the a)'lltem, which al.though broad would be deeper than can 

nol'Ml.ly be undertaken clurtng the consul.~6on 111aston. Tbia survey would 

then pronde the basis f'or the formal conault&tion and advice on the reatr1ative 

qats which could be viewed in the vider tnmework of econcm.c and tinano1&1 

pol1c1ee. r:t it were the case that JOU then AV the need for acme apac1t1c 

form ottiiebhi·cal. us1staace, e.g., saneone to uaS.st with a tarttt revia1on, 
ti on 

ve would be bappJ' after ~ neceaaary coniul.ta~ v1 th GA!T secretariat to 

see it w could help 1n p:roviding or tincl1ng such ue1atance. 

We therefore propose tbat J. W. lbse, nnior eooncmiat trcm the lxchange 

and Trade lelationa Depe.rtaent should arr1 ft in 'f&i»el on March 3 to -.lte 

the propoaed •11l"Ve7 and then participate in the torm1 cor.usultation 41•· 
cuaaions schednl.ed to ccmnence on March 16. 



./ 
INTERNA~O.~MONETARY FUND 

\V\,~ 
-~ ~- v ..b-."'- Jd.-

~ )v.A._. rv{.-~ )Vo 

'Mvn~ \~/M~ <Ji' J;:;_ v *1~~,u-
~~UL Ch>-' @ ~,.,_..,vy (/)---.. 

-h-..-(f ~11= ,-;, • ,, ~ ~ 1"<-

: r-v-7~ .I-. ~~~L 
~ . r .(__,_. e__ ~ .., ~ Jk.._ ~ 
W--L ") ~-,__JI "'-- V/ ~~ 
f-a G-A- -r -r 1~ ~> ~""-Y<i 
~~4_ f~~IJ 

~ JZ- Cefl_._ tv-( 1--:1 ~ ;s . 
f~ fv.->o /~ T~HcJ.. 
~ flv ·,.., ~~ /_ / tM 

~ 
H. W. Gerhard 

I 





' 

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, 
c..I·~~ 

we think, is best done by sending-1\'8a8:0 a 4cu ie:;s in advance of the 

DRAFT 
JWRose 
Jan.14 

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

tive aspects of the system, which although broad would be deeper than can 

norma.lly be undertaken during the consultation mission. This survey would then 
.~ 

provide the basis for the formal consultatio~ 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 

or finding such assistance. 

We therefore propose that J. Exchange and ra e 

Relations Department should arrive in Taipei on t'\~ ~ to 

make the proposed survey and then participate in the formal consultation 

discussions scheduled to conunence on March 16. 



ce: Mr. Sture/ >l) 
.Adldn I I 

Par Eastern Divieion 
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Office Memorandum = PJ~;':-_ /j_<>J-

/11\,@;J{_ A~ ~ ~ ~ ~ o..-

Mr. ~hes .. - ~ ~~ DATfi: January 12, 1970 

~ \. ~ r- d- ~ !W- ~ /Ot.d; 
J. W. Rose b.~~ A-, t= . y 

r:--D-,-- ~ ~ 
China--Review of Restrictive System A£r. 13· f. 7" 

TO 

SUBJ&CT ' 

You informed me a few days ago that I would go to Taiwan some ti.me 
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 l:>f 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 af'ter the staff visit we would be 
happy to see if we could help in providing or finding such people." 
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· Mro K.'l'. Li~ Mi1lister of fuiance for Cl1i:1.,.a; told. f!lQ zre$t~ 
that they i'le...~ad t',l;o <eXf,.ar'i;c, o.i'le to help in the ~ing of s. now 
b..vJO.na law• m1d UOO"~her fO'.t a. re vi~ of <lllct'Gt'I.$ and t~tts. I told 
him 1cbs.t we had. heard t!'l.bout his r..eed$ in these a~e;; o.nd nO'!tQ' that 
h~ had to~~ tMd.e a re<auG:st we would do our bes.t to be bel;ptul,. 
Would tha C®t..~ &\nl".il~ S<!lt-vices rald ;r~ AffaUs l)er..a...~t · 
ccnsia.Gr Vsr• Li's ~et ta~bl;v? 
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China 0 
. :·' 

We had a meeting with Mr. K. T. Li this morning: at 10 a.m. The \ • 
Minister reitero.ted his thn.nks "for :FAD help. He saicl that T. C. Lieu wa~ 
looking into the question of income tax and that :possibly the Fund could,. 
in the future give c:omc help on land tax. The Minister.also confirmed wha.t 

. , Mr. Chang had said about the Banking Corr.miaoion and welcomed the plans :L'br : 
the mission in Februo.ry. · i . · ·. I ; 

With regard to the restrictive system, the Mini,lter said th.2.t hel , 
had come to the Ministry only a. few months ago and at that time control j .: · 
over trade policy had been shifted to the Ministry of Finance. He was , 

. . I 
aware that Fund consultation teoms had urged relaxation :of restrictions I. 
eo.1~J.ier, and his feeling was that, a~c the least, there ;was room for con- i · 

· sidero.ble rationalization of the present system. Perhaps it would be . ! ' . 
I .. 

·,-- · . better to use tariffs :.:.,or protective purposes- instead o~ tl1e preserit Gystera • 
He suggested that it would be helpful if the I~und could: send one or .perhaps 
two people to lool<:. at the restrictions in mo:ce detail than ~ras possible du:r

'. ing the consultation procedure. In response to this, I !replied that it might 
·be possible to have someone look at the situation i'or a ifew weeks preceding · 
· the next consultation and that his conclusions could th~n be incorporated in 

the consultation discussions. I indicated that I did n:ot think it was ai 
.. " idea simply to revise ta.riffs or to remove cor.trois without looking at the ' ; · 

· .'over-all situation. . ! i · \ : · 
. ! I 

·/~::.'; ,:·: ' Mr. Gerhard attended the mee,cing and is l 1 aising :this q_uestion with 
· · \(\· >. · ' Mro Palmer. I would support very st11 ongly the idea of sending someone ahead.· 
... :.:',,,l__,i{ ,c . : of' the mission. I think that with the new minister the~e is €i. i.·eal cippo;i:-.;. . 

··• tunity for us to give technical assistance and to get c:l:.oser to poli'cy- .i; 

. "·. 

. . " . I 
. ma.king. · ' 1 · I . 
"' . \' I 

Minister Li asked if we had agreed to sending a 'person to look 
. the restrictive system. I said that I prefe:cred to discuss it thoroughl~r 
with the.departments concerneQ.before making any firm pr~nises. 
with him that we would indicate to Mr. Tann within the next 

. were preps.red to send someone. Assuming -;..·;.+r.1""-=::-.::-;i..-.~~~=::::::;-::--;·~::--+-:::-:::-:.::;:-;:-:-;' 
'to send a. formal request through Mr. Ta.nni:f' it was 

·.,.1•' ...... ·,_ ·i· .. 
'i .·/ 

·,.:.:·' . ·.,· 
··:· 
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cc(. Mr. Goode 
Mr. Palmer 
Mr. Sa.n Lin 

.,·" 

· · Ya-.· Ahrensdorf 
Mr. Che.ndavarkar· 
Mr· Gerha.rd ., .. 

' ~;' 

_.if ' 

.-, ,. ... :; ;, ·~ " . .. h :'·' 

·, ,· 



Office Memorandum 

FROM 

Vx.r: 
J. W. Rose J). . 

oAn:, January 8, 1970 TO 

SUBJECT : China: Review of Restrictive System 

You informed me this morning that I would go to Taiwan a few days 
ahead 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 Septemoer 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 rea.lly 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 
misa.llocation 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 careful.ly against the disadvantage of the so-reckoned 
"uneconomic" nature of the industry in terms of comparative ad.vantage. 
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 hav,e) • 

When, therefore, in the terms of the memorandum of October 3, one talks 
of "rationalizing the present system" I see some need to rationa.l.ize amongst 
ourselves the philosophy of our advice to China and some need to avoid a 
~echnical 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 
some 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 areas in which you would benefit from outside expertise" or 
assistance--e.g., import a1iocation within a more limited import control 
system or tariff revision;/stch were the case we would be happy to see if we 
could help in providing or finding such people.n 
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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;1 
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 194~ 

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 
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uct of Taiwan grew in real terms over the period 1911-40 at an 
average rate of 4 percent per year.2 During this period, infrastructure 
and social capital began to take form, a modem 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-9 
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,3 agricultural production recovered its prewar level. 
The revival of agricultural processing industries helped to expand9 
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."4 Per capita real income increased at a r!'lte 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. 

TIIE 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 25.17 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 



.. 
Tmde Policies and Economic Development In Taiwan 103 

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 yams and other textile 
products; raw wools to replace wool yams 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% 100.00% 
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 71.15 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 20.91 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 I950-1964 (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 yams, 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-6 
tween the two governments, the traditional market preference fol.'W 
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, Cm, 
can be defined by the following formula: 

C., = 100 L (X,/X0 )
2

, 

i 

where 
X, = value of exports of commodity i to the rest of the world, and 
X0 = total value of all exports to the rest of the world. 



TABLE 4.3-Taiwan's exports by countries and areas of destination, 1954-65 

(Percent) 

Far East and Southeast 
Australia Asian countries 

Middle and and New North South 
Year Japan Others Near East Africa Europe Zealand America America Total 

1954 54.40% 27.173 4.533 1.333 5.743 0.333 4.873 1.633 100.003 
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 4.92 0.46 100.00 
1957 39.31 31.89 16.74 5.91 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 2.97 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 om 100.00 
1962 26.26 34.11 2.30 1.63 8.55 0.38 26.65 0.12 100.00 
1963 34.91 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 20.44 0.76 100.00 
1965 32.99 25.69 3.01 3.22 10.80 1.31 22.51 0.47 100.00 

Sources: Taiwan Expon 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, Expon 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 
Australia Asian countries 

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% 11.59% 1.92% 19.24% 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.Q7 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 7.37 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. 42-45, 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, 
Cm, can be defined by the same formula, with M, as the value of 
imports of commodity i and M 0 as the value of total imports. 

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

Year c. c .. c.;c ... 

1950 80.l 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 27.1 2.03 
1959 45.4 28.1 1.62 
1960 46.8 27.3 1.71 
1961 35.0 27.3 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 27.9 1.04 

c. = Coefficient of commodity concentration of 
exports. 

C,.. = 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,,/Cm was higher than 
unity for the entire period but declined sharply after 1959. Since the 
value of Cm 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 Cm: 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 

where 
X, = exports to country s, and 
Xo = 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, Gm, can be similarly defined. Table 4.6 shows these 
two coefficients, together with the ratio G.,/Gm, for the period 
1954-65. 

TABLE 4.6--Coefficients of geographic 
concentration in Taiwan's 

foreign trade, 1954-65 

Year G,. G.,. G,./G.,. 

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 48.9 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, Gm• was stable over the 
period 1955-63 but showed a slight drop in 1964 and 1965. The 
ratio G.,/Gm 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 

19S4 2.16% 74.44% 15.28% 8.12% 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 75.17 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 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. 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 Gm 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,5 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% 51.41% 46.70% 100.00% 
1955 0.31 63.44 36.25 100.00 
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 77.25 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 hase 
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 GROWTII 

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's, 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 gow~mment 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 yam 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 Balassa6 has 
developed the formula 

where 

t; - La,; t, 
• fj=-----
V1 

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 it.h 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 
tentative, 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 
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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 13.31% 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 423.45 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 112.48 14.56 
Chemical fertiliz.ers 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 5.51 
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 

o 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 modem 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 DEVEWPMENT 

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 9 
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 the 
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 197 4 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 1965, 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 

Year 

1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 

TABLE 4.10-lndex of Taiwan's 
terms of trade& 

(1952 = 100) 

Terms of 
trade 

100.0 
98.0 
95.0 
97.5 
97.2 

103.0 
922 
89.5 
83.6 
87.6 
87.1 

105.2 
111.1 
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.7 The arguments are inconclusive, but Taiwan's 

0 
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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 e 
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 Otht2' Total 

1965 (actual) 27.5% 29.0% 41.3% 22% 100.0% 
1965 22.3 27.5 47.3 2.9 100.0 
1966 23.3 25.1 48.9 2.7 100.0 
1967 22.5 24.0 50.9 2.6 100.0 
1968 22.6 22.7 52.3 2.4 100.0 

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 4 7 .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 2? 
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-&timate of Taiwan's industrial exports, 1965-75 

Total exports Industrial Industrial Growth rate of 
(million exports as % of exports (million industrial 

Year US$) total exports US$) 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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