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First. A press release (P.E. 74-955,'aated December 21, 1974),
of the Chinese information service in New York states that
strict control has been imposed on that date on imports from
Japan in order to reduce the large bilateral trade deficit.
Accordingly, 774 import items caﬁ no longer be purchased from
Japan, but must be purchased from Europe and the United
States. |

a. Please indicate the major 1mporf items or categories
included in the 774 items; please provide data on the value
of imperts of these items from Japan in 1973 and the first
ten months of 1974 and the value of imports of these items
from the rest’gf the world during the two periods. Were the
774 items transferred from the permissible to the controlled
1ist?

b. Please explain the rationale of this measure?

c. The press release mentions that an economic and trade

delegation recently visited Japan. What was the outcome of the
discussions?

d. Can the 774 items be imported now only from the United

States and Europe but not from other countries? If so, why?
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Second. The same press release states that quote 829 import
items should be put on a licensed basis unquote.

a. Are these different items than the 774 items or is
there any overlapping between the two lists?

b. Were these 829 items transferred from the permissible
to‘the contralled group of imports? On what date?

C. ‘What are the major items or categories included
in the 829 items? What was the total value of imports of these
items in 1973 and the first ten months of 1974?

- d. What were the reasons for the transfer of these

items to the controlled list? |
Third. China Post of December 16 mentioned that imports of
black and white television plcture tubes, enamel-coated wire,

and printed circuit boards will be prohibited quote unless a

proper reason is given. A BOFT spokesman said that the import

controls were taken to comply with the recently adopted

Cabinet stipulation that imports of raw materials and
electronic components, which have local supplies, should be

restricted unquote..

a. Please explain what quote a proper reason unguote means.
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b. Were these prohibitions introduced under point 11

of the l4-point program introduced on November 15, 19747

¢. Please explain the reasons for prohibiting the

- importation of these products; was it in order to protect

domestic ihdustriea?

d. »If t':he’above prohibitions have not in fact been

introduced under point 11, we would like to clarify further

the mission's discussions on point 11. In the minutes of
meeting npmbér 8ix, it was mentioned fhat the authorities
were extremely reluctant to force domestic manufacturers

to use relatively‘éxpensive domestic raw materials. Does
this mean that if the applicant for an‘import 1iceﬁse finds
it more advantageous to buy raw materilals abrogd even after
the price negotiations with the domestic raw material

' will '
producers, xwiddc the authorities/gramt him a license?

Exceptions to this may be made only in cases of dumping when

‘time would be needed to establish conclusively that dumping

was taking place and introduce countervailing duties. In

such cases the refusal of import iicenses would be temporary.

of
Please confirm whetherjggrunderstanding Sacromreax o /the

above gga.vnﬁ*:’as* ?Iﬁf correct.
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e. Please cable the list of rawfmaterials which are
covered under point 11.
Fourth. The same issue of the China Post mentions that imports ,A
of certain kinds of fish'were prohibited. Is this correct?

Fifth. We would be grateful if you would cable us information

on any other measures you have taken in the foreign trade

and payments field, as well as measures taken in the monetay -

"and fiscal fields. ‘Please send copies of ciréulars bF

regulations‘by alrmail.

Sixth. flease provide the number of items now on the prohibited,
controlled and permissible lists. Of those on the permissible
list, bow many can be imported under the automatic approval

system by appointed banks? Regards

Abadjis.

Interfuna
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[Korea] has informed the Fund of its intention to [ggwadme

by 17.5 per cent from Won 400 to Won h8§.per U.S. dollar]
on December 7 [Korean] time and that this [rate will be
maintained within margins of] one per cent on either side.
Authorities intended to [float] in response to strong
market forces, expecting the [rate] to bearelatively
stable in the immediate futﬁre; however, since they were
not clear with regard to objectives of [floating], we |
encouraged them to posfpoﬁe this action. The staff paper

will be issued on Thursday and Board discussion is -

scheduled Friday. You may inform [Chinese authorities

Disfied by_PRNervekar/TT:md

Korea] time Saturday morning. As for advice to [Chinese
.tmen' __Asian

Date Decemher_S,_lQ_'I_lt__

authorities], we still feel page 8 of the briefing paper
applies. In particular, subject to your up-to-date

(HIREATION assessment of [BOP] position and prospects, you should

\:l-VS}XJVL0u * encourage [authorities not to respond immediately to
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Office Memorandum

TO : Mr, Abadjiis ) DATE:
FROM  : Brian C. Stuart November 22, 1974
SUBJECT : Reconciliation of Central Bank and Official

Reserves and Central Bank Foreign Assets in IFS

I had a discussion with Mr., Y. Okuma of the Bureau of Statistics
this afternoon regarding the differences in lines 1 and 11 of the China
page in IFS. Mr., Okuma informed me that a change in the reserve data pro-
vided by the Chinese did occur about June 1973, as can be seen by quickly
glancing at the two attached pages. The data provided for the November 1973
issue shows a marked difference in the reserves reported for May 1973 and
earlier. These higher reserve figures probably reflect the new series promised
by the authorities during the last consultations.

However, Mr. Okuma noted there is still a discrepancy between lines 1
and 11, though smaller than before. He would like us to request that future
data provided to IFS provide a breakdown of line 11 in order to better under-
stand the remaining discrepancy. The Bureau would also like a breakdown of
lines 17r and 27r, particularly the latter, which are fairly large entries for
"other items net"™. They would also like the authorities to check the footnotes
on page 99 of the November issue (attached).

Attachments
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remittances

Money
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includes

1972 1973 1973
v 11 111 1v 1 11 111 Feb Mar Apr May June July Aug Sept
. End of Period (Period Average for line ra)
40.10 40.10 40.10 40.10 38.10 38.10 38.10 38.10 38.10 38.10 38.10 38,10 38.10 38.10 38.10
40.00 40.00 40.00 40.00 39.32 38 00 40.00 38 UOJ 38.00 38.00 38.00 38.00 38.00
End of Period SN ‘ LS -, el L .
779 827 95 1,039 1,229 1,241 1,191 " 1,199 1,229( 1,207 1,233 1,241 1,197 1,211 1,191
87 87 87 87 97 97 97 97 97 97 97 97 97 97 97
692 740 87_8 92 1,132 1,144 1,094 1,102 1,132 1,110 1,136 1,144 1,100 1,114 1,094
597 597 597 597 664 664 664 664 664 664 664 664 664 664 664
65 65 65 65 72 72 72 72 72 72 72 72 72 72 72
597 597 597 597 664 664 664 664 664 664 664 664 664 664 664
114 126 126 128 114 306 e 110 114 106 132 306 e e
320 383 541 675 816 (843 .. 783 816 830 . 830 843 788
y . p: —
End of Period <t sy Uf\ R f,
3.70 40.04 48.00 55.02 62.62 61.97 .. 60.77 62.62 64.09 65.91 61.97 56.01 57.12
3.38  3.58 3.62 3.24 3.37 3.44 3.26 3.37 3.42  3.46 3.44 3.42 3.45
.47 .36 .36 .36 .25 .25 .25 .25 .25 .25 .25 .25 .25
7.19 16.82 16.59 14.97 15.59 23.78 13.72 15,59 17.50 17.93 23.78 34.64 36.01
32.05 36.26 42.68 46.39 51.24 53.76 49.59 51.24 52,73 53.13 53.76 56.59 56.35
16.56 17.12 17.86 20.34 21.67 23.43 21.35 21.67 21.46 21.95 23.43 23.76 24.74
11.91 13.13 13,99 14.78 16.38 17.79 16.00 16.38 16.67 16.99 17.79 18.17 18.40
9.71 10.41 10.92 10.89 13.64 15.70 12.16 13.64 15.35 17.16 15.70 17.06 19.18
1.15 1.24 1.42 1.73 1.42 1.53 1.60 1.42  1.36 1.24 1.53 1.51 1.44
—.08 —.24 —.4 —.20 —.84 .67 —1.34 —.84 —.8 —.97 .67 1.00 1.48
End of Period
17.13 21.01 26.56 27.74 31.31 30.95 31.31 33.44 34.04
9.71 1 559 5.58 570 4.82 12.93 464 4.8 4.48 561 12.93 18.71 19.04
6.67 6.62 6.45 6.44 6.51 6.68 6.43 6.51 6.68 6.65 6.68 6.76 7.12
21.60 I 23.14 23.41 22.54 22.84 23.81 22,76 22.84 22.88 23.74 23.81 24.36 24.65
80.94 I 93.78 95.60 106.01 115.57 136.47 110.47 115.57 123.30 127.64 136.47 141.25 145.48
29.42 1 29.46 28.94 34.73 36.39 45.92 34.81 36.39 38.56 40.11 45.92 44.70 45.02
58.16 68.29 74.13 80.88 85.75 92.01 84.01 85.75 87.02 90.44 92.01 93.77 96.68
13.67 1 2.42 2.38 2.33 3.78 4.78 3.90 3.78 4.47 4.07 4.78 4.85 4.29
9.18 10.61 11.43 11.86 13.26 15.80 12.44 13.26 14.48 14.72 15.80 16.37 17.06
12.35 1 16.82 16.59 14.97 15.40 23.78 13.54 15.40 17.29 17.93 23.78 34.64 36.01
12.67 1 22.55 24.13 23.62 26.47 29.84 26.67 26.47 28.93 30.41 29.84 30.77 30.06
End of Period
35.42 143,21 51.20 58.34 63.66 70.12 61.51 63.66 64.10 67.45 70.12 69.87 71.87
94.15 1107.05 107.73 116.69 122.63 140.22 ... 119,52 122.63 127.70 130.93 140.22 143.78 146.04
—9.44 —10.82 —12.28 —13.07 —17.02 —21.38 . —14.91 —17.02 —19.74 —21.77 —21.38 —23.25 —25.67
22.07 1 23.50 23.77 22.90 23.09 24.06 23.01 23.09 23.13 23,99 24.06 24.61 24.90
81.52 1 94.37 96.24 106.86 116.56 137.54 111.42 116.56 124.31 128.71 137.54 142.42 146.81
45,98 1 46.58 46.80 55.07 58.06 69.35 56.16 58.06 60.02 62.06 69.35 68.46 69.76
70.07 81.42 88.12 95.66 102.13 109.80 100.01 102.13 103.69 107.43 109.80 111.94 115.08
1.15 1.24 1.42 1.73 1.42 1.53 1.60 1.42 1.36 1.24 1.53 1.51 1.44
12.36 1 22.03 22.57 22.58 24.69 23.39 24.69 26.71 27.65
55.17 58.94 61.00 62.81 67.86 69.15 70.89
100.10 112.71 119.80 132.66 152.03 176.91 127.72 167.72 165.84 176.80 188.09 203.80 e
End of Period
16.73 18.94 19.85 21.59 22.45 25.62 22,15 22.45 23.05 23.87 25.62 25.82
10.20 10.31 10.66 11.35 11.82 12.58 11.57 11.82 11.98 12.18 12.58 12.82
19.63 20.72 21.78 22.38 23.55 25.22 23.40 23.55 23.91 24.64 25.22 25.50
.37 .28 .40 .42 .48 .38 .43 .48 .50 .39- .38 .55
6.92 8.26 8.34 10.14 10.25 12.60 9.89 10.25 10.63 11.01 12.60 12.58
2.49 2.64 2.67 2.69 2.65 2.79 2.62 2.65 2.71 2.76 2.79  2.77 2.85
2.03 2,16 2.24 227 221 2.33 2,20 221 222 2.2] 2.33 2.32 2.3
End of Period
.61 .94 .94 1.11 1.27 1.34 1.26 1.27 1.25 1.27 1.34 1.38
1.71 1.87 2.10 2.04 2.28 241 2.23 2.28 2.38 2.43 2.41 2.50
J12 .28 .30 .16 .42 .32 .12 .09 .09 .12 11 .14
Period Averages
12.0 12.0 11.3 11.3 11.3 11.3 12.00 11.3 11.3 11.3 11.3 11.3 12.0 12.0 12.0
109.9 110.1 110.9 113.9 123.7 126.8 ... 1243 1255 125.3 126.3 128.9 132.9 138.9 o
128.0 129.8 135.0 130.6 135.1 139.1 0 135.9 135.5 137.4 139.2 140.6 144.7 147.8
453 502 503 523 587 604 517 640 583 613 617 . A
" Millions of NT Dollars
22,178 27,136 32,703 34,633 31,833 36,519 9,371 11,450 12,131 11,931 12,457 15,857
1,031 1,266 1,456 1,711 1,672 1,771 387 836 668 716 789 o
34 239 797 141 L 159 1 e 2 26 219
780 859 819 779 868 1,205 230 546 696 202 307
76 234 160 148 65 292 26 15 43 173 76 e
21,291 26,055 24,836 28,609 24,262 36,138 6,768 8,704 12,198 11,323 12,617 12,221
19,181 23,473 22,375 25,774 21,858 32,557 6,097 7,841 10,989 10,201 11,367 11,010
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1972 1973 1972 1973
11 I 1 Dec Jan Feb Mar Apr May June July Aug
1
End of Period (Period Average for line ra)
40,10 40.10 40.10 40.10 38.100 38.10 40.10 40.10 38.10 38.10 38.10 38.10 38.10 38.10 38.10
40.00 40.00 40.00 40.00 39.32 - 38.00 40.00 40.00 40.00 38.00 /38.00 38.00 38.00 38.00 38.00
, P s .
N End of Period YY\ i \( 1o~ v A (’,
{ 561 606 682 738 772 1,241 738 730 755 772 779 792 1,281 1,197
. _) 87 87 87 87 97 97 87 87 97 97 97 97 97 97
474 519 595 651 675 1,144 651 643 658 675 682 695 1,144 1,100
597 597 597 597 664 664 597 597 664 664 664 664 664 664 664
65 65 65 65 72 72 65 65 72 72 72 72 72 72 72
597 597 597 597 664 664 597 597 664 664 664 664 664 664 664
74 93 57 94 30 94 51 22 30
320 383 541 675 816 843 675 . 679 9783 ' 816 ; 830 830 843
End of Period 2.7 e o AT
39.38 46.72 56.08 62.69 66.26 62.69 63.20 63.86 66.26 ‘67.63 70.09
3.38 3.58 3.62 3.24 3.37 3.24 3.31 3.26 3.37 3.42 3.46,
.47 .36 .36 .36 .25 .36 .36 .25 .25 .25 .25
12.35 10.92 9.73 8.20 11.69 8.20 12.28 10.45 11.69 13.67 14,04
32.05 36.26 42.68 46.39 51.24 46.39 50.28 49.59 51.24 52,73 . 53.13
16.56 17.12 17.86 20.34 21.67 20.34 26.92 21.35 21.67 21.46 21.95
11.91 13.13 13.99 14.78 16.38 14.78 15.21 16.00 16.38 16.67 16.99
9.71 10.41 10.92 10.89 13.64 10.89 10.71 12.16 13.64 15.35 17.16
1.15 1.24 1.42 1.73 1.42 1.73 1.70 1.60 1.42 1.36 1.24
.75 .54 .73 .70 —1.10 .70 1.25 —1.52 —1.10 —1.13 —.68
End of Period
17.13 21,01 26.56 27.74 31.37 27.74 24,25 30.99 31.37 33.51 34.09
9.71 12.10 13.23 15.20 13.37 15.20 13.86 13.03 13.37 15.22 16.17
6.67 6.62 6.45 6.44 6.51 6.44 6.34 6.43 6.51 6.68  6.65
e ™ 21,60 22.56 22.75 21.95 22.08 21.95 22.25 22.13 22.08 21.98 22.83
\_ 80.94 86.01 86.83 95.48 104.92 95.48 100.72 100.37 104.92 110.87 114.81
29.42 33,85 33.92 40.47 43.34 40.47 39.87 41.33 43.34 45.66 47.95
58.16 64.21 69.46 75.46 79.22 75.46 75.83 77.85 79.22 80.27 83.20
13.67 16.23 18.02 " 20.71 23.10 20.71 18.60 19.47 23.10 27.19 30.67
9.78 10.61 11.43 11.86 13.26 11.86 10.62 12.44 13.26 14.49 14.72
12.35 10.92 9.73 8.20 11.50 8.20 12.18 10.27 11.50 13.47 14.04
12.67 12.50 13.26 10.13 7.83 10.13 10.31 11.59 7.83 7.19 3.9
End of Period :
35.42 42.59 51.25 57.18 56.53. 57.18 58.46 57.42 56.53 55.66 55.59
94,15 98.69 98.22 105.48 111.03 ... 105.48 112.41 108.61 111.03 114.16 116.92
- —9.44 —10.82 —12.28 —13.07 —17.02 . —13.07 —11.68 —14.91 —17.02 —19.74 —21.77
VA 22.07 22.92 23.11 2231 22.33 22.31 22,61 22.38 22.33 22.23 23.08
{ 81.52 86.59 87.39 96.24 105.72 96.24 101.48 101.14 105.72 111.67 115.61
—’ 45,93 50.98 51.78 60.81 65.01 60.81 66.79 62.68 65.01 67.12 69.90
70.07 77.34 83.45 90.24 95.60 90.24 -91.04 93.85 95.60 96.94 100.19
1.15 1.24 1.42 1.73 1.42 1.73 1.70 1.60 1.42  1.36 1.24
12.36 11.75 12.81 9.90 5.54 9.90 11.33 7.91 5.54 4.42 1.17
46.70 49.88 52.94 58.58 66.00 * 58.58 61.90 61.57 66.00 68.21 -70.75 o A
100.10 112.71 119.80 132.66 152.03 176.91 140.97 160.66 127.72 167.72 165.84 176.80 188.09 203.80
End of Period
16.73 18.94 19.85 21.59 22.45 21.59 21.14 22.15 22.45 23.05
-, 10.20 10.31 10.66 11.35 11.82 11.35 11.78 11.57 11.82 11.98
'~/ 19.63 20.72 21.78 22.38 23.55 22.38 22.49 23.40 23.55 23.91
. .37 .28 .40 .42 .48 42 .53 .43 .48 .50
6.92 8.26 8.34 10.14 10.25 10.14 9.92 9.89 10.25 10.63
2.49 2.64 2.67 2.69 2,65 2.69 2.65 2.62 2.65 2.71 2.76
2.03 2.16 2.24 2.27 2.21 2.27 2.22 2.20 2.21 2.22 2.27
End of Period
.61 .94 .94 1.11 1.27 1.34 1.11 1.13 1.26 1.27 1.25 1.27 1.34
1.71 1.87 2.10 2.04 2.28 2.41 2.04 2.23 2.23  2.28 2.38  2.43 2.41
.12 .28 .30 .16 .42 .32 .07 .22 .12 .09 .09 .12 .11
Period Averages
12.0 12.0 11.3 11.3 11.3  11.3 11.3 11.3 11.3 11.3 11.3 11.3 11.3 12.0 12.0
109.9 110.1 110.9 113.9 123.7 126.8 116.2 121.3 124.3 1255 125.3 126.3 128.9 132.9
128.0 129.8 135.0 130.6 135.1 139.1 131.5 133.9 135.9 1355 137.4 139.2 140.6 144.7
453 502 503 523 587 L 554 604 517 640 583 613 -
Mlllions of NT Dollars
22,178 27,136 32,703 34,633 31,833 36,519 12,654 11,013 9,371 11,450 12,131 11,931 12,457
1,031 1,266 1,456 1,711 1,672 .. 689 450 387 836 668 o Lo .
34 239 797 141 29 .
780 859 819 779 868 279 92 230 546 696 .
76 234 160 148 65 33 23 26 15 43
21,291 26,055 24,836 28,609 24,262 36, 1138 10,160 8,790 6,768 8,704 12,198 11, 1323 12, 617
9,181 23,473 22,375 25,774 21,858 32,557 9,153 7,919 6,097 7,841 10,989 10,201 11,367
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Quota.................... 2f
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Claims on Government............ 12a

Claims on Official Entities......... 12b
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INTERNATIONAL MONETARY FUND
November 5, 1974

TO Mr. Palmer

FROM:  Brian C. Stuart

Mission to the Republic of China

Please find attached my memorandum on
what I consider to be the most important dewvelop-
ments in the exchange and restrictive system of
the Republic of China. I also attach for your
convenience a draft of the exchange and trade
arrengements chapter for the background paper.

I would appreciate having the opportunity

to discuss these issues with you at your earliest
convenience,

Attachments
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TO : Mr, Palmer DATE:

FROM :  Brian C. Stuart November 5, 197k

SUBJECT : Mission to the Republic of China

The reversal of China's trade balance is not unlike that of most of
the oil importers throughout the world. However, part of the problem may be
viewed as a result of the particular exchange rate regime being observed by
the Republic of China. The mission chief, Mr. Abadjis, believes that one of
the main topics of discussion during the mission will be the exchange rate
policy of China, what the alternative regimes are, and how the Fund views the
various alternatives. I would find it very useful to review current depart-
ment thinking regarding the various alternatives and to discuss the various
implications, especially regarding the guidelines for floating, that follow
from each of the various alternatives.

The recent turn around in the Republic of China's balance of trade "
has been marked. Compared to a surplus of SDR 272 million for the first half
of 1973, China showed a trade deficit of SDR 259 million during the same period
in 1974, This has led to two specific changes in the restrictive system. In
June, the imports of color television sets and cars from Japan were prohibited
and the imports of color television sets from the United States and Europe
were restricted. In July, the tax concessions given to exporters per dollar
of exports were increased in an attempt to promote exports.

Following the announcement of the devaluation by 10 per cent of the
U.S, dollar in February 1973, the Chinese authorities announced a central rate
that represented a devaluation of 5.3 per cent against the SDR and an equal
appreeiation vis-a-vis the U.S. dollar, from NT$4O = US$l to NT$38 = Usg“ .
There was some questioning by the Executive Board of the devaluation against
the SDR by a country experiencing significant trade surpluses, but it was
~pointed out at the time that the depreciation was only 1 per cent on a trade-
weighted basis. Since February 1973, the new Taiwan dollar has been pegged
to the U.S. dollar. This has caused difficulties in the recent past following
the depreciation of the Japanese yen vis- 2-vis the U.S. dollar. This develop-
ment has serious implications for China, as Japan is the leading source of
imports for Taiwan (supplying 38 per cent of 1973 imports) and the second
leading market for exports (19 per cent of 1973 exports compared to 39 per
cent going to the United States). As a result of being pegged to the U.S.
dollar, the rate of the Japanese yen in terms of the new Taiwan dollar has
declined from approximately ¥ 7 per new Taiwan dollar at the end of March 1973
to ¥ 8 per new Taiwan dollar at the end of September 197k. As calculated by
the Asian Department, the trade-weighted effective rate of the new Taiwan
dollar appreciated by 3 per cent from May 1974 to the end of August 197k,
This has worsened Taiwan's chronic balance of payments deficit with Japan and
has led to the discriminatory action of prohibiting imports of certain goods
from Japan. it
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If it is felt that the recent effective appreciation necessitates

a change in the U,S. dollar rate of the new Taiwan dollar, it appears that
three options are open.
”v>¥¥

(1) Devaluation of the new Taiwan dollar and repegging it to the float-
ing currencies of one of China's major trading partners, most likely the U,S.
dollar. This development would leave the exchange rate developments of the

" new Taiwen dollar subject to developments in other markets--particularly the

rate of the yen vis-a-vis the U.S. dollar.

(2) The new Taiwan dollar could be allowed to float freely. In evalu-
ating this option it would be most helpful for the mission to explain specifie
Fund interpretations of the guidelines for floating that would be applicable.

(3) The new Taiwan dollar could be pegged to a basket of currencies
(category 4). One question that arises involving this alternative is how
detailed a disclosure the Chinese authorities have to mske regarding the
composition of the basket in order that the new Taiwan dollar be considered
as part of category 4, instead of category 1 (a freely floating currency).

Regarding the restriction of imports, Mr. McLenaghan is of the
opinion that the system is much more complicated than the simple classification
of imports into prohibited, controlled and permissible would suggest. The
underlying complications become apparent when it is noted that the controlled

~ 1list includes items that are licensed restrictively as well as goods imported

by government agencies, It will be necessary to go beyond a simple renumera-
tion of items classified according to the three main categories to see if a
change within the broad classifications have resulted in greater restrictions
at a time of a worsening trade balance.

As part of its anti-inflationary effort, the authorities have con-
tinued their policy of tariff reductions throughout 1973 and 1974, although a

' press release of May 31, 1974 indicated a list of tariff increases were being

considered because of the developments in the trade balance. So far such a
series of tariff increases has not been enacted. On the export side, prohibi-
tions on exports of certain foodstuffs, fertilizers, chemicals and paper
products were introduced in September and October of 1973. If these prohibi-
tions are attempts to relieve supply shortages at a time of serious inflationary
pressures, how seriously do we view these developments and what alternative

- policies could we suggest?

China also maintains an advance settlement requirement ranging from
10 per cent to 25 per cent on the value of imports depending on the various

. types of foreign financing arrangements to be used, for example letters of

credit, documents-against-payment, documents-against-acceptance, usance
letters of credit. These were introduced during periods when China employed

- a more favorable balance of payments in order to discourage the use of foreign

short-term financing which was having an inflationary impact on domestic }iquidity.
Do we view this type of arrangement as a capital restriction or do we concern

" ourselves with its potential for interfering with generally accepted importing
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procedures? In this context, it will be important to assess any change in the
availability of domestic finance for imports, On the more general question of
regulation of foreign borrowing, the mission would seek an elaboration of the
brief announcement of March 24, 1974, that foreign loans for any purpose other
than those that were to be used as revolving funds were henceforth to be
accepted. '

Finally, I would find it useful to discuss the specific aspects of

the regulations of the gold market that should be of particular concern to
the mission.

O



V. Exchange and Trade Arrangements

During 1973, the policy of import liberalization and tariff reductions
continued. A worsening of the balance of payments position in 1974 led to
the imposition of scme new import controls and the increase of export incen-
tives. The restrictions on short-term fdreign borrowing that had been
introduced in 1972 and 1973 were relaxed in 1974. To assist in moderating
the effect of forelgn inflation on domestic prices, further tariff reductions
were introduced and the export of certain products in short domestic supply
was prohibited.

A detailed description of the exchange and trade system is given in

the 25th Annual Report on Exchange Restrictions. The more important recent

developments are described below.

1. Exchange rate developments

On December 21, 1971, China informed the Fund that the exchange rate of
NT$40.00 per U.S. dollar would be maintained. On May 8, 1972, the pa;r value
of thevnew Taiwan dollar was changéd from 0.0222168 gram of fine gold to
0.0204628 gram. of fine gold per new Taiwan dollar, corresponding to
NT$43.4286 per SDR 1 and NT$4O = US$L; this represented a devaluation of
7.89 per cent. At the same time, China announced that it was availing
itself of wider margins. On February 16, 1973 China established a central
rate of SDR 0.021814k4 per new Taiwan dollar corresponding to NT$L5.8413 =
SDR 1 or NT$38 = US$l and continued to avail itself of wider margins.

The new rate represented a devaluation of 5.26 per cent from the par
value expressed in gold. Taking into account the exchange rate changes
in other currencies at that time, the new rate implied an effective trade-

weighted depreciation of .1 per cent.




Although offieial actions by the Chinese authorities and the develop-
ments in the rate of the U,S. dollar (especially since February 1973) have
caugsed changes in the effective rate of the new Taiwan deollar, these changes
have been relatively small when compared to many other Asian couﬁﬁries and
countries throughout the world. The effective rate had declined by 2.6 per
cent from its May 1971 value by the end of 1971, déclining a further 0.5 per
cent by’the end of 1972. Following the devaluation of February 1973 and the
repegging to the U.S. dollar, the effective rate declined a further 1.5 per
cent in the pericd March-July 1973. Following an appreciation of less than
1 per cent by October 1973, the strength of the U.S. dollar against most
world currencies during the period October 1973-January 1974 caused‘the
effective rate of the new Taiwan dollsr to increase by over 4 per cent by
January 1974. The effective rate declined by approximately 3.0 per cent by
March 197L4 where it remained relatively unchanged until a gradual appreciation
began in May. By the end of September 1974, this most recent appreéiaﬁion
totaled 2.5 per cent and meant that the effective rate was virtually unchénged
from its May 1971 value, Buying and selling rates for certain other currencies
are officially posted and are based on the buying and selling rates for the
U.8, dollar in markets abroad. Forward cover facilities are limited to
import and export transactions and to the officially posted currencies, with
the exception of the U.S, dollar. The authorities feel that since the U,S.
dollar is the intervention currency for the NT dollar, and the official buy-
ing and selling rates are fixed in terms of the U,S. dollar, there is no
need to quoﬁe daily forward rates for U.S. déllars. Such a practice could

give rise unnecessarily to uncertainty.



2. Trade arrangements

Imports are divided into three groups: (1) prohibited, (2) controlled
and (3) permissible. The prohibited list includes not only narcotics and
some other goods excluded by most countries but alsc a wide range of phaima—
~ceuticals. The controlled list contains such items as arms and ammunition,
ships and poisonous chemicals which are licensed restrictively. The controlled
list also contains a number of luxury goods, less essential items and goods
subject to domestic regulation and allocaﬁion which are often imported by
government agencies. Goods on the permissible list are licénsed liberally.
Following the shift of over 2,000 items from the controlled list to the per-
missible list in March 1973, 14,787 items are classified as permissible, 461
are controlled and 13 ére prohibited, In June 197h; imports of aﬁtomdbiles
and color television sets from Jé@an were prohibited, and the number of
color television sets imported from the United Stétes and Eurépe were res-
tricted,

The imports of some products from certain countries are prohibited tb
effectively control imports from mainland China. During 1973, the authori-
ties eliminated the country of origin requirements on over 3,200 items.
Requirements were dropped for most of the items which were shifted from
the controlled to the permissible liét in March 1973. The authorities also
eliminated the country of origin requirements on imports of certain bulk
goods and raw materials in July 1973 and on imports of more then 1,200 con-
sumer items in October and December of that year. These goods may now be

imported from any country except mainiand China.




Most imports require individual licenses. A general {covering) licen-
sing procédnre applies to & few items on the controlled list. Under this
procedure direct end-users are granted authorization semisnnually for the
importation of listed items specified by value and by quantity. Exchange
for such imports is obtainable automatically each time the importer presents
the general approved license at an appointed bank. Also, an automatic
approval system applies to certain items on the permissible 1ist., Under
this system, importers may obtain foreign exchange at any appointed bank
by submitting import licenses which are- automatically approved. During 1973,
the coverage of this automatic system‘was increased from 3,955 items to
10,271 items. For other imports, license applications are screened and
licenses are issued by the Application Receipt and Dispatch Center at the
Board of TForeign Trade.

Importers of goods on the permissible list may contact on documents-
against-payment (D/P), documents-against-acceptance (p/A), or usuaﬁ;e letter
of eredit terms. An advance settlement requirement is a condition for tﬁe
issuance of a lebter of credit., Exchange settlement corresponding to 25 per
cent of the f.o.b.,, c.&.f., or ¢,i.f. value of imports must be made within
28 days of approval of the license  for all imports under sight letter of
credit; the requirement is 15 per cent for usance letters of'credit; 15 per
cent for letters of credit financed by self-provided exchange; 20 per cent
for letters of credit on an installment payment basis; and 10 per cent for
letters of credit covering bulk importsiépecially approved by the Ministry

of Economic Affairs.



Customs collections as a proportion of tobal imports showed a steady
decline during the period 1968-72 and the reduction of tariff rates con-
tinued through 1973 and 197k. In August 1973, tariff reductions of up to
50 pér cent on grains and steel scrap that had beén introduced in February
were extended for six months; in addition, tariff reductions of about
50 per cent on imports of nine industrial raw material products were intro-
duced. The reductions on the 19 items were extended in February 197h.
Tmport duties on 36 categofies of fqodstuffs and other basic consumer goods
were reduced by 25-50 per cent for é period of one year in December 1973
and reductions of up to 62 per cent on apprOXQmately 200 agriculturalvitems
- were announced in October 197k. B

With minor exception§ ekporters are required‘to surrender exchange
earnings and all exports require licenses, mainly in order to ensure the
surrender of exchange receipts. Quobta limitstions exist on the export of
mushrooms, asparagus, and bananas and there are ceilings on the export of
textiles to Canada, the United Stateé and the EEC, In September and
October of 1973, exports of certain foodstuffs, chemicals and paper pro-
ducts were prohibited,

Manufacturers who use imported raw mabterials to produce goods for
export are, after export of the processed goods, refunded various charges
imposed on such raw materials. These charges include import duties, harbér
dues, and commodity tax. Some preferential trestment is accorded to payérs
of income tax related to the production of goods for export, provided that
the taxpayers submit satisfactory proof of such exports; complete exempti&n
from the tax is not granted, however., Prior to July 1974, these duty and

tax rebates had been based on the f.o.b. price of the exports, As of



July 1974, rebates are to be calculated on the basis of 120 per cent of
the f.o.b. price. This enables exporters to obtain higher rebates with-
out raising prices. Earlier, in May ‘1974, the availsbility of export
credit had been increased and the interest rate charged was ;educed from
12 per cent to 10 per cent.

3. Invisibles

A1l payments for invisibles require approval from the Central Rank.
Payments for invisibles directly related to trade are permitted freely
vhen the basic trade transaction has been approved. 7The tranéfer of
interest, profits and earnings on authorized foreign investments in the
Repubiic of Chiﬁa may be made without restriction.

Foreign exchange for payments of certain other invisibles is allo-
cated up to established limits or on a percentage basis. In July 1973,
certain limits were increased. These included a US$1,200 a year increase
to US$3,600 a year in the amount of tuition and living expenses thé% can
be remitted for students_in the second to fifth academic years. The fuli
amount of tuiltion and living expenses of students in the first academic
year may be remitted. There was also a US$200 increase to US$L,200 a

" month fér up toAfhree monthé for ﬁusiness travel abroad and a US$hbd‘ -
increase to US$1,000 a trip for tourist travel. There is, however a
continuing policy of not normally granting visas for tourist travel to
Chinese nationals.

k., Capital
i The policy of active encouragement of direct investment continues in
accordance with the Foreign Investment Law of 1954, as amended in 1959,

and the 1971 Statute for Encouragement of Investment. To obtain the bene-

fits of the investment laws, investments by nonresidents must be made in



enterprises conducive to the economic and social development of the country,

such as mining, communication, and manufacturing for domestic needs.

Preference is given to invesfors Whé ihﬁend to produce goods for export or
for replacing imports. Transactions by nonresidents in stocks and bonds
must be made through the intermediary of regisfered brokers.

Direct investment abroad is subject to approval. Applicaticns that
receive sympathetic treatment include those which would assist in assuring
a stable supply of raw materials for domestic industries. Portfolio invest-
ment abroad by private residents is not normal;y permitted.

Restrictions.on short~term foreign borrowings were adopted during 1972
and early 1973_to reduce the external sgrplus and its expansionary impact
on domestic liquidity. However, in March 1974, the Central Bank announced
that foreign borrowings for any purpose were now permitted, except»borrowh
ings to be used as revolving funds.

5. Gold

Producers of gold mast sell their ocutput to ornsmentai gold processors
through open tenders conducted by the Central Trust of China, All newly
produced gold that remains unsold must be kept by institutions designated
by the Government, Oﬁher residents may hold gold but its use as collateral
for loans is prohibited. Imports of gold by travelers are permitted but
amounts above a certain limit must be declared; other imports of gold are
not permitted. Residents may take out gold in the form of Jewelry subject

to a weight limitation., Other exports of gold are not normally permitted.



6. Changes during 1973 and 1974
1973

January 1. A nmuwber of luxury goods and less essential items were
shifted from the prohibited import list to the controlled list. They
included certain Chinese luxury foods, cigarettes, cigars, liquor, certain
Jewelry, certain medicines, tea, sugar, and molasses.

January 1. The tenth edition of the classification of import and
export commodities came into effect. It covered 15,261 import items. Of
these, 14 items were prohibited, 2,864 were controlled, and 12,383 were
permissible. These numbers toock into account the shifts from the prohibited
to the controlled list that are indicated in the first entry for January 1,
aboye.

January 15, The Central Bank ceased to appfove new borrowing abroad
in the form of short-ternm foreign currency loans for working capital purposes.

January 15. Foreign exchange settlement arrangements with banks were
changed to provide for the simultaneous payment of domestic currency upon
the surrender of export proceeds and other foreign exchange earnings to the
Central Bank. Previously, the Central Bgnk provided. domestic currency up
to 15 days in advance of the surrender.

January 22. For letters of credit opened by appointed banks under
foreign currency loans for imports, importers were reguired to settle in
advance not less than 10 per cent of the total amount of the letter of
credit.

January 23. Ekports of wheat flour were suspended for one year, and

exports of steel were suspended indefinitely.
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January 24, It was announced that the Central Bank would extend
US$&OO miliion in foreign exchange ioans for the import of daily necessities
and of industriél raw materials and capital equipment. Of this amount, one
half would be loaned by various banks at 7 1/2per cent per annum for the
importation of machinery. The remaining US$200 million would be loaned
through banks to traders and manufacturers for imports of necessities and
raw materials, also at'?l/Qper cent per annum. In addition, to curb rising
prices of certain imported products, direct financing would be available at
51/2per cent per annum through the Board of Foreign Trade.

February 1. Foreign banks in China were permitted to accept local
currency demand deposits, but not time or savings deposits. FEach bank'é _
local currency deposits could not exceed lEl/Qper cent of capital, and
there was an qverall ceiling on the deposits of ail foreign banks combined.

February 16. TFollowing the announcement that the U.S, dellar was being
dévalued, the Republic of China established a central rate of NT$1H=
SDR 0.0218144, corresponding to NT$45.8413 = SDR 1 or NT$38 = US$L, and
continued to avail itself of wider margins. The official buying and seiling
rates for the U,S. dollar, previously NT$40.00 and NT$L0,10, were set at
NT$37.90 and NT$38,10,‘respectively, per US$1.

February 17. The conversion rate for Japanese banknotes was changed
from ¥ 8.5 = NT$1 to ¥ 7.5 = NT$1.

February 25. Import duties were reduced by up to 50 per cent on ten
import items, ihcluding barley, corn, soybeans, molasses, wheat bran, and

steel scrap. On August 2&, these reductions were extended for six months.

i



March 7. The value of bona fide gifts and commodity .samples which may
be sent abroad, subject to approval, was increased from US$100 to US$200.
Tourists leaving the Republic of China were allowed to take out domestic
products valued at up to US$200, compared with US$lOO previously, without
providing evidence that they had surrendered foreign exchange.

March 15. The Board of Foreign Trade began to meke foreign currency
loans available to importers through the Centfal Bank. The total amount was
initially set at US$200 million. From July 1, unlimited foreign currency
loans were made available for imports of wheat, soybeans, corn, and iron
and steel,

March 16. Over 2,000 items were shifted from the list of controlled

- imports to the permissible list, and one item from the prohibited list to

the controlled list. As a result, 13 import items were prohibited, L61 were
controlled, and 14,787 were permissible. Most of the shifted items hence-
forth could be imported from all socurces except mainland China.

March 16. The requirement was withdrawn that in certain manufacturing
industries a stipulated minimum ratio of the value of manufactured products
must be met by the use of domestic resources. However, the uée of local
materials continued to be required for certain domestic industries.

April 1. Approval was no longer given for the renewal of mafuring
short-term foreign currency loans for working capital. Refinancing of
such loans was to be obtained in domestic currency through local banks.

April 1. Advance settlement requirements for imports were increased;
for sight letters of credit the increase was from 20 per cent to 25 per

cent of the wvalue.
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April 1. Export financing loans by banks to manufacturers, other than
loans for exports of machinery, were provided only up to 80 per cent of the
amounts previously made avallable.

April 1. The acceptance by domestic importers and manufacturers from
foreign suppliers or bahks abroad of short-term financing and/or usance
letters of.credit of less than one year was suspended, After meeting the
advance settlement requirement, domestic importers and manufacturers couid
apply to appointed banks for loans in domestic currency for settlement of
the balance. The rate of interest on these loaﬁs was vixed at'71/2per
cent per annum.

April 1, Tmports of machinery and eguipment had to be made on a cash
settlement ba;is when the amount involved was lesé than US$3 million and
the terms of repayment were less than five years. After advagce settlement
of 20 per cent of the foreign exchange amount, importers and manuf§cturers
could obtain domestic bank financing at'71/2per cent a year for the remain—
ing 80 per cent of the import value..

May 3. The limitations imposed on April 1 on imports on a documents
against acceptance (D/A) basis or a documents agains£ payments (D/P) basis
were removed. |

July 1. Consular invoices ceased to be required for importé.

July L. Certain limitations on permitted countries of origin for
impérts of bulkvgoods and industrial raw materials were lifted. Henceforth,
these could be imported from any source other than mainland China, while
previously restricted sources of origin included Hong Kong, Japan, Macezo,

Malaysia, and Singapore.



July 17. The remittance facility for individuals was increased from
US$100 to US$200 per transfer.

July 17. The exchange allowances for study abroad were increased.
Those for approved travel abroad were increased from US$600 to US$l,OOO a[
person a trip (from US$3OO to US$500 for children). The living expenses
allowance for business travel was increased from US$1,000 to US$1,2QO a
month,

August 10. The Central Bank made available domestiec finance up to a
total of NT$1 billion to facilitate the financing of imﬁorts by smﬁll and
medium-size enterprises of basic consumer goods and industrial raw matefials.
Such enterprises were, in addition, urged to avail themselves of foreign
currency loans of the Central Bank at preferential interest rates
of 51/2-71/2 per cent. |

August 22, Tariff reductions of about 50 per cent were announced for

imports of nine industrial raw material products.

September 22, Exports of certain foodstuffs and fertilizers were

prohibited.

October 9., FExport controls were imposed on additional commodities.
These inclu_ded chemicals, foodstuffs, and paper producés.

October 23. The country of origin requirement for 824 categories of
consumer goods imports was removed. These goods could now be imported from
any country except mainland China, while previously the restricted sources
of origin included Hong Xong, Japan, Macao, Malaysia, and Singapore.

December 7, Import duties on-36 categories of foodstuffs and other

basic consumer goods were reduced by 25-50 per cent, for a period of one

year.



December 22. The country of origin requirement for another LO4 cate-
gories of consumer goods imports was removed. These goods could now be

imported from any country except mainland China.

197k |

January 20, Saudi Argbia assured China that it would continue to
receive oil imports at the same level»as during the first nine months of
1973. Extensive technical assistance for Saudi Arabiafs development pro-
gram was promised in return. |

February 19. The reductions of up to 50 per cent in the import duties
on 19 industrial items including sulphur, phosph;rous and raw steel materials
that were introduced initially in February and August of 1973 were extended.

March 2&4. . The Central Bank announced that foreign loans for any pur-
pose were to be accepted except logns that were to be used as revolving
funds. |

y@Q;E. A new policy of providing loans to exporters against export
letters of credit was announced; the Central Bank would provide funds to
commercial banks for this purpose., Also, the Central Bank's interest rate
on advances to commercial banks for export financing was reduced from 12 per
cent to 10 per cent. | |

May 31. Official sources indicated that the Minister of Economic
Affairs was preparing.a list of products Whosé import tariffs wefe to be
raised to reduce China's trade deficit. The list was to include television
sets and refrigerators. The Ministry of Figance was to be responsible for

i

the details of the tariff increases once the list was prepared.




June 19. Impcrts of automobiles and color television sebs from Japan
were suspended and the number of color television sets imported from the
United States and Europe were resbtricted.

July 9. In order to increase the amount of import duties and taxes
refunded to exporters, 120 per cent of the f.o.b, price could be used in
calculating the rebates, Previously, the f.o.b. price was used.

October 1. Import duties on approximately 200 agricultural items
were reduced, including fruits and vegetables; the reductions ranged from

62 per cent on corn and other bran cereals to 6 per cent on inedible animal

olils and grease.
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CONFIDENTTAL

Republic of China

Date of Admission to the Fund: An original nenber,

Current Exchange Rate System: Currency unit is the new Taiwan dollar;
an initial par value at NT$40.00 to one U.S. dollar was .epproved by the
Executive Board on September 4, 1970, On December 21, 1971, China
informed the Fund that the exchange rate of NT$L0.00 per U.S. dollar
would be maintained., This represented a decrease in the gold value of
the new Taiwan dollar of 7.89 per cent. On May 8, 1972, this rate,
which corresponds to NT$L3,4286 per SDR 1 was agreed with the Fund as
the new par value. On the same date, China notified the Fund that it
availed itself of wider margins under Executive Board Decision No. 3463~
(71/126), adopted December 18, 1971. On February 16, 1973, China com-
municated to the Fund a rate of 0.021814L special drawing rights per new
Taiwan dollar to be a central rate in accordance with paragraph 2(a) of
Executive Board Decision No. 3L463-(71/126), adopted December 18, 1971.
This rate, which corresponds to NT$38.00 per U.S. dollar, to 0.0193858
gram of fine gold per new Taiwan dollar, and to NT$LS5.8L13 per special
drawing right, represents a devaluation of 5.26 per cent from the par
value expressed in gold. The new Taiwan dollar has, since, been float-
ing with the U.S. dollar. ‘

Quota: China has a quota of SDR 550 million. In the past it has not
consented to.any increase in its quota. Payment of the gold portion of
its original subscription to the Fund pursuent to Article IIT, Section 3
was completed on August 1k, 1970,

Special Drawing Rights:- China is a participant in the Special Drawing
Account but opted not to receive an allocation.

Use of Fund Resources: A gold tranche purchase of SDR 60 million was
nmade on October 20, 1971. Present Pund holdings of new Talwan dollarg
amount to 100 per cent of China's quota.

Article XTIV Consultation: The 1973 discussions were held in Talpel during
April 11-20, 1973. ‘ :

Current Economic Developments

Domestic developments

Gross national product: Real GNP increased by 12.3 per cent in
1973, compared with about 11.4 per centin the previous two years; in the
first half of 197h it increased by 6.5 per cent over the corresponding
half of 1973. For the whole year 1974, growth rate is expected to be 8
per cent, Supply shortages and high costs of agricultural and industrial
materials, including oil and related products, are responsible for the
slower growth. In the first half of 1974 agricultursl output rose by 2.6
per cent over the corresponding half of 1973. The first rice crop was 11
per cent higher than in 1973. The growth in industrial output was 8 per
cent cumpured wibh 24 per cent. Tue glowdown was perticularly pronovnced
in industries requiring petrochemicals. '
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Govermment finance: The FY 1973 budget yielded a larger surplus

than estimated, mainly because tax collections exceeded projections. No
information is available for the fiscal year ended June 197k,

Monetary conditions: Money supply rose by 47 per cent in 1973.
The major expansionary factor was credit ¥ the private sector which rose
by 50 per cent. In January 1974, the rediscount rate of the Central Bank
was raised from 10.75 to 14.00 per cent. Money supply, following a sharp
increase in January, declined by 12 per cent during February-April. It
again took an uwpward turn in May and June. The growth of credit to the
private sector slowed to 18 per cent in the first half of 1974. There was
a loss in net foreign assets (equivalent to 12 per cent of the money supply
at the beginning of the year). Money supply at the end of June 1974 was
at about the same level as at the end of 1973.

Balance of payments and reserves

Balance of payments: During the first eight months of 1974 the
trade deficit amounted to SDR 620 million in contrast with a surplus of
SDR 385 million during the corresponding period of the previous vear.
Imports rose in the first half of 1974 by around 45 per cent each in volume
and price over the sazme period last year; for exporis the increase in price
was much larger than the increase in volume. The Government took measures
in April-and May to speed up exports, including reduction of interest rates
for loans to exporters and lifting restrictions on exports of certain com~
modities, and special loans to medium and small expert industries. Despite
some official statements expressing concern sbout current deterioration of
the balance of payments, it is expected that exports will ®© bétter in the
latter part of the year. The outcome for the year as a whole is still
highly uncertain. '

International reserves: In the first seven months of 197&, gross
official gold and foreign exchange reserves declined by SDR 2Ll million to
SDR 850 million at the end of July 1974. Their ratic to imports fell to
36 per cent in 1973 and to about 23 per cent in 197k,

Restrictive system: Since the substantial liberalization in March
1973, imports have been rising at accelerated rates, In May 1974, the
Government proposed to the Legislative Yuan reduction of import duties on
raw materials and fool grains and increases in duties on less essential com-
modities. In June lQ?h, the Govermment suspended imports of automobiles and
color TV gets from JdJapan and restricted the number of color TV sets imported
from the United States and Europe.

External debt service: Debt service payments on public and publicly
guaranteed external debt were about 6.5 per cent of exports of goods and
services in 1972. The percentage was not expected to change much.
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Effective exchange rate: The trade-weighted effective rate of the
new Taiwan dollar vis-a-vis the currencies of China's major trading partners
had appreciated by less than 1 per cent by August 1974 compared with May 1971.
In August 1974 Chinese professors of economics from universities in the U.S.
recommended to the Government inter alia flotation of the new Taiwan dollar
and creation of a forward foreign exchange market.

Prices and wages: Following relative price stability for many
years, inflation accelerated in 1973. At the end of the year, wholesale prices
were 40 per cent and consumer prices 30 per cent higher than a year earlier.
The main causes were rising costs of imports and high rates of credit expansion
to the private sector. In January 1974, the Govermment introduced a stabiliza-
tion program allowing substantial increases in prices with intention to stabilize
them subsequently at a higher level. As a result, wholesale prices rose by
16 per cent in February and consumer prices by 19 per cent; since then through
June they have declined. It is believed that wages have increased considerably;
however, recent data are not available.

Technical Assistance: Mr. Quinton from the fiscal panel assisted in the adoption
of the Brussels Tariff Nomenclature from May 1971 to November 1973. Mr. J.C.
Duignan from the fiscal panel prepared a report om a value-added tax for the
Republic of China in 1970 and visited Taipei in January 1974 to assist in the
preparations for the introduction of the tax. A CBS mission visited Taipei
during March 1974 to assist in revision of the Central Banking Act.

-
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. since been floating with the U.S.

. Exchange rate system~

Republic of China

Basic Data

IMF (as of August 31, 1974) Lo - “"--f “A-A,“",th_[;

. L ui/ -

' NT$38 US$1 (central rate)

1974

15.8 (1.9)

25,536.0 (10.9)

672.0 (10.9)

275.7 (8.0)
403.5 (13.0)

4,821.0 (11.4)
4,915.0 (30.5)
-94.0(~126.7)

-100.0(-117.8)

~-260.0(~226.2)

" Quota SDR 550 (million)
_Fund holding of national currency 100 per centgf ,
1972 1973
Population (in millions) 15.2  (2.0) 15.5  (1.9)
Per capita GNP
At current prices (NT$) 19,201.0 (14.9) 23,014.0 (19.9)
_ At current U.S. dollars 480.0 (14.9) 606.0 (26.2)
GNP (NT$ billion)
At comstant prices 227.3 (11.4) 255.3 (12:3)
At current prices 292.4 (17.3) 356.9 (22.1)
Inflation (Annual rate) .
Consumer prices 4.3 29.6
Wholesale prices 7.3 40.3
Central Government Budgets (NT$ billiom)
Revenues 63.8 (19.0) 68.9 (8.0)
Expenditures 60.2 (15.9) 68.7 (14.1)
Budget surplus or deficit () 3.6(108.9) 0.2 (-94.4)
f/"‘qney and Credit (growth rate)
~~" Narrow money 34.6 47.0
" Quasi-money 30.5 21.7
Domestic credit (net) 20.3 36.0
Balance of Payments (SDR)
Exports 2,744.0 (34.0) 4,328.0 (57.7)
Imports ~2,148.0 (22.4) -3,766.0 (75.3)
Balance of trade 596.0(103.4) 562.0 (~5.7)
Current account balance 472.0(1L76.6) 562.0 (19.1)
Capital account balance ~5.0(-77.3) ~356.0 (612.0)
Overall balance 467.0(135.1) 206.0 .(-55.9)
.Gross International Teserves  (SDR) ; S oL
As percentage of imports 20 36

. 23; e

1/ Following the devaluation of the U.S. dollar in February 1973, a central rate pegged

to the U.S8. dollar was established for the new Taiwan dollar.
dollar. '
2/ No drawing other than the gold tranche purchase.

lne new Talwan dollar has
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Mr. Tun Thin ' o October 19, 1973
‘/ana:m R, Paloer |
' Chipna and Repai

On my return from Paris, T found Mr. Matterz's memorandum of
September 26 reporting on the additional meeting with Governor Sharma on
Nepal during which the question of the timing of the prospective Fund
uission was raised. The suggestion is made In the memorandum that the
wission should take place earlier than the time (Janmary/February)
originally discussed with the Hepalese delegation. ¥From my point of view
this 4s & question of relative priorities which the Asisn Department can
best decide. As you know, we have planned that Mr. MclLenaghan would
20 on a somewhat similar mission to China possibly in late November/December.

I simply do not have any well qualified individual who could do the job in

Nepal before February. If, for some reasom, it should be decided not to
proceed at this time with the special study on China, then from a personnel
availability point of view, it would be possible for Mr., Mclenaghan to go
to Kepal in late November.

Since there are a number of people the Asizn Department involved
in this question, I thought it best to do this randum,

ee: ¥r. Woodley
¥Mr. Narvekar
Mr. Mattera
¥Mr. McLenaghan

L N 2 L et s o ™
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TOo :  Mr. Palmer DATE: September 17, 1973

FROM : J, B. McLenaghan

v /
s R
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~TN\ |

SUBJECT : Republic of China

The attached is an updated version of the earlier note prepared by Mr.
Ahrensdorf and is now described as a briefing paper for the Annual Meeting. The
following points should be noted:

1. Latest trade data indicate that there was an easing of the trade sur-
plus in the three months to end-July 1973, largely as a result of a sharp rise in
imports. This suggests that the March 1973 import liberalization may by now have
had some effect. On the other hand, the increase in net foreign assets of the
banking system in the seven months to July 1973 indicates that there has been a
continuation of pressures on domestic monetsry management, although recent revi-
sions to the series on reserves are large and difficult to interpret. Clearly,
however, the rate of growth in money in the seven months to July (see page 3) was
uncomfortably high.

2. The suggestion on page 5 (first full paragraph) with respect to higher
rates of interest on foreign vis-é-vis domestic currency deposits is made, of
course, in the context of the disposition of banks' existing deposit liabilities
within the existing interest rate structure. It is not intended to suggest that
banks should offer high rates in order to attract foreign currency deposits.

3. It is now understood that this note is not to be given to Minister
Mertin Wong. Presumably, however, the relevant issues will be raised by the
Chinese authorities in Nairobi.

k. I have been given a copy of Mr. Brau's recently prepared memorandum
in which he puts forward a suggestion for an in-depth study of exchange and trade
system policies in Korea. My initial reaction is that there are certain striking
similarities in this area between Korea and the Republic of China, although the
latter's system is probably a good deal less complex. Nevertheless, it may be
worthwhile to consider whether such an approsch with respect to China is warranted.
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Chiha - Briefing Paper for Annunal Meeting

Background

Around early Aﬁgust the Chinese authorities considered‘opiions to
restraiﬁ the influx of liquidity from abroad as the substantial import
liveralization of March_l973 did not seem to have had an immediste effect.
Consideration had Been given to eithef revalue the NT dollar or to let it
float. '

Apart from external cbst-push factors, the liguidity influx from the
external sector in 1972 had been a major source of inflation. The trade
surplus of about US$647 million was & considerably more important source
than inflows of short-term capital. In fact, there was a net outflow
inéluding ngt errors and omissions of US$21l million against US$&8 million
in 1971.;J

In February 1973, the NT dollér was revalued visfa-vis the U.S8. dollar

" by 5.26 per cent, resulting in an effective depreciation of the NT dollar

vis~a~vis the currencies of China's principal itrading partners of‘O;l per
cent from the end of 1972, From end-February to end-August there was av
effective depreciation of about 2 éer cent.g/ From end-April 1971 to end-
August 1973, the effective depréciation wpﬁ about 9 per cent.

The trade data for Aprll-July 1973 1ndlcate that imports increased by
49 per cent over the same period of 19T2 In the first quarter the corres—

ponding increase had been 17 per cent. The respectivé ihcreases in 1972

had been 5T per cent in the first quarter and 36 per cent in April-July

(Table 11). This seems to preclude seasonal factors and suggests that the

l/ Exchange settlement data for 1972 show inward remlttances "Other com~
panies and corporations" of US$326 million against about US$220 million in
1971. The nature of this item is not clear, nor is the extent to ‘which it
is convered.in balance of payments statistics. The swing in errors and
omissions between the two years was only UsS$25 million.

2/ Calculations for various subperiods, as well as separated for exports
and imports, are shown in Tables 1-10.
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import liberalization of last March, in conjunction with related measures

such as easing of financing and some tariff reductions, has indeed been
effective rather quickly. Total exports as weli as those to the United States
increased in April-July 1973lat about thé.samé rate as in the flrst quarter
(over the resﬁecfive periods of 1972). Exports to Japan rose in both periods
by well over 100 per cent compaied with 1972. 'The overall trade surplus in
April-July 1973 was US$140 million compared with US$214 million in the first-
quarter, Imports from the U.S. in this period wefe more than twice as large
as in the same period pf 1972 and China's trade surplus'was'nearly‘MO per

cent less. .

In January-June 1973 e#port and import volume was 23 per cent and 10 per
cent abéve the same period 1ast.§ear; unit values for exports were 13 per
cent and for imports 15 per cent higher, compared with 1ncreases of 9 per
cent and 12 per cent, respectively, in the whole of 1972.

Between end-1972 and end~July 1973 the net foreign assets (NFA) of the
banking system increased by NT$11.5 billion aéainst an increase éf about
NT$9 billion in the same period last year., As the Central Bank's -(CB) and
"other" banks‘ NFA changed little, almost all of the increase was due to
the rise in the Bank of Taiwan (BOT) gross foreign assets in June and July
of almost NT$12 billion. In both months CB advances to BOT increased by

toy
practically the same amount and CB—NFAfdeciined by about NT$9 billion. It
is difficult to interpret this developmeﬂt; such large swings have not occurred

in the past.;/ One possibility is that the BOT acquired a substantial amount

lj In July the Central Bank published new series' of net foreign assets.

'The old series had shown for the period December 1972-May 1973 a decline in
___total net foreign assets of about NT$1l.6 billion. It would seem that a large

ited accounting for the change has been the exclusion of presettlement require-
ments for imports from foreign liabilities. Such requirements increased by
over NT$6 billion between end of 1972 and July 1973. Furthermore, advances
against export bills were apparently reclassified as domestic assets and. inward
remittances bought and outward remittances sold were shifted to domestic assets
and liabilities respectlvely., These items cannot be identified at present.

The remaining increase in total net forelgn assets, after allowing for the
reclassification of prepayment requirements for imports, would be about

NT$6 billion. This may imply that the shift to domestic liabilities of outward
remittances sold may have been much larger than the shift of inward remittances
bought to domestic assets.
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of foreign exchange from the CB toc finance imports on easy terms in the
near future. It is also possible that the BOT has been allowed to hold
foreign assets in forms other than working balances.

CB net domestic assets increased in Januafy-July in contrast to declines
in earlier periods and there wés a further substantial expansion of bank
credit to the private sector. By July monetary expansion had increased to
an annual rate of 53 per cent (Table 12).

In August, the Minister of Finance reportedly stated that inflationary
pressure generated by the increase of foreign assets had ease& and that there
was no immediate need to revalue the new Taiwan dollar.

Oétions |

1. In_Aprii, the time of the cénsultation discussions, some gquarters

in Taiwan argued for another revaluation of the NT'dollar vis-a-vis‘the U.S.
dollar of about 5 per cent. Compared with the pre-February situation, this
would have amounted to an effective appreciation of about 3 per cent (othef
things, including exchange rates, remaining equal). Tt would seem doubtful
whether this would have an appreci;ble effect on trade flows, although it

nmight help restrain somewhat the rise in iyport prices; (the experiences of
'y

‘ > ) » 4 4 k3 £ d » )
other revaluing countries do not encourage much optimism in this respect).

On the other hand, it may strengthen expeétations of further rate adjust-

ments and induce inflows of unwanted capital and thus aggravate the liguidity

problem, A substantial revaluation on the other hand may call for some

——reversal before long in the light of evolving conditions in international

-

markets.
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2. According to Mr. Martin Wong, thought has‘beén given to the option of
letting the NT.dollar floaet by creation of a foreign exchange certificate

market. Negotiable certificates of limited maturity were enviségedAto be

traded by all (?) users of foreign eichange in a free (?) market. (Limitations
on the purchase of certificates could, under present conditions, lead to an .
undue appreciation.) The meyit of such certificates is not cleér, except pefhaps

if benks have relatively little experience in foreign exchange operations (as

in Korea in 196h). The Chinese authorities seemed to consider this aspect.

3. Taking this consideration into account as well as the uncertainﬁies
on the internstional currency scene;"é case could be made for allowing for

the time being free foreign exchange trading at the ?resent rate. China availed

itself of wider margins in February. Use of this facility would introduce,
and pave the way toward, a greater degree of flexibility.;/ ‘Such a system
would involve dismantling of su;rénder requirements for proceeds from exports
and invisibles against local currency and of other remaininé exchange restric-—
tions on current payments and transfers. Furthermore, there may Sé,scope for
strengthening and speeding up the effects of the import liberalization in
March by a more liberal asdministration, and for further reductions in tariffs.
and certain financial export incentives. '%pme controls over cerfain inward
capital movements might be retained or even strengthened. Banks might be
allowed to make short- or even longer-term foreign investments.‘ $uch
facilities would permit interest‘arbitrage operations, ﬁhich could bé

encouraged by providing forward cover on sufficiéntly avtractive terms to,

[POE— _

——

in -the current situation, place funds abroad. This would also help obviate

reductions in domestic interest rates which, for internal reasons, seem to be

1/ The spread on quotations for the U.S. dollar is at present NT$38.10 and
NT$37.90, . - '
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undesirable as forward operations would have the same effect on the external
side and ease the dilemma situation as regards interest rate policies,
(although it may result in losses of the monetary suthorities). In April
the Chinese authorities referred to unfamiliarity of traders with use of
Vforward‘facilities. This probably holds less for banks., In any caée,‘in
the current situstion, moves in this direction could prove useful, although
significant immediate results seem doubtful,

Banks could bé induced to offer more attractive interest rates on foreign
currency deposits; theseArates are generally iower than rates on domestic
currency depecsits and have been redué;d éé;éral times in recent years. Also,
differentiai reserve requirements favorable to holding of foreigﬁ balances
could bevapplied. In some areas .a liberalization of controls over capital
exports by noﬁbanks might'be feasible, In April, the authorities considered
relaxing restraints on remitténces of capital gaiﬁs and were encouraging
certain forms of Chinese direct investment abroad.

A relatively free exchange sysfem with an at least initially féirly
stable exchange rate would facilitate introduction of floating (or some form
of crawling peg) if this should be considered deéirable in the light of
evolving conditions. " Initially, by effeéti%ply‘liberalizing the restrictive
system, it would, among other things, tend to help restrain the inflﬁx of

liguidity from abroad. Quantification of effects does not seem possible.

Treasuyy bills

Efforts to activate operations in Treasury bills by creation of machinery

—— .

and market might well be intensified in order to absorb liquidity. Reportedly,

it is intended to issue bills at face value and a fixed iﬁteresﬁ rate to meet



seasonal budgetsary requirements, with the Government meeting the interest

cost., In addition, bills are to be issued on a discount basis to mop up
liquidity, with the Central Bank meeting interest costs. Pertinent legislation
has been passed. (The authorities mey consider requiring exporters to invest

& certain proportion of their proceeds in Treasury bills. In theAmid-196OS

there was a similar practice with regard to exporters of certain products.)



‘Labl: 12, China: A Changes in Monetary Aggregates; 1970-73

(In billions of NT doliars)

: ‘ January-July
1970 1971 1972 1972 1973

Qentiral Bank

~ Tlet foreign essets  9¢7 T3 24.0 11.0 0.5
Mot domestie asse‘c.s' ' 5,9 S «1.3 1,1 ) =231 8.7
'/) ' Reserve money = 2.8 7 6,0 9.9 8.9 Q,é
Baaktlag system o »
Vet forelgn essets 9.2 141 '23.1 9.3 11,5
.'E}omestie credﬁ.t T 13.h 20,5 21.5 12,0 28.3
Tublic (net) L0 31 =36 0.1 . -8.1
 Private 4’ | 124 7k 251 12,1 36.4
’Quési-mo:aey ' ' 12'.:2 . 20.0 l2h.6 '3.3:.5 18.1
Money 5.9 6.4 12 3.8 13k

O '

— Bowrces The Central Bank of Chinag ?inam:[;zl Statisties Monthly, Avgust

1973 {revised data), Ta:‘g;;ei,* Taiwan, (hina. ! R : ' '



Mr. Palmer August 28, 1973
John B. MeLenaghan

Republic of China--Exchan tem

To acquaint you with the latest position.

The attached note was prepared by Mr. Ahrensdorf after several discussions
with Mrs. Yang and me; I have added some further thoughts in a separate note, also
attached. The arguments put forward for a change in the exchange rate depend, of
course, on the verification of a strengthening of the pressures arising from the
influx of foreign exchange. This still awaits the receipt of recent data on inter-
national reserves, balance of payments, money supply, etc. requested through
Minister Wong at the-Chinese Embassy.

A recent press report indicates that there was a sharp increasse in the
rate of growth of imports in the second quarter of 1973--49 per cent higher
than in the same quarter of 1972; the comparable increase in the March quarter
of 1973 was only 1T per cent. Whether this reflects the import liberhlization
earlier this year must awvait other supporting evidence.

Attachments



August 23, 1973

Republic of China--Further Thoughts on the Exchange System

The basis for discussion is the argument that the influx of foreign
exchange (export surplus) is providing the major stimulus to price increases.
We need to know:

a. The extent of the increase in foreign reserves in 1973 to date.
b. The extent of the price increases.

e¢. The extent to which growth in money supply has accelerated.

d. The influence of using import prices in domestic price increases.

Answers to these questions must awvait the arrival of relevant data.

Assuming, however, that a case can be made for a (fundamental?) disequilib-
riuz in the balance of payments, then the following aspects need to be considered:
A freeing of the exchange and trade system and controls would work in the
direction of easing the pressure of inflows of foreign exchange. That is,
China's controls on exchange and trade historically have been directed at con-
serving foreign exchange—e.g., the use of multiple currency practices and
the use of fairly restrictive asdministrative controls. What is needed,
therefore, is in effect a reversal of this "conservationist" approach.

Emphasis can be placed on the need not only to provide for a more liberal
set of controls and regulations, but slso for a more liberal approach imn
administering the system. This applies not only to the payments system but
also to trade (especially import) controls.

On the exchange rate side the options seem to be:

(i) To revalue the KT dollar--a range of between 5 and 10 per cent
would seem the most that could be expected; (ii) To allow the NT dollar
to float--but limitations on the purchase of foreign exchange certificates,
in the sense that they would be reserved for registered traders, would not
necessarily lead to an appreciation of the RT dollar. In fact, such limita-
tions could have the reverse effect. (iii) The use of wider margins could
indeed be bdeneficial, Indeed, the spread on quotations for the U.S. dollar,
at present NT$38.10 and NT$37.90, could be widened.

As tothe foreign exchange operations of banks, various alternatives
exist which could prove helpful in discouraging the conversion of foreign
exchange receipts into domestic currency. Differential reserve requirements,
favorable to the holding of foreign currency, could be applied. Banks could
be induced to offer higher rates of interest on foreign currency deposits.



Buch actions presuppose, of course, that banks are given freedom to
hold foreign assets.

In the field of capital controls, as well as the measures already
mentioned, there could be scope for tightening requirements on the terms
of commercial peyments. Thus, on the import side, advence payments could
be encouraged and deferred payments discouraged, while for exports,
the reverse could apply, i.e., a less liberal spproach to advance receipts
and encouragement of deferred receipts, etec.

In terms of sequence, there is a case for arguing for e loosening
up of the exchange and trade system. In the present situation this
should have vholly beneficial effecta. As well as the areas already
mentioned there is the possibility of tightening controls on capital
inflow although this does not appear to be a major cause of the build up
in reserves. If necessary, of course, measures along these lines may need
t0 be accompanied by exchange rate action on one of the levels suggested.
A judgment on this needs to await data on developments in 1973.

John B. Mclenaghan
Exchange Restrictions Division



MEMORANDUM FPOR FILES

Bubject: Republic of China--Centrsl Banking Law
"

The attached memorandum from Mr. Khatkhate to Mr. San Lin
of July 31, 1973 vas referred to me for comment by Nr. Ahrensdorf.
I told him that with respect to item & of the memorandum, I was not
avare of "the many foreign exchange restrictions which do not per-
mit foreign exchange operations as an inatrument of mongtary policy.
The problems for domestic monetary management arising from substen-
tial inflows of foreign exchange were discussed at length during
the Artiele XIV consultation discussions in Taipei during April 1973.
The Chinese suthorities had already taken some measures toward the
end of 1972 to offset these influences by placing limits on foreign
borroving. They vere conscious, however, of the need to adapt their
techniques of foreign exchange management in support of monetary
policy, e.g., by permitting the commerecial banks to hold increased
amounts of foreign exchenge. (See Mr. Ahrensdorf's memorandum to
Mr. Tun Thin, August 6, 1973 asttached).

I subsequently discussed the matter with !Mr. Khatkhate
and passed these views over to him,

John B, McLenaghan
Assistant Division Chief
Attachment

¢e: Mr. Palmer<
Mr. de Looper
Mr. Ahrensdorf

JBMcLenaghan :mo
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Mr. Tun Thin | August 6, 1973

J. Ahrensdorf / S /
' Mr, Khatkhate on Reform of China's Central Banking Law

1. Mr. McLenaghan and myself have some doubts about the desirability of
enabling "the Central Bank to extend medium- and long-term credit to the banking
system,"” considering likely effects on the flexibility of monétary management
(para. 3). In the present situation of external surpluses, for example, large
Central Bank holdings of non-marketable long-term domestic assets would make
appropriate adaptations in monetary policy still more difficult.

2. Regarding para. 4, the problem is not so much "foreign exchange restric-
tions which do not permit exchange operations as an instrument of monetary policy.
Rather it is some lack of instruments to curb, for instance, undesired capital in-
flows. More broadly, the Chinese authorities are aware of the desirability of re-
fining techniques of foreign exchange mana.gement so it can give stronger support
to monetary policy.

.¢e: Mr. McLenaghan /
Mrs, Yang '
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Mr. San Lin

Deena R. Khatkhgt\\b\

oATE July 31, 1973
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Taiwan's request for technical assistance for the reform of

the Central Banking Law.

After I received your request to gather some more information
from the Taiwan authorities - as to the nature of their request for
technical assistance in regard to the Central Banklng Law, I could

gather from them the following.

]
i

i
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At the first meeting our IFC team had with the Taiwan authoritles,i
both Governor Yu and Deputy Governor Dr. Kan Lee were present. Before
the meeting started I mentioned to them that I would call on them
later to discuss matters arising out of their request to the Fund for
technical assistance. Accordingly, the meeting with Governor Yu and
Dr. Kan Lee was fixed for the afternoon of July 25, 1973. At this
meeting they stated that the banking law, about which the Fund had
offered technical assistance, is at an advanced stage of discussion

in the Executive Yuan, i.e., their Parliament.

They expect no great

difficulties in its passage. Probably it will go through by the end

of January 1974 with some minor modifications.

The Law of Negotiable

Instruments, on which the Fund had also offered technical assistance,
has already been passed and some of the recommendations of the CBS
mission have been accepted agaln in modified form.

In the last two years, partly as a result of furthef developrents
in the Taiwan economy, and partly as a result of acceptance of a
variety of recommendations made by the IFC mission on capital markets,
many changes have come about with implications for the Central Bank.
Hence, the urgency is felt about the reform of the Central Banking
Law. 1In their view the following.are the main 1mperat1ves in this

regard:

1. The Central Banking Law has to take into account the changes which

are necessitated by the passage of the banklng law and the Law of

" Negotiable Instruments.

2.  There have been many useful ideas on the instruments of monetary
policy contained in the papers of the CBS-—-one on central banking

‘operations as a part of the CBS mission in 1970 and my paper on

"Evolving Instruments of Monetary Policy in a Developing Economy—-
the Case of China." It is their feeling that these ideas could be
given shape in the new Central Banking Law, in addition to many

others that might emerge.
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3. The Central Bank currently concerns itself with merely short-
term lending. The situation as is developing in Taiwan seems to t .
suggest the need for the Central Bank to extend medium—- and long~ ! '
term credit to the banking system. This may call for an appropriate ! :
provision in the Central Banking Law. : :
4. At present there are many foreign exchange restrictions which
do not permit exchange operations as an instrument of monetary policy.’
Currently Taiwan is flooded with foreign exchange due to a tremendous
rise in exports. This has created quite an inflationary situation,

The authorities feel that if they had some instrument on the foreign
exchange side that might have enabled them them to follow a restrictive
policy much more efficiently. This is again a task for the Central |
Banking Law. ' o | ' f C

=
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5. There is a rather vague clause in the banking law which refers
to the need for deposit insurance. I raised this point in the
discussion, trying to elicit from the authorities their ideas on
this subject. It turned out that they.are thinking of having a
-deposit insurance scheme introduced. I suggested to them that we
can think of various models--the latest being my own experience in
Afghanistan-—and they would like the CBS mission to undertake this !

also. g

They expect the mission to arrive there some time in the second
or third week of November. Before then they themselves will send us
briefing documents spelling out the main elements which need to be
taken into account in the central banking law and in the deposit
" insurance scheme. This material is expected to reach here by the first
week of October. This would leave about four weeks for us to mull _
over. the material. ' About the exact timing and other material, Governor
"Yu said that he would discuss: this at length with Mr. Mladek in
Nairobi in terms of Mr. Mladek's letter to him.
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MINISTRY OF FINANCE
REPUBLIC OF CHINA
TAIPEL. TAIWAN
CHINA

OFFICE OF THE MINISTER

August 9, 1973

Mr. W. Lawrence Hebbard
Secretary

International Monetary Fund
Washington, D,C., 20431

U. S, A.

Dear Mr. Hebbard:

ment,

Orig: ETR
cc: SEC

Thank you very much for your letter dated

July 20, 1973 and the enclosure concerning the Executive
Board Decision for the recent consultation with my govern-

ASD

I would like to extend to IMF my sincere
gratitude for sending the delegates to the consultation
meeting and deeply appreciate their contribution to the

fair evaluation of our economy.

We are looking forward to the continuation of

this harmonious relationship.

Yours sincerely,

(Ci—

K, T.
LA Minister of Finance
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August 8, 1973

MEMORANDUM FOR FILES

Subject: Republic of China--Central Banking Law

The attached memorandum from Mr. Khatkhate to Mr. San Lin
of July 31, 1973 was referred to me for comment by Mr. Ahrensdorf.
I told him that with respect to item 4 of the memorandum, I was not
avare of "the many foreign exchange restrictions which do not per-
mit foreign exchange operations as an instrument of monetary policy."
The problems for domestic monetary management arising from substan-
tial inflows of foreign exchange were discussed at length during
the Article XIV consultation discussions in Taipei during April 1973.
The Chinese authorities had already taken some measures toward the
end of 1972 to offset these influences by placing limits on foreign
borrowing. They were conscious, however, of the need to adapt their
techniques of foreign exchange management in support of monetary
policy, e.g., by permitting the commercial banks to hold increased
amounts of foreign exchange. (See Mr. Ahrensdorf's memorandum to
Mr. Tun Thin, August 6, 1973 attached).

I subsequently discussed the matter with Mr. Khatkhate
and passed these views over to him.

Attachment sistant Division Chief



Mr, Tun Thin August 6, 1973

J. Ahrensdorf /E;z/

Mr, Ehatkhate on Reform of China's Central Banking Law

1. Mr. McLenaghan and myself have some doubts abou‘t the degirability of
enabling "the Central Bank to extend medium- and long-term credit to the banking
system," considering likely effects on the fl exlb::.ll%y of monetary management
{para. 3). 1In the present situation of external :~:.uz'131m~:.es,p for example, large
Central Bank holdings of non-marketable long-term domes‘i:s.c assets would make
appropriate adaptations in monetary policy still more dlfi‘lcul't

2, Regarding para. U, the problem is not so much "foreign exchange restric~
tions which do not permit exchange operations as an instrument of monetary policy.”
Rather it is some lack of instruments to curb, for instance, undesired capital in-
flows., More broadly, the Chinese guthorities are aware of the desirability of re-
fining techniques of foreign exchange management so 1‘t can give stronger support
to monetary policy.

7
ce: Mr. McLenaghan /
Mrs. Yang

JA:hm
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Mr. San Lin . R © oam July 31, 1973 |
) !
Deena R. Khatkh£h§\§&

Taiwan's request for technical assistance for the reform of
the Central Banking Law.

After I received your request to gather some more information
from the Taiwan authorities as to the nature of their request for
technical assistance in regard to the Central Banking Law, I could
gather from them the following.

At the first meeting our IFC team had with the Taiwan authorities,
both Governor Yu and Deputy Governor Dr. Kan Lee were present. Before '
the meeting started I mentioned to them that I would call on them
later to discuss matters arising out of thelr request to the Fund for
technical assistance. Accordingly, the meeting with Governor Yu and
Dr. Kan Lee was fixed for the afternoon of July 25, 1973. At this
meeting they stated that the banking law, about which the Fund had
offered technical assistance, is at an advanced stage of discussion
in the Executive Yuan, i.e., their Parliament. They expect no great
difficulties in its passage. Probably it will go through by the end
of January 1974 with some minor modifications. The Law of Negotiable
Instruments, on which the Fund had also offered technical assistance,
has already been passed and some of the recommendations of the CBS
mission have been accepted, again in modified form.

In the last two years, partly as a result of further developments
in the Taiwan economy, and partly as a result of acceptance of a
variety of recommendations made by the IFC mission on capital markets,
many changes have come about with implications for the Central Bank.
Hence, the urgency is felt about the feform of the Central Banking
Law. In their view the following. are the main imperatives in this
regard: i

. | :

1. The Central Banking Law has to take into account the changes which
are necessitated by the passage of the banklng law and the Law of

Negotiable Instruments.
\

2. There have been many useful ideas on the instruments of monetary
policy contained in the papers of the CBS--one on central banking

‘operations as a part of the CBS mission in 1970 and my paper on

"Evolving Instruments of Monetary Policy in a Developing Economy—-—
the Case of China." It is their feeling that these ideas could be
given shape in the new Central Banking Law, in addition to many

others that might emerge.
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3. The Central Bank currently concerns itself with merely short- |
term lending. The situation as is developing in Talwan seems to
suggest the need for the Central Bank to extend medium— and long=-
term credit to the banking system. 7This may call for an appropriate |
provigion in the Central Banking Law.

4, At present there are many foreign exchange restrictions which q
do not permit exchange operations as an instrument of monetary policy.
Currently Taiwan is flooded with foreign exchange due to a tremendous |
rise in exports. This has created quite an inflationary situation. |
The authorities feel that if they had some instrument on the foreign

exchange side that might have enabled them them to follow a restrictive

" policy much more efficiently. This is again a task for the Central |
Banking Law. ' ' |
5. There is a rather vague clause in the banking law which refers
to the need -for deposit insurance. I raised this point in the
discussion, trying to'elicit from the authorities their ideas on
this subject. It turned out that they.are thinking of having a

deposit insurance scheme introduced. I suggested to them that we

can think of various models-—the latest being my own experience in
Afghanistan-—and they would like the CBS mission to undertake this -
also. ‘ . g

They expect the mission to arrive there?some time in the second
or third week of November. Before then they themselves will send us
briefing documents spelling ocut the main elements which need to be
taken into account in the central banking law and in the deposit
insurance scheme. This material is expected to reach here by the first
week of October. This would leave about four weeks for us to mull

over the material.: About the exact timing and other material, Governor
Yu said that he would discuss this at length with Mr. Mladek in
Nairobi in terms of Mr. Mladek's letter to him.
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OFFICE OF THE MINISTER

MINISTRY OF FINANCE
REPUBLIC OF CHINA
TAIPEL TAIWAN
CHINA

August 9, 1973

Mr., W. Lawrence Hebbard

Secretary

International Monetary Fund
Washington, D.C, 20431

U. S. A,

Dear Mr. Hebbard:

Thank you very much for yoﬁr letter dated

Orig: ETR
ce: SEC
ASD

! ;7-\. /’rz_/m

Jﬁly 20, 1973 and the enclosure concerning the Executive
Board Decision for the recent consultation with my govern-

ment.

I would like to extend to IMF my sincere
gratltude for sending the delegates to the consultation
meeting and deeply appreciate their contribution to the

fair evaluation of our economy.

We are looking forward to the continuation of
this harmonious relationship.

Yours sincerely,
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o Office Memorandum

TO :+  Mr. Ahrensdorf ' | paTe:  May 24, 1973
o) ‘

FROM  :  Donald K. Palmer yw

SUBJECT :  Staff Report on Republic of China

I have only two comments on the draft staff report for the 1973
consultation with the Republic of China.

First, I could find no mention in the staff appraisal of the
"question of the appropriateness of the new exchange rate in the light
of recent trends and prospective developments in the balance of payments"
(the quotation is from page 7 of the briefing paper). It will be recalled
that the decision to depreciate in February 1973 was seriously questioned
by several members of the Executive Board, with the result that the
Managing Director promised that the planned consultation would explore the

‘adequacy of the current central rate and the liberalization program.,
There is good discussion of the liberalization efforts in the paper but,

my impressiom is that the paper is virtually silent on the question of the
adequacy of the rate, While in other times this might have been considered
too sensitive an issue for comment in the paper, it was my understanding
that in this case the Executive Board (and the Management) expected that
the staff report would contain at least a brief amalysis on this issue.

My second point relates to the absence of any text tables.
I am well aware that we are all under pressure to keep the length of staff
reports to manageable proportions but no one has suggested that this be done
at the expense of text tables, Indeed, one frequently hears Directors
praising reports which contain short but helpful text tables, I would have
thought that this report should include a table on the balance of payments

and on money and credlt. E
l

ce: Mr. Tun Thin
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Mr. Mohammed May 31, 1973
J. B. EbLenaghan

Cbipa - Recent FCOnomlc Develonments

The economy grew in 1972 by about 11 per cent, only elightly
less than the rate of growth in the previous two years. Industrial
production inereased at a record rate of more tham 26 per cent. On
the other hand, sgricultural production incresged little and was below
expectations., After many years of price stability, price performance

‘,deterlorated gharply in the closing months of 1&7 end early 1973,

vhen the wholesale price index was 10 per cent ahead of a year earlier.
Higher import costs played some part in éomostzc price developments,

but there was also an element of demand pull, reflected in the sharply

higher rate of growth of money supply, vhich Wiy Merch 1973 vas some

Lo per cent greater than a year earlier. Ixbérnal developments were

extremely favorable in 1972, when for the third successive year there

vas a8 substantial surplug(bf almost SDR 540 mllllo@)ln the balance

of payments, compared with a surplus of EDR 220 million in the previous

yeoar. :

Pollowing the announcement on February 12, 1973 thet the U.S.
dollar was to be devalued, the Wew Taiwan dollar wes devalued by
5.26 per cent from the par velue, represenbing an effective over-all
depreciation of a little more than ) per cent, TFor the sske of flexi-
bhility the Chinese authorities established a'central rate {rather than

‘& par value) corresponding to NT$38 = US$l (previously WI$ho = Us$l).

Policy actions in late 1972 and early 1973 were almost wholly devobed
to stemming the rabe of price increase, and to ease the bhurden on domestic
monetary management of rapidly rising foremgn exchange holdings of the
banking sysbtem. In Sepbember 1972, the Cenﬁral Bank no longer approved
shorte-term foreign currency loans Ffor Ucrhlng ecapital purposes {although
such capital could still enter China, but without the right to repatriation).
Debt management policies were employed in a' compensatory mammer for the
first time to absorb excess Liguidity, &ndanew credit instruments were
introduced by the Central Bank for the same purpose. Fiscal performance
remgined sharply contractionary. Encouragemenﬁ was gilven to importers
to avoid reliance on foreign financing for their imports? in this respect
US$h00 million was made available hy the antral Bank through the domestic
banks® for imports. And in 2 major trade liberalization measure in
March 1973, the Govermment transferred ?,3?0 import items from the
controlied to the permissible 1ist, leavzng onty 460 items {of a total
of about 15;000) on the controlled list, largely imports kept under
coutrol in most developed countries.
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External debt increased in 1972 by SDR 230 miiliong a nuch faster
rate than in the previous two years:; more than half of the inerease wasg
in short-term debt. At the end of 1972, total ontstamdzng external
debt amounted to about SDR 1.3 blllmn9 almo t 80 per cent of vhich vas
pedium~term and long-term. Debt serviecing in 1973 is estimated at
6.5 per cent of exports of goods and services, a 70W proportion by
international standards.



Me, Sture ‘ oy 15, 1975
Fola Molwon: ”’.?

Chinay Dol wiseos

: The following teble muy bo of sone assistapee in apsessing recent
trends in veal wages. ¥Hole thab the dots ralate only 6o wages in the manufac-
turing secbor, ‘ '

Imlex af Baol Wases in the
Manul o %m ine Haebor

{:Fen, 1968 = 100)
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e ) ;
s ..nczwﬂam
(Per cent)
Docenber 1968 109 ' ;@.:O'
Decopher 1569 1is - 8
Degember 1970 ° 125 9.8
Decerber 1971 125 2uh
Docenber 1572 152 RN
Srorén:  Data wi.ﬁe"e. By the Chinese amuhmﬁ -
tieg durdng the 1975 Asrticle XAV ¢ fﬁmum&'&iam
~ The shaff team was told thab the inercsse im real woges brey the laght fouy years

was probehly fairly close to, 4T aot in oxeess of, the incresse in produetivity,
) b least in scme poctors. In conbrasgh, osver the period »%wc?'? the ingvease in
real wages had beon a good deal lees than the zrise in mm Fuotivity.

An interesting coment provided oubtside of ‘Z;h conguitabion discussions
wag that snintaining s high rabtz of gran ek in the maaz.mnu o lcmggm*-ﬂ*wrﬁ oy depend

o some extent on the policy bovards inoressing real inceme. (n the basis of this
srgwnent, given that ree mt rates of growth in wpm'm Yy mt ’ﬁ:m sustained, it

myy be move apiopriote for the suthorities bo seek %o ﬁmma..s@ demand in '%;i
domegtic uarket,
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Mr. Goode May 8, 1973
Tun Thin A

China - Request for Technical Assistance

During my recent visit to Taipei the Minister of Finance expressed his
desire for further Fund technical assistance in the fiscal field. After my
return to Wshington the Minister reiterated this request through the Financial
Minister of the Chinese Embasay in Wshington.

As conveyed to me the Chinese authorities would appreciate technical
assistance in the following arsas:

1. For the last 10 years there has been a limit on the corporate incame
tax rate of 25 per cent under the Statutory for Eme¢ouragement of Investment.
This 1limit is to remain in effect until the pext revisiom of the Statutory
due by the end of 1970s. The authorities are considering modifying this limit,

2, There are provisions under vhich firms having their headquarters in
Taivan are exempt from payments of business tax for business conducted by their
branches or agents abopad and may charge expenses for sending personnel abroad
to promote export business as operutiona.l expenses, There seem to have been
abuses qf this type of tax relief, e.g., by declaring relatives of firms'
manageméiit residing abroad as branches or sgents in order to secure tu relief.
The authoritiea are considering clo-ing such loopholes.

3. The authorities anticipate certain problems related to an introduction
of the value-added tax, e.g., as to price effects. (The recent staff team in
Taipei learned that the suthorities are considering sending several officials
to Ireland in order to study various {mplicstions of the value-added tax.)

k. To eurb the recently accelerated price inercases, the authorities have
reduced or are comsidering reductions in various indirect taxes affecting im-
ports. - At the same time they have becm inereasingly concerned about the
revenue effects of such reductions. In the light of this they are con-idcring
r«tmty,rm the system of indirect taxes.

- It might be possible to meet tho Minister's request by offering te send
one or two experienced staff members 0 Taipei for a period of, say, four veeks,
aubjoct..ot course, t0 more detailed information rsgarding the nntnre of the
unme‘ desired. Incidentally, the Chinese authorities seem to prefer U.K,
or U3 exp.rta for assignment in this field. y

ce: Mr, Martin Wng
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The Acting Maneging Director June 4, 1973
Tun Thin and Donald K. Pa!:nler? !
China

Attached for your approval is the Staff Report on China for 1973
Article XIV consultation. It has been cleared with the various functional

departments.

Attachment:



INTERNATIONAL MONETARY ¥ilil

REPUBLIC OF CHINA

Staff Report for the 1973 Article ZIV Consultation

Prepared by Staff lepresentatives for the 1973
Article XIV Consultation with the Republlec of (lina

(Reviewed by the Committee on /rticle XIV Consultations)
Approved by Tun Thin and Donald X. Palmery

June L4 , 1973

I. Introduection

The 1973 Article XIV consultation discuassions with the lepublic of
China were held in Taipei during April 11-20, 1973. 7he Chinese delegation
was headed Ly !ir, 5.Y. Wang, Vice 'iinister, the :!inistry of !inance and
included senior officials of the various !inistries concerned with economic
policy and of the Central Bank, 7he staff team consisted of !.essrs. J. Ahrensdorf,
John 5. !clenaghan, and !rs. Hul~-Chen Wu Yang. !r, 'lartin Wong, ‘inister of
the Chiinese Imbassy in Washington, '.C. attended the meetings as an advisor
of the Chinese delegation. 7Tl staff team had discussion= with 'r. 1,7, 11,
‘inister of I'inance, 'r. l.!l. Yu, Covernor of the Central Bank, and 'r. ¥. Lee,

Deputy Governor.

1I. Background
The economy grew in 1972 by about 11 per eent, only marginally less
than in the previous two years. Industrial output inereased at a record
rate of over 26 per cent. Iowever, the inerease in agricultural production

was emall, falling short of expectations. External transactions



registered growing surpluses in trade and in the bverall balance of pay-
nents, conslderably in excess of what had been pr;cjected° The rate of
monetary expansion was the highest in many years.: There waé a large
increase in the net forelgn assets of the bankiné;system which somewhat

)
exceeded the increase in bank credit to public ané private enterprises.
Fiscal operations yielded a substantial surplus. ;Fram about mid-1972 price
developments became increasingly a matter of concigerna Following average
annual increases of less than 2 per cent in the last decade or so, the
annual rate of iucrease in wholesale prices was wgll over 10 per cent in
the early months of 1973. The pronounced accelerétion in price incresses
was related both to the marked increase in domestéc liguldity and to
external factors, such as generally rising primar; product prices and the

currency realignments, particularly the revaluation of yen.

11T, Report on Discussions

1. Development and price policies

The Fifth Tour-Year Plan'period endaed in 197é, Almost all targets
were exceeded, except in agriculture. The Chinea% representatives said
that they regarded the projections made in the Si#th Four-Year Plan as
generally being somewhat less conservative than iﬁ earlier plans. An
annual average growth rate of about 9.5 per ceant was projected. In 1973
the rate might come close to 12 per cent. The'Pl%n was focussing on
the development of heavy and more capital~intensi§e industries rather
than on labor-intensive industries. Fumphasis wasfalso placed on develop-
ment of iInfrastructure which had been lagging. While public investment
was projected to increase at a higher rate than pﬁivate investment, the

Chinese representatives emphasized that the policy was to continue to



encourage private investment; the approach was in the nature of con-
tingency planning should private investment show signs of weakening.

The share of agriculture in GNP was projecteé;to decline further.

i
However, intemsified efforts were being made to st?engthen this sector
which was considered as having been lagging in reéent years. The objective
was to raise productivity and relative income of ﬁérmers by hastening the
mechanization process before encouraging a shift ;f labor resources from
agriculture to sectors with relatively higher prodhctivity. The Government
announced in December 1972 a nine-poiant plan in oréer to cope with certain
structural problems that had arisen, such as reduction in farmland taken
up by industry and other sectors, higher wage cost%g andvdecliaing pro~
ductivity in the rural sector. The ramifications éf this plan had been
likened to the majoy land reform in the early 1950s.

The authorities continued to encourage agricu}tural exports as these
returned a very high percentage in terms of net vaiue added compared with
industrial goods, given the rwelative scarcity of rgw materials in Taiwan,
The Govermment was also endeavoring to diversify igs markets for agri-
cultural products, in view of the problems experieﬁced in certain markets.
As to the policy of maintaining self-sufficiency ié rice, The Chinese
representatives said that there was no intention té encourage farmers to
change from rice production to the production of livestock even though the
authorities were anxious to inérease livestock proc‘luction0 Since 1972

government purchases of rice were made at the market price rather than at

the official price which usually had been lower.



The authorities still consideved export expanéion as the main
driving force for Taiwan's economic growth. Howevér, there had been
some concern as to over-reliance on exports which‘;epresente& at present
about 45 per cent of GIP aund might rise to areound 50 per cent during the
Plan period;, one of the highest in the world, except perhaps for some oil
producing countries. The Chinese representativesrétressed that some
restraining measures might be appropriate to slowiéown exports if domestic
economic, and in particular fimancial, conditions should warrant this.

Higher import prices had been a significant factor in the rise of
domestic prices. 1In 1972, import prices had incre;sed By gbout 12 per
cent compared with a rise in wholesale prices of about 8 per ceni. The
higher prices for imports, especially from Japan, ﬁere considéred a more
significant factor than the relatively large increéses in the dollar prices
of primary products.

The large monetary expansion had added apprec&ably to the momentum
of price increases, he Chinese representatives aéreed that the decline
in income velocity of money over many years had beénvan important factor
in the high degree of price stability achieved until racently. At the
same time the real rate of return on financial assets such as time and
savings deposits had remained attractive and helpeé sustain a fairly
continued rise in the ratlo of private savings to QNP and in capital
formation. In 1972, there had been a very pronounéed drop in this real
rate of return. Indeed, with further price increa%es this rate may well
have become negative in the early months of 1973, écr the first time

since 1955, They shared the staff team's concern that such a development
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would make stabilizing financial policies more difficﬁlt and, perhaps
still more important, if prolonged it would inéu;e changes in those
behavior patterns which had been key elements in, the outstanding economie
performance in the last decade or so. A reversai of such changes would
be nmoet difficult and take much time.

In the light of such comnsiderstions certaid;ad hoc measures had been
taken to reduce pressures on prices, besddes efﬁ?rts to restrain liquidity
expansion and to facilitate importg. Although ﬁhe Government preferred not
to interfere with the price mechanism it had foﬁftha first time taken steps
to control the domestie price of an imported foodstuff such as wheat through
the establishment of a price stabilization fundifor wheat flour. There was
also a tariff reduction of 50 per cent for wheat; Another second measure had been
the fixing of the price of soybeans. TFuerthermore, all public utilities and
enterprises had heen directed to maintain thelr @rices at existing levaels
~for the vemainder of this year. Any losses arising from this or other price
stabilization schemes would be borme by the budgetg

The staff team asked whether the authoritiés ne longer considered unemploy-
"ment and underemployment 2 problem and if, im fécﬁg the major problem
was now a labor shortage. The Chinese represeﬁﬁativeg said that there
was still underemployment in the agricultural séctor but believed it had
not increased. 1In the nonfarm sector shortagesfhad emerged because of the
rapid development of certain labor-intensive inéustries such as electronics

and textiles. There was a need to improve manpower management and some measures

had been taken toward this end. There was a potential reserveoir of manpower in



the labor-intensive industries, the productivity of which could be raised
by a shift to capital~intensive industries and thyrough the training process.

Generally, they regarded the employment situation as satisfactory.

2. Financial policies

Financial policies have increasingly been gea%ed to offset the influx
of liquidity through external transactlions and to ?educe the inflow from
such sources. Fiscalshdebt management and monetar& policies have generally
been adapted toward this end. As a result there w%s in 1972 and early 1973
a further substantial reduction in the Central Bank's net domestic assets.
The principal factors in this development were inc%eases in government and
postal savings deposits with the Central Bank and @he placement of newly
created certificates of deposit with commercial baéksg The reduciion in
net domestic assets in 1972 and in the first quarter of 1973 was equivalent
to about 60 per cent of the iIncrease in the Centrai Bank's net foreign
assets. The increase in reserve money of about NTélO billion in 1972
supported an increase in money of about NTS$15 billion or 33 per cent,
suggesting a fall in the money multiplier from nea%ly 2 in the previous
vear (Table 1). :

a. Fiscal and debt management policies

The original estimates for the fiscal year enéing June 1973 had
indicated a roughly balanced budget. The staff teém noted that monetary
data for the first nine months of the fiscal year gjuly 1972-¥areh 1973)
| suggested a surplué of receipts over expenditures sf more than NT$6 billion
including proceeds from net bond issues, partly tozthe nonbank public,

of the order of NT$0.5 billion. The Chinese representatives
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Table 1. China:.

G a

Changes in Monetary‘Agg:egates,‘19?0-1973

" (In billions of NT dollars)

lst quarter

1970 1971 1972 1972 1973
Central Bank

Net foreign assets 8.2 9.4“ 26.6 2.9 3.3
Net domestic assets -4;6 ~4.0 | -16.4 . ~-0.6 -2.1
'Reserve money 3.6 5.4 10.2- 2.3 1.2

Bankiﬁg system
Net foreign assets 7.3 8.7 23.7 1.6 ~0.7
Domestic credit 12.0 18.5 16.8 4.3 S.é
Public 0.9 3.0 =-3.7 -0;4 -3.9
Private 11.1 15.5 20.5 4,7 9.8
Quasi-money 12.2 15.6 23.6 4.0 “6.8
Money 6.2 -10.6 15.1 0.3 4,2

Source: ' The Central Bank of China:

Taiwan, China.

Financial Statistics Monthly, Taipei,
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sald there wos & larger increase in wevenuss than budgeted as iuports
had inereassed wore than estimated, payvtly raflecting the yvisa In import

prices and the vesulting rise in the base for customs duties. The effects

o

£ import libevalization for eertain items also ﬁéipa& to Incroase tax
collections. Generally, for the central gavarnmﬁgt budget a much lavrger
surplus was euxpected than in the previous fiseal %eax wnile the provincial
sovermment budget would agzin be in deficit. ?he?suﬁplus in the consoli~
dated budget vas mainly belag used to reduca Tr@a%ury overdrafts with the
Central Bank and other govermeent debi. ?urtherméreg there was a layge in-
crease in Trensury deposits with the Central Bank: The Chinese ropresen~
tatives said that a bond issues of 9751 billion h%d been Fflodted in Harch
solely for the purpose of absorblng excesa liqmiéity and it was sxpected
that the remaindng WIHGH) million authorized in ﬁﬁe Budget would also be
issued for the same purpuse before the ead of thafﬁiscal yegar., They
strassad that the issuve In Mareh was the first océasi@n that bomde bad
heen used as a monetary instrument rather than fo% financing expenditure.

with vespect to the trend of capitsal @xpandiéuras in relatior to total
expenditures the expectgtimn was that the r@laaiv; inereass in the formey
in recent years would continmue. Poiigy was ko re%train current expenditures
with perhaps some exception regarding salary incr%ases for government

employees. In the coming fiscal year thess were to be raised by some

20-25 por cent at a cost of around NT54 hillion.



The central povermment budget for the fiscél year beginning July 1973
was s8till under deliberation by the LegislativeéYuan. On the basis of
incomplete estimates for local governmenté a deﬁicit of about NTS500 million
was envisaged in the consolidated budget. Eeveéue increases were estimated
at about 17 per cent and expenditures at about iS per cent., Even if &
surplus sﬁould emerge the intention was to placé?proposed bond issues of
¥T$2.8 billion, as far as nécessary, to mop up é?cess‘liquidity, nofwithstanding
some increase in debt service payments. Asked about plans to issue Treasury
billg~—authorized at the end of March 1973, withino provision of tax
benefits~~as a means of mopping up liquidity, th% Chinese representatives
said that the same purpose could be met by selli;g government bonds. The
staff team referred to past discussions about thé desirability of making

y
avallable to the nonbank pﬁhlic a greater variet§ of financial assets. It
observed that there was a wide spread between thg maximum maturity of
Treasury bills of 180 days and the lowest maturi%y of government bonds
of six years and that certificates of deposit co&ld be sold only to banks
while Treasury bills could be placed also with nonbank entities. Agreeing
with this, thé Chinese representatives recognizeé the need to develop a bill
market. They expected to begin with issues at féce value vather than on a
discount basis,

The staff team asked about the outleck for %ha ratio of tax receipts

to GNP which had declined steadily from 18.3 per 'cent in FY 1969 to 16.7 per

cent in ¥Y 1972, The Chinese representatives said this reflected the rapid



growth in nominal GUHP and the dominance of indi?ect taxes which still
provided over 70 per cent of tax vevenue. Revenue from income taxes had
increased by some 30 per cent each yvear in the iast three years, following
some adaptations in legislation and administration, it was expected that
the tex/GHP ratio would tend to rise but not siénificantlyo The Chinese
representatives said that it was the Covermment’s policy to reduce revenue
losses due to tax exemptions to encourage invasﬁments by "streamlining”

the system of exemptions by administrative actiqnu Tax rebates on imported
materials for export manufacture were quantitatively more important than
exemptions and consideration was being given to}reduce such rebates. As

to tariff rates, a new law introduced in 1971 authorized the Government

to adjust taviff rates upward or downward withiﬁ a Llimit of 50 per cent for a
pericd of no more than one year. WMo such discrétionaxy powers were provided
for other taxes.

The introduction of a value added tax to rgplace the present business
tax and part of the commodity tax and stamp taxzﬁad been approved by the
Government. A bill had been drafted and was to be submitted to the Legislative
Yuan by July 1973. If the bill was passed the égx was expected to be put
into force in July 1974,

b. Honetary policies

Since the secoud half of 1972 the authoriti;s have taken a number of
measures to restrain monetary expanslon which by March 1973 had reached an
annual rate of over 40 per cent. From August 1272 the Central Bank sold
certificates of deposit to commercial banks as i%gal reserve requirements
were virtually at- their statutory limite. The é?aft of a new banking law
which proposed higher 1imits still awaited submiésion to the Legislature.

By the end of March outstanding certificates amounted to over NI$Y billion,



equzvaleﬁt te zbout 14 ner cent of oututandlag reserve money, The C/D's
were available with maturlties of one, three andAéix~months, carrying
‘ﬂnterest’rates of 5,25, 6.25, and 7.25 per cent per annum, They were
ncntranaferabie ané could be cashed before matur%ty uithout penalﬁv.v‘
The staff team asked about further scage for reducing central bank
accammedation o banh&. fhe reply was that the raduction in 1972 was
velated te.the increa ed liﬁulditv of banks. As eyéésslreéerves %ere
'run down bapks‘ceuld r@duce Lh ir haldings of C/B 3 beferp veekinw éenﬁral
rbank accommadatio1w\ o furthar reducs banh 1iquidity the ﬁentral Bank had
éiﬂcontinued the practice Gf aﬁvancing frue of cooé‘lecal curreaey to naan
for acquiuionn of faxe gn e#ch e° Tt had alsc sald sllghtly ovar USQIQQ

l .

millien to bankv sQ they were to carry out thei* foreivn exchang# bﬁalness

h
i

with their own Tas ourcas.‘ Banhs &orking balaucegwwere &till ragardad as
ing low and Lher@ &ppeared to be cope for farther salea of exchauge to
them. Hereover$ bamks ware 6o lcnger permitred to' ‘use cfe&ia lines with
iorelvn banks Whicn hac beeu in tne order of HS$30§ million. In adéitlonp
pproval of applmeatzous by public a@d private entgrprlsag for shart;term
foreign loans for wﬁrking capital purposes had beaé suéaendéd and the Central
Bank had been authorized o lend up to U8$+ﬁu millman (at 6.5 per cent to
banks an& at 7.5 per cent to £41 nal ﬁorrowers) to in ance imﬁart of ce;tain
consuner goods and essentlal raw materials (with répaym&nt withia’nine
montha) and capital gooda (renayment within five years) The suspension
cf Eareign cash loans tock the form of refusal of Lhe authorities to

guarantee reconversion and repatriﬂﬁfon. If ne 5u¢h guarantees were

requested, thare was at present no way of barring such capital inflows.
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The authorities were studving means of closing this loophole. Other steps
taken were increases in presettliement requirements for Ilmports and arrange-
ments to avold deferred payments on imports. Tﬁe Chinese representatives
thought these various measures would slow down %he monetary expansion.
There was a tentative estimate that it might be brought down in 1973 to
around 20~25 per cent. A

The staff team referrved to the inconsistenéy between efforts to mop up
liquidity on the one hand and bringing down iInterest rates further om the
other hand, noting the adverse effects of a deciine in real interest rates
on certain fmportant behavioxr variables. Tt aléo observed that interest rates
in Taiwvan were not any wore significantly out oﬁ line with those in foreign
finanecial centers, considering alseo that Chinesé banks gepnerally did not
seem to require compensating balances. The Chigese representatives said
that in mid-1972 there had been a cholee between reducing interest rates
and strengthening direct controls over the infld% of short—term capital
in order to restrain suvch inflow. At that time’ﬁt was decided to reduce
interest rates which was also consistent with longer-term objectives.
Subsequently limits had been placed on short-term capital inflows.

The staff team said that attention had been}directed in previocus years
toward devising a greater variety of savings ins;;:'rumentsa giving savers a
wider choice of assets than one confined to time}savings deposits with banks
and six~year govermment bouds and asked if there?had been any new developments
in this area, other than the recent measures autﬁorizing the issue of Treasury
bills. The Chinese representatives said that thé development of the capital

market and of suitable imstruments to promote savings as well as provide for

a wider range of financial assets continued to be afforded a high degree of
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importance. In the last two years, seven trust and investment companies

had been established in Taiwan. Trust certificétes isgued by the companies
amounted to f£ive times theilr paid-up capital. ?nder the existing regulations,
these companies were entitled to acquire mediumi and long~term trust fund
holdings, i.e., in excess of one-year maturity. The companies’ assets

were held predominantly in the form of loans toxindustry and corporats
securities.

3. External developments and policies

a. Balance of payments 1/

As to the effects of the December 1971 currency realignment en
overall cconomic developments as well as the baiance éf payments, the
Chinese representatives said that the implicatiéns of the realignment a
year or so after the event had to some extent bgen blurred by the recent
second U.S. devaluation. The dec¢ision taken by}the Chinese authorities
in December 1971 was to maintain the relationshfp between the new Taiwan
dollar and the U.S. dollar to prevent the immediéte emergence of & fundamental

disequilibrium. The Japanese yen was at that time very much undervalued

and this provided z means of attempting to corré?t China's trade imbalavnce

[
1

with Japan. In the first few months of 1972, exports rose at a fast pace
while the domestic price level remained compazatévely stable. From mid~-1972,
however, the Chinese authorities held the view tgat the undercurrents

evident In international financial mavkets presa%ed a further period of
instability in world exchange rates. These views were reflected in the
evolution of the Central Bank's policy adaptatio?sa 1t wae fair to say-

that this feeling of uncertainty heightened as tﬁe year progressed. Neverthe—;

less, apart from these considerations, 1972 was a year in which the balance

of payments performance was particularly favorable, providing an opportunity

1/ Percentage changés in trade data caleulated on SDR basis.
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to liberalize the restrictive system. There weée? however, increasing
problems for domestic monetary management arisd ng from growing foreign
exchange holdings.

The Chinese representatives stated that théir balance of payments
projections for 1972 had proved quite conservativee Exports and imports
had in fset increased by 34 per cent and 23 per£cent, respectively (Table 2).
There were more favorable opportunities for tracie9 particularly with Japan,
but at the same time costs of Imports necessariiy rose; this factor tended
to mitigate agalnst the increase In exports. Héwever, to the extent that
Japanese suppliers had absorbed part of the eff%cts of the revaluation of
the ven, thege effects were not as large as had;been expected. Although
import costs had increased, Jaiwan's exports had gained some competitive
edge. The prices of iwports rose by 12 per ceni in 1972 while the prices
of exports iunereasad by abouf 9 per ceﬁto}j Twé policy measures had been
taken recently to offset the effects of higher import costs. These were
the allocation by the Central Bank of foreign exchange for the financing
of imports of raw materials at low interest ratés and, secondly, efforts
to induce manufacturers to shift their importiné requirements from Japan
£o United States and European sSources. ’

The staff team pointed to the substantial increase in exports to Japan
(40 per cent) and to the IFEC (46 per cent) in 197 2, and inquired as to what
extent these increases were related to the overall depreciation of the new
Taiwan dollar and to what extent there was a faéorable impact from the import
liberalization by Japan. The Chinese rapresent;tives said that considerable
emphasis bad been placed on improving market prdsyects in the EEC which was

H

considered to offer a good deal more potential thaﬂ the Japanese market.

Py

i 1/ In the first quarter of 1973 export and 1mport prices were about 9 per
cent higher than a vear earlier. :
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A major factor in the inecrease in exports to Jaéan was the exchange rate
adjustment. China's industries had become encoﬁraged to shift production
to the export of finished goods to Japan where édvantage could be taken
of Japan's relatively high labor costs.

Asked about the substantial increase in trade with Japan in the first
quarter of 1973, the Chinese representatives said that there appeared to
have been an éxtraordinary increase in demand oé Japanese importers. For
example, they were now importing textiles and aiso even paper and paper
pulp from Taiwan. However, the increase in expérts to Japan in the first
quarter of 1973 of 162 per cent (on an exchange}settlement basis) was not
expected to continue since exports to Japan in éhe same period of 1972
had been relatively low compared teo the average:quarterly level for 1972,
Moreover, the authorities had now placed a numb%r of export items under
some control, pfimarily to restrain the increas% in domestic prices.

Imports from Japan had rigen in January-March 1§73 by about 57 per cent over
the same period of the previous year, reflecting particularly impofts of
raw materials, As to the recent moderate reval&ation of the NT$ vis-a-vis
the US$, it was felt that this was counducive toireducing China'’s trade
surplus with the United States and that it would also help mitigate somewhat

increases in import costs stemming from the further appreciation of the

yen, considering the relatively inelastic demand for imports from Japan.
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The staff team asked how the exchange rate}adjustment in February 1973
had been accounted for In the balance'of paymenés projections. The reply
was that as a2 result of the very small overall éepreciation of the new
Taiwan dollar, the effects on the trade account%were expected to reflect
still somewhat highef import costs. The decisién to devalue the new Taiwan
dollar by 5.26 per cenﬁ'from the par value was éased not only on balance
of payments and price considerations but also o@ other factors having &
bearing on future economic growth, such as incréased scope for import
liberalization. This was considered to be the éptimum pogition that could
be taken at that time. The authorities chose sékting a central rate rather
than changing the par wvalue as they considered E%is as providing more scepe
for flexibility.

Discussing the major items in the detailed %xports and import pro-
jections for 1%73;, the Chinese represeﬁtatives s%id that textile products,
the leading export item, showed the largest iﬁcréase while for imports
the significant increases were those for corn, séybeams, metals, textiles
and chemicals. The increased imports of corn ané soybeans reflected the
addi?ional foed reguirements for livestock. The%e were some grounds for

arguing that the frade balance in 1973 could bhe Eonsiderably less favorable

than expected. Many countries had imposed imporﬁ quotas and in such markets

it was unreasonable to expect a continuation of the recent w;
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‘Table X .  China: Balance of Payments Summary, 1968-72

!
I

(In millions of SDRs)

1968 1969 1970 1971 1972
Exports £.0.b, . o 826 1,081 1,1;65 2,047 | 2,Thk
Imports £.0.0.% ’ =900  =1,100 =1,376 4;{56 - =2,152
Balance on trade . ., .'1’-71; -9 89 201 592
Services (net) o 60 30 ~10% ~131 ~131
Unfequited transfers (net) N Au-mi-i6“m. 8 14 11 16
- Balance on current account -118 =41 -1 171 h27'
Nonmonetary capital- '  : 63 113 182 43 85
Direct investment aﬁd'other Co A ' '
private long tern L 78 159° 12k 87 77
Other private short term =52 =34 68 ~-48 S
Goverrnment R ¥ ( =12, -10 L 19
Errors and omissions | 12 17 1 5 25
Monetary movements (increase -) | 43 -89 -183 =219 =537

Source: IMF, Balance of Payments Yearbook.
1/ Includes nonmonetary gold.
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high rate of growth of China's exports. Japan, however, was an exception
~as it now for example ceased to export all but,ﬁinh priced and high quality
textilés and met its requirements increasingly by imports, including those
from Taiwan. “

Ag to the assumption behind the anticipéteé decline in net capital
inflow in 1973, the Chinese representatives said that other than suspension
of short~term foreign borrowings no other direcg policy measures had been
taken to curb capital inflow. Uowever, some enéouragement was now being given
to foster certain forms of Chinese investment aﬁ}oadu The Government was
congsidering the provision of some kind of'insuraﬁce as an incentive to
Chinese businesses to invest abroad. Some fisancing facilities of a
preferential nature were also provided for projéﬁts involving assistance
to certain African countries. 'Ag additionallopﬁbrtunity was likely to.
emerge from Chinese participation in the postwaféreconstruction
of Viet-Nam, In addition, whereas foreign inveﬁfors at present could
repatriate only the amount of thelr original inﬁéstment, the authorities
were contemplating the granting of permission tezrepatriate capital gains.
Some allowance had been made for this in the pro}]ections° So far as
long~term horrowlng was concerned, the debt servéce ratio, i.2., the
ratio of service commiiments on public and pnbliély guaranteed debt to

cexports of goods and services had fallen from 703 in 1970 to about 6.5 in

1972. Little change was anticipated in the ratio.

b. Trade and exchange arrangements

The staff team asked whether attempts to diversify trade, particularly

v

the sources of imports, would have an unfavorable impact on internal costs
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by way of adding to freight costs. The Chinese reéresentatives felt that
this was a factor in the short run but that in theflonger term the effects
would not necessarily be unfavorable., It was of tlie utmost importance to
reduce the trade surplus position with the United States in order to avoild
any export quotas being placed by that country on Taiwan's exports. This
consideration applied to some extent also to Canada. Other factors were
involved as well., While it was true that freight costs from Japan were less,
domestic manufacturers were now shifting to machingry available from the
Tnited States and Furope. A direct comparison of éosts was not always
conclusive, given the differing terms of import figancing available from
various sources,

The staff team asked about the effects of EECLtariff preference
arrangements in the granting of preferential treatment to all developing
countries other than China. The Chinese represeptﬁtives replied that
the effects of the preference arrangements were at .this time very small,
primarily because the base for the calculation of éﬁe quotas concerned was
very small. However, there was an understanding that the EEC would shift
the base from imports in 1968 to those in 1971 or 1972 and, when this occurred,
Taiwan’s exporte to the EEC could expect adverse effectsa

As to the policy with respect to export incentives, the Chinese
representatives said that some consideration was béing giveg to a modi-
fication or a simplification, and perhaps a reduction in the impact of
the incentives. For example, refunds of import duties on raw materials were
now given for goods which were exported; this was % complicated and rather
inefficient system.' At times the whole of the amount of the duty concerned
had been refunded and exporters still maintained sﬁocks of the imported

q

raw materials. The present - . S s, 0

oy
i
»
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ragulations stipulatod that any investment for @r%ducﬁiﬁn of items entirely
for expovt entivled the awxporber e a Tive-~year téx holiday, aven fov
cakegories of auwports whiah‘waré net specified ﬁo# ancouragenent. The
Covernment plasued te ma&va this provision. T&m& apreed that stepe in
this divectlen would alse help iloprove resourss aglﬁaat&&nﬁ

In Mawch 1873 dmporte of 2,367 ivens had been ii%mﬁaliﬁ@in Ty 1672

%

the value of duporis of these items was ¢ 3ﬂuﬂ SLR! 140 Rilliﬂﬂw The remaln~

it

iug 460 4tems still on the contrelled li»t xncludwu gouds novmally restricted
in othey countrics, such ag geld, silver, mmai&Lﬂ&ﬂ. miliﬁary hardware,

domestic anlmals, ate, Witk vespect to the Liba w%li L dtems, lindvations

woyre stlll Imposed ow cesrvain *h@ﬁ?& aecmydiuglup sauwcé an @ means of ro-

uc*nﬂ imbalances vis-a~vie pajoer trading parinesrs. However, eiuce the

dberalization indiled lisnitatisos as tﬁ SOUTCE zéd_ba@n “ﬁimuu& somaas
The Lindeation on dndividual dwport ovdews for mﬁghinaxy plaged i Japan Lo
BES20,000 had bamn 4 fores for two nonthe Lo llmmiu# e dntrode ctiﬁm in

Septewbor 1972, Tha limit was subsequently raised te USHZ00,000, Arplications

=
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wars screened on a caese~by-c2se basis snd In the pese of ssaential imporis
gpproval waz yeaddly given. For small auounts such approval was sutomzitie.

hs to the romoval of the vequirerent of 2 minfwum domestic content

né

Lo manufactured gooda, the Chinese rapwﬁa&nﬁaﬁivag gaid that the use of

local mazerials waa gstlll vequired for cereain momnsziu industries;

saparally, however, the soutimuation of this paliﬁy on 2 wide-ranping scale

was no longer warranted. The requivemsnt that imported goode maivtaln a

marginal price advantage over demesticelly grudused goeds had been in
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force for a number of vears. Orxipinally the mavgin had bosn set ab

25 pey cent: it had been reduced gradunlly to 5 per cent. 5y an internal
adnindstrative decisica it had now been removed cowpletely.

The staff team weferred to the decline in receat years in cffective
4
variff rates and inquired about the likely trend in these rates, as well

2 N v s Ped oo - o
as the suchorities' viewe on general tarlff pelicy in the coming year. The

Chinese representatives sald that a major facter iIn the decline was the

inevease in the proportion of raw materials in total iuporis whieh attracted

velatively low rates of duty. FUifectlve rates WQré azpactéé to contluue
their downward tyead. The Jovermment's thinkiné o% bariff poliey was in
the dirvection of effecting further veductions in Jutles on vaw materlals,
@.2. eoal and dvon ore.

The staff team asked about the effects of gquotas on Chinese textiles
end other products In the Unlted States, Canade and the ¥EC, and thedr
conpetitive position vis-a-vls goods from coumtri@% witleh In February
1873 bad depreclated thelr curreneies pari passu with the ¥.8. Jollar, e.g.

Lorea. The reply was that Forea was an ifmporiant competitor with Chine in

T
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textiles and sowme other vroducts. I£ wag true that reeent

*.,
i

auchange rate adjusinents bad disadvantaged China jin this respect. M

H
f

impertant consideration for the exchange rate adjustment In Febraary 1973,
fmd been rvelarted adjustments clsevhere.

On payments for foreign travel, the Chincese vepresentatives sald that

jao

allowances for travel abread had been increased colividerably im recent

vears, approvals in excess of allowances were glven Libevally, and that
i

ceriain other elemwents of tvavel cxpenzes had bean added to the permissible
k]

4

items. In addition to busincsz travel, foreign travel cupenses wore now
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peyuitted for wmedicel care, for emigrents and

n

0% aupense

ovganizations. The staff team noted that the

=

oliey of not nommally

] 4,

approving tourist travel was being continued, On tae renaral question of

%

ible payments, approval was given in m*&ciai agas for payments in

iy

invig
sxecess of the usual limits. Iach case vas coaai&e&ed on its marits,
The gtaff team podnted to the desivability of xala?ing such remaining
vastraints on current pavments, With respect to controls on capital

transactions, the intention wasz to likeralize the f“gtraiﬂﬁS on transfers

o . R o . i -
of capital gains. However, there had been no relaxation of restrictlons

o ¥

H
on the transfer abroad of emigrants’® desets or on transactions such as

sifts, inhervitances, ebc.

o

With respect to the wse of

L)

forward cxmchange cover from benks, the

E

“

staff team asbed why sueh livdtod use had Leen made of these facl

B

&

iilities

since thely introduction in Apvdl 1372, and why tha vapge of currenciles
avallable for covar did mot include ¥.5. dollavs, f?&e Crinese ropresentatives
said that ag most trade transaciions wers hﬁﬁﬂuiﬁat d dn U.8. dollars, the
demand for exchange cover in transactions im,othez currenciss was necessarily
small. Jdvother foetor was the limlted knovledge a&oﬁﬂ traders that these facll~

itles wers available. As o the nondsclusion of &iso dollars in the facilitles,

the authorivies felt that as the 1.8, dollar was tb@ intervention currancy
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for the HT dollar, and the official and selling rates were fiwed in terms
of U.8S. dollars‘9 there was no point in quoting daily forward rates for
U.8. dollars. Such a practice could, in fact, g;ve rise unnecessarily

to uncertainty.

The staff team asked if banks were encduragéd to hold foreign assets
as a means of reducing domestic liquidity. In t?is conteﬁct9 it was worth
noting the techniques used in some other countriés to encourage banks to
acquire short-term forelgn assets by providing t%em with forward cover
facilities attractive enough to encourage a move, in this direction. The
objective of such a policy was to ald domestic monetary management. The
Chinese representatives indicated that at presen? banks were permitted only
to- hold short-term foreipn deposits with corresp%ndent banks, and were
not allowed to buy foreign securities. Some thoﬁght had been given to the
feasibllity of introducing such a facility as well as for allowing short-

term foreign investments.

IV. Staff Appraisal

?

China's economy in 1972 again experienced a' very good performance,

particularly if viewed against a number of uncer%ainties at the beginning
of the year. A somewhat disturbing feature has ﬁeen price developments
gince the second half of the year which appear pérticularly striking

if viewed against the background of prolonged viitu@l price stability.
The accelerating price increases éoupled with inéreasing balance

of payments surpluses pose a relatively new problem to the Chinese

authoritles and present a challenge to policy—makersp Rising inflation

rates threaten to erode the behavior patterns which developed over a



fairly long period end have beon most condusive to'tha achlevoment of
(RS

very high rates of sconomic gwowth. 7This has zenerally enhanced much

the state of confidence both at home and abroad, and has contributsd teo

¥

the rise in private sevivgs in velation to

ainen wld-1577 have besn velated both

The inereases io price
to cxeessive effective demand and o certaln cost~push factors, some, if
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not most, of which have been bevond the contrel of the suthoritdes. ‘The

cncess demand vas related to the unusuall Iv hlph rates of monetary expansion

prperisnced lsately. Thess develepments have boen 4 patter of locveasiyg

concern and bhe authorities have takew a number of nessures to restraiu

i
the wonetary oupansion, The techniguse coploved hzva hooe geared Lo euth

inereases in wrisary Liguidity by reducing tha umn?ral Bank's net domestic

n ovder to companszte for the cxpansion geﬁeraﬁwd by the ingreases
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in net foreign ssnets. The authoritiles have also dndeavered to vestraln in

vavrious ways he growth of such net foreign assets. The staff welcemes that
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debt manasewent policles have been delibevately amploved, apparently for the

first time, in a truly conpensatory sonse. U0 fhe monetary aide, Connral Bank

lending has boen curbed and, furthermove, iliguidicy bas been absorbed by the

fntroductlon of the sew lustruwent of certificater of devoslt by the {eatval

some restrictions on pavments for Invisibles and op some cubward transfers

of capital have bhzen or are considered to boe relax Conaidersiion is alaso
being piven to gradunlly simplify and reduce cevtals incentives given to

export indusiries. Thase policies should help to r atraln Increases in

fhy
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&
81

foreign avsets and alse facilizate achievement of tha magag’i’sﬁ &

Improving the allocatilon of productive rasources 'd inereasing tay revenuss.
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ig being given to strenpgthen the recently introd@ced restraints on the

inflow of short-term capitalo Advancing import @ayments, and further
!.

RN

reducing vecourse Lo daferreﬁ imw@rt payment%a wau id also be helpful.
There exists a certain dilema as regards 1nteresL rate policy.
Reductions In domestic interest rates to internatianal levels appear a
reasonable objective over the long rum. Suéh reéuctiona would also help
in curbing inflous of shért~term capital from ab%ﬂadg although effective -

domestic interest vates are vrot any more far out!of lime with intermational

i

rates. The staff considers that further reductions of nominal intevest
rates in the present situation of rather rapiélyﬁrising prices would tend
to have eertain unwanted effects. :

|
As regards gffsetting the effecis of f@reigﬁ assat accummlation on

]
i

liguidity, therve appcears to be scope for furiher sales of foreign exchange

held by the Central Bank to banks and other finaacial institutions, and

u

also to extend the vange of forelgn assets that @ay be held by banks.

Encouragement to Chinese direct investment abroad appeavs compatible with

both short- and longer-term objectives. A stmomé case can be made for
i
liberalizing further certain restrictions on inv%sibie transactions.
Sueccess In Implementing intentions to simplify aéé perhaps gradually
- [
reduce certain tax incentives should also be heiéfula As regards supply
i

policies, there appears to be scope for further %eéuctions in taviff
rates and perhaps also for strengthening and sye%ﬁing up the effects of
the recently anmnounced liberalization of importsé Controls of ewporis of
certain commodities in short supply are part of éhese policiea, but it is

o
to be hoped that they will be a very temporary edpedient.



1,
{

The rate adjustment and related fivancial and other measures adovted
in recent months are expacted to show thelr effects on the balauce of
payments and domestie prices in due course. The staff hopes that the
Chinase authorities will review the remaining gaﬁtrieti"as on current
paymonts in the light of bijua 8 shyong @dl¢iLC of payments pogition,

cme, 1if wwt wmost, of these peolicies which ave boelng consldered at

3

this timpe mainly from the vicwpelnt of meeting f@*&lrLFLﬂtﬁ of the curreant
situation, i.e., slowing down the growth of liguidlty and price increases,
would also be helpful with respeet o the att&inmént of the louger-term
objectives of ralsing the efficleacy of the cconomy and changing its
structure,

< S

Various efforts ave belng wade to tackle some of the current problems
by efforts to diversify Chipa’s extersel trade. This by and laovge may well
he a legitimete and, In sowe Treapects, Necessary e&g&c*&vao The staff

conziders, how TEVET that 1f is not necessarily in the interest of any one

2,

countyy, nor of the world econouy ag a vhole, to endeavor to ac&igv, talancing

of trade on a sivietly bilateral basis.



O.
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V. Proposed Decision

The following drafb decision 1s submitted for consideration by the
Executive Directors:

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

2. During 1972 economic growth éontinued éﬁ a high rate. Since aboul
mid;i972 price increases tended to aecelerate and toward the end of the yeax |
became a malter of conecérn. Boﬁh cost=push factors related malﬂly to
external developments and &emaad pull_factors due o subsaan$¢al monetary

expansion generated in large part by the external sector played a role, The

vFund welcomes the authoritiecs® efforts to restrain the growth of ligquidity

including the more active use of debt management and monsbary policy and to

take other measures 0 curb price increases and recommends further sirengbhening

of such poiicieso

39 The balance of payments strengthened further in 1972 with = growing
current account surplus and some revival of neﬁ capitel inflow. Exports and
imports significantly excaeded expectations. ’Develépments in the first vart
of 1973 suggesﬁ,a conbinuatlion of these trendse~ Some of the pdlicies adopied
recently should have some countervailing effects. The Fund welcomes the
authorities? continuing intention to adapt policies in the light of changing\
01rcums%anceso |

ho' Both internal and external developments facilitated the recent substantial

[

llberallzatlon of restrlctlons on imports and some relaxetion of resbrictlons on
current payments., The Fund believes there still remains scope for wmoves in this
direction, and that further liberalization would be conducive %o achievement of

internal and externalvpolicy objectiﬁesa




AFPPENDIX

Fund Relatiocns with Chine

China ia en origingsl merber of the Fund znd has g guote of SDR 550
million. During the Fifth General Review of Quotas, China indicated that
it did not wish to have iis guota incressed. Ching completed its payment
of the gold portion of its subscription to the Fund on August 14, 1970.

An indtial par value of NT$UO per U.8. dollar was estsblished on
September b, 1970, On December 20, 1971, China loformed the Fund that
the exchange rate of NI$L0 per U.8. doller would remsin unchanged. This
represented a decrease in the sold value of the nev Taeiwan dollar of 7.89
per cent. On May 8, 1972, this rete, which corresponds to NTSL3. 4206 per
SR 1, was sgreed with the Fund as the new par veluve. On the sane date,
China notified the Fund that It avalled itself of wider margins under
Ezecubive Board Decision No. 3463-(71/126), adopted Decembsr 18, 1971,

On February 16, 1973, China communicated to the Fund a rate of 0,021814k
gpecial drawving right per ey Teiwon dollar to be a central reie in
sceordance with paragraph 2(a) of Execcutive Board Decision No. 3463-(71/126),
adopted December 18, 1971. This rate, which corresponds to NPS38 per U.8.
dollar, to 0.0193056 gram of fine goid per Hew Taiwan dollar, and to
Ni$h5.8413 per specisl drawing right, represents a devaluations of 5.26

per cent from the wUooa” par value expressed in gold.

& gold tranche purchage of SDR &0 million was made on October 20,
1971. Present Fund holdings of new Talwan dollars amount do 100 per
cent of China's quota. Chins iz a participant in the Specisl Drawing
Account bub opted not o receive an allocetion.

The Fund has provided substanbtial technical assistance to the Chinese
authorities in velgtion to the introduction of » sales tax, the drafbing
of a general banking lay, the yprepgretion of an operation mamual for the
Central DPank, and the menagement of public debt. Mr. Quinton from the
fiscal panel was agsigned for two one-year terms beginnming in May 1971,
to asgist the Chinese Customs in the adoption of the Brussels Tariff
Homenclature., The services of Mr. Quinton have been extended for e term
of six months with effect from May 4, 1973.

Staff discussions for the laegt Arbdicle XIV conguldation with the
Chinese authorities were held in Teipel during March 6 - 16, 1972
(8M/72/111, 5/22/725 sw/72/117, 6/5/72; and Correcticn 1, 6/12/72). The
Execubive Board®s decision, taken on June 14, 1972 was ag follows
(EBM/72/53-Decision No. 3679):

1. Thipg decision is tsken by the Bxecutive Directors in
concluding the 1971 comsuliation with the Republic of China pursuant
0 Article XIV, Section &, of the Articles of Agreemsnt.,



2. mz'ing 1971 the growth vate continued a%: o high lovel and
the yrice increme? uas moderste. Although the rvatd of expension of
woney supply in 1572 uas high mpinly becsues of the acoumulatlon of
@xchangs resarves am the expension of creddt o kh@ srdvate secter
ard govwermment enteryeises, ﬁimeﬂy measures of credit control by the
suthorities kept the monobary expansion consistent with price s*ﬁabihty&
‘@m Tued hores thet the authoridies will conbinue *"%m:r progran of
srovenent of fimanclal marieto.

3. The balance of payeents remeined sirong :m 31971 as luproves
. pment in the cucrent account offset some deterloration in the cspital
mocount. The high zrowih rate of oxporbs was miﬁt_aimé Sagpilte o
munber of m;ﬁawmb?e r&’&gmm%n&g gbroad. ;

= Altkwgia S "?*aaf of -steps were taken Ia LFTO and LYTL to
Iiberalize roatrictions on trade end current mgmzs%, this trend was
intarvupted in the labter part of 1971 as the ammm.tms regponded
o uncertainties sbyead. In view of the strong %aa.mm@ of poyrments end
recorve position, the Pund belleves thet there is considerable scope for
roloxing restrictions on trade and current payrentsand hopes that the
pregent guspension of the Mberelization vrogvanm zm:g;l be ended sopn,
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@ Office Memorandum

4
*TaRrY

TO :  Mr, Mohammed DATE: May 31, 1973

FROM : J, B, McLenaghan ////é\ )
I'/

SUBJECT : China - Recent Economic Developments

The economy grew in 1972 by about 11 per cent, only slightly
less than the rate of growth in the previous two years. Industrial
production increased at a record rate of more than 26 per cent. On
the other hand, agricultural production increased little and was below
expectations., After many years of price stability, price performance
deteriorated sharply in the closing months of 1972 and early 1973,
when the wholesale price index was 10 per cent ahead of a year earlier.
Higher import costs played some part in domestic price developments,
but there was also an element of demand pull, reflected in the sharply
higher rate of growth of money supply, which by March 1973 was some
40 per cent greater than a year earlier. External developments were
extremely favorable in 1972, when for the third successive year there
was a substantial surplus of almost SDR 540 million) in the balance
of payments, compared with a surplus of SDR 220 million in the previous
year.

Following the announcement on February 12, 1973 that the U.S.
dollar was to be devalued, the New Taiwan dollar was devalued by
5.26 per cent from the par value, representing an effective over-all
depreciation of a little more than 1 per cent. For the sake of flexi-
bility the Chinese authorities established a central rate (rather than
a par value) corresponding to NT$38 = US$1l (previously NT$LO = US$l).

Policy actions in late 1972 and early 1973 were almost wholly devoted
to stemming the rate of price increase, and to ease the burden on domestic
monetary management of rapidly rising foreign exchange holdings of the

anking system. In September 1972, the Central Bank no longer approved
short-term foreign currency loans for working capital purposes (although
such capital could still enter China, but without the right to repatriation).
Debt management policies were employed in a compensatory manner for the
first time to absorb excess liquidity, and new credit instruments were
introduced by the Central Bank for the same purpose., Fiscal performance
remained sharply contractionary. Encouragement was given to importers

te avoid reliance on foreign financing for their imports; in this respect
US$400 million was made available by the Central Bank through the domestic
{banks for imports. And in a major trade liberalization measure in
March 1973, the Govermment transferred 2,370 import items from the
controlled to the permissible 1ist, leaving only 460 items (of a total

of about 15,000) on the controlled list, largely imports kept under
control in most developed countries.



External debt increased in 1972 by SDR 230 million, a much faster
rate than in the previous two years; more than half of the increase was
in short-term debt. At the end of 1972, total outstanding external
debt amounted to about SDR 1.3 billion, almost 80 per cent of which was
medium-term and long-term. Debt servicing in 1973 is estimated at
6.5 per cent of exports of goods and services, a low proportion by
international standards.



Mr. Ahrensdorf May 24, 1973
Donald K. Palmer

Staff Report on Republic of China

I have only two comments on the draft sgdff report for the 1973
consultation with the Republic of China.

First, I ecould find no mention in the staff appraisal of the
"question of the appropriateness of the ney’ exchange rate in the light
of receant trends and prospective \developpénts in the balance of payments”
(the quotation is from page 7 of the brjefing paper). It will be recalled
that the decision to depreciate in . 1973 was seriously questioned
by seversl members of the Executive Bdard, with the result that the

adequacy of the curreant central ra

2\ and the liberalization program.
There is ,,Eood discussion of the

zation efforts in the psper but,

adequacy of the rate. While in g¢gther times this might have been considered
too sensitive an issue for comr e paper, it wvas my understanding
that in this case the Executive/Board (and the Managemaat) expected that

2ssure to keep the length of staff
reports to managesble proportions but norone has sugpested that this be done
at the expense of text tsbles| Indeed, jone frequamtly hears Directors
helpful text tsbles. I would have
thought that this report should include¢ a table on the balancs of payments

and on money and credit.

ee: Mr. Tun Thim



. INTERNATIONAL MONETARY FUND
!

 May 22, 1973

To: EIR ‘/
Legal
Treagurer
FAD

Please may I have your

comments by the close of business,
Thursday, May 2k.

J. Ahrensdorf




CONTAINS CONFIDENTIAL
THFORMATION

INTERNATIONAY, MOKETARY FUND
REPUBLIC OF CHINA

Staff Report for the 1973 Article XIV Consultation

Prepared by Staff Representatives for the 1973
Article XIV Consultation with the Republic of China

{Reviewed by the Committee on Article ZIV Consultatlons)
Approved by Tun Thin and Donald X. Palmer

Hay s 1973

I. Introductionm

The 1973 Article ¥IV consultation discussions with the Republic of
China were held in Taipel during April 11-20, 19;?3u The Chinese delegation
was headed by Mr., 8.Y. Wang, Vice Minister, the jlnistry of ¥inance and
included senior officials of the various Ninistries concerned with economic
policy and of the Central Bank. The staff teom consisted of Messrs, J. Abhrensdorf,
Jobm B, Vicienaghan, and Mrs., Hui-Chen Wu Yavng. ‘Erb Martin Wong, Hinister of
the Chinese Embasey iz Washington, U.C. attendeé the meetingg as an adviser
of the Chinese delegation. The staff team met ﬁith Mr. K.H, Yu, Governor
of the Central Bank and Mr, K.7T. Li, Minister of Finance at the beginning
of the conmsultation and Mr. Abrensdorf had &iscéssions with Governor Yu
and Deputy Governox lee of the Central Bank toward the end of the mission.

IT. Background

The economy grew in 1872 by about 11 per cent, only marginally less
than in the previous two vears. Industrial outﬁut increased at a record
rate of over Z6 per cent., On the other hand, agricultural productlon

increased little and fell short of expectations. IUxternal transactions



3
e
.

ragistered growing surplusas in trade and in the overall btalsnce of pay-

Ll

wents, considerably in excess of what had been projected. The rate of

5

monetary expansion was the highest in many years, Thers was a large
: ;

inersase in the net foredign asscts of the banking system which somowhat

5

)
euceeded the inmerease in bank eredit to public and private enterprices.
Fiseal operations vislded z substantial $urplu@u? From about wid-1972 price
duvelopments becane increasingly o malier of aoaéarﬁa Yollowlng average
annnal increases of less than 2 per ceant in the %&@t decade or so, the
arnual rate of doerease in vholesalsz prices was %ell oyer 10 per cent in

the early months of 1873, The proneunced acceleration in price increases

was related both to the moassive lncrease in domestie lilewidity and o
i
external factors such as generally rising primary vroduct prices and the

curreacy realigmments, particularly the revalvation of ven.

IIT. Peport on Discussions

1. Pevelopment and price policies

The Tifth Your-Yesr Plan peried ended in 1272, Almost all targets

were exceoded, except in agriculture. The {hinese representatives said
i

that they vegazded the projections made in the Sixth Feur-Year TPlan as

ese congervative than in cariier plans., An

et

generally ¢ being somewbat
annual average growth rate of about 8,3 per cent was projected, In 1973
the rote night come close to 12 pear cent. The ?ﬁaﬁ was Tocuesing on

the developrent of heavy aund more caﬁitaiwintemsﬁve industyies rather
than on labor-intensive Industries. Fophasis aaé also placed on develop-~
ment of Infrastructure vhieh had been lagging. Qﬁile mublic investment

was projected to dncrease at a higher rate then private Invostment the

Chinese representatives emphasized that the poliey was to contioue to
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&

acourage . private ipvestment and thers was no plan to hold 1t back.
Lather the approach was in the nature of conting 6ncy plasning in the event
srivate juvestment should bocome hesitant. As rogazds an agresment with

s on some speciaiization in certain petro-chomilcals

)

Horea in the late 1

Fd

for supply to both markets the Chinese rep u;ativv peid that the idea
wag 2 good one but did net work owt as derand ﬁaﬁ<§u5tifieﬁ that Ching
rrodace a wider vangs of such products than ccn&iﬁarmd fearihle al that
gimea,

The share of apriceltuve in SHP was pr @j@cteﬁ o docline furthar,

However, iunbensifled efforis wers balng mage to strengthen this sector

which was considered as heving been lageing in Tedent vears,

was to velea productivity and relative income of farmﬁrg by nastening the

7 % % 24

machenination process before encouraging a shife a : labor resouveces {rom

sgriculture o sectors with velatiwely higher productivitv. The Covernment

o

wuneed in Dsecember 1372 2 sine-point plan in or&er to copa with certala

|
i .

structural problemu that bhad arisen, sush as o duction in faraland taken

up by Industry and other ??Ciﬂfu, higher wage Oﬁﬁ%, and deglining pro-—

*

duetivity in the rural ﬁ%ﬂt@?. The ramifications of this plan had been

|

Iikened to the major land veform in eariy 1950s,
| .

to the vplicy of na i? taining self-suifici Q vy in rice, the Chipese
representacives sald that 3b§r@ wie no Intention éa encourape farmers Lo
change from zrice production &G the preduaction of iivastﬁck even theough the
guthoricies were anuiouws to §qcreasa Livaestock pré%&cti&n. Ginece 1972
Covearnment purchases of »i ee.aﬁr&‘waée at tnv'mar?ct price vather than

at the official price which us wally had been lower. The authorities

continsed to sncourage agriculiurel exports as these returned a very high



percentage in terms of net value added Iin contras t te a relatively swall
proportion received with respect to industrial goods, given the relative
gearcity of raw waterials in Talwan. The Covernment was also endezvoriung
to diversify its markets for agricultural prcﬂucésﬁ in view of the problems
experienced In certain marxkets. A

The auvthorities still consldered export empansion as the main driving
force for Taiwan's econonic growth, However, thére had been some concern
as to over-veliance on exports which represented at present about 45 per
cent of GNP and wmight vise to around 50 per ceaﬁ‘ﬁuring the Plan period, ons
of the highest in the vorld, except perhaps for some oil producing countries.
The Chinese representatives stressed that some rdstraining measures might
be appropriate to slow down exporis if domestie eéonomic, and in particular
fipancial, conditions should warvant this, Indeé65 the authorities were
congidering to reduce or simplify gome of the extensive tex and finaneial
incentives provided for exports. They agraed tha% such stepse would alseo
help Improve resource allecation., In faet, r@eanﬁly temporary controls on
the exports of a number of econmodities had been intrvodeced in order to help
nitigate pronounced price increases. :

Higher dwmport prices had been o significantzfactar in thg rige of
domestic prices. In 1972, im;eft prices had incréas&é by abéut 12 per cent
compared with a rise in vholesale prices of a&gut? per cent. The higher
prices for importe from Japan were considered a mére significant factor tﬁan
the relatively large increases in the dollar pr&nes of primsry products.
fnother factor was the raingveLW4j%rge increase in wage raites in some
industries during the year which was probably ﬁai%ly close to productivicy

gains.,
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The large nonetsry expansion had sdded sppréclebly to the momentum
;

of price jncrasses. The Chipest vepresentatives agreed that the degline
[

in incowme velocity of meoney over many vears had beepn an Important factor

£
Py

in the high degres of price stability achieved uﬁtmx racantliy. At the same
time the real rate of veturs so floomedsl asgatsfsuch as time and savinge
deposits had remsined attractive and halped sustgim & falrly continued rise
in the ratio of private savings to GHP and in capital formation. To 1072,

i
there had been a very sronouunced drop in this reéi vate of return. Indeed,
with further price increases this rate way well have become negabive in
the early months of 1373, for the first time since 1355, They shaved the

|
staff teem’'s concern that sueh a development wnuid mabke worve difficult
stabilizing financial policiss and, perhaps stil% mrre important, 1f pro-
longed it would induce changes in those behavier potteras which had been
ey elemonts in the outstaundiang ceomomic performance in the last decade or

v

80. A& reversal of swech changes sould ke nost éiﬁficulﬁ and take much tine.
In the light of such conpiderations mertaimlad hoe megsures had been
taksn to reﬁuaalpraﬁauzeg wm prices, besides efforts to vestrain lisuwidity
expansion and to facilitate fmports. Although t&é Govermmant preferred nog
te interifere with the price mechanism 1t had for]%hm firzt time taken steps
to control the domestic orice of an impovied f@c{ﬁtuff such as wheat through
rhe esteablishment of 2 price stabilization fund fér wheat flour. There wasg
also a tariff reduction of 54 per cent for ﬁheaﬁ;: A second megsure had beem
the fixing of the price of zuvheans. Fmgth@rmera; all publiec urilities and

entarpriacs had been divected to maivntain thelr prices ot existing levels

ey

of the remainder of this year. lospes avizing Efpm this and the other price

stabllization schemes, 1f any, weove to be borne by the budger.



The staff team assked vhether the antherities copsildered that unemploy-
mant snd wnderemployment were no loager a problem and, in fact, the major
problen ares now was ohe of a labor shortage. The Chinese representativaes

paid that there was still vaderemploveent in the av?icultural poetory put
H JH

it had not dneyeassad. In the ponfarm sector 3hmftag&s had emerped bocause

¢f the rapid development of certain labor-intensive industries such as
electronics and textiles., A feature of the enployrent situation was the

o 2

need to improve manpower nanagesent and some meadures had been tshen toward

<

-

this end. They agreed that there was a potential vaservoir of manpower iIn
the labor-intensive industries, the productivity of which eould be raised
by a shift fo eapltal-intencive industries and thyough the training process.

Generally, they regarded the euployment situvatien as satlsfactory.

2. Financial policies
Tinanclal policies hawve incresasingly bee goarvd to offset the influx

of liquidiey through external transactions aad to reduce the inflov from
such souvrees. Flscal, debt management and manatary pelicles have generally
been adapied toward this end. Az & resulg tnbre vag in 1873 and eavly 1973

a further substastial reduction In the Central Bank's net domestic asseta.

-4

The prinscipal factors in this development were increases in government and

postal savings deposits with the Central Bank and the placement of newly

ereated certificates of deposit with compercial banks. The reduction in

net demestic assets in 1972 and in the first guamter of 1572 was equivalent

te about 50 per esat of the ingreasc in the Cenival Rank’s net forelgsn

assats.  The 1o
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2. TFilzcal and debt masagement policles

riginsgl estimates for the fiscal vyeay snﬁwny June 1973 had

s
o
o
&
=4

indiented a roughly balanced budget. The staff tqam noted that monetary
data for the f£ivst nine nonths of the fiscal year, {Tulw 1572-4ayrch 1973)
sugpested a surplus of receipis over axpﬁadiﬁux@sfsf over NI$( billioun
including proceeds from net bovd issuss of the orﬁar of WESG.S Hillion

in this period. The Chinese representatives said’ tne?a way a lavgey
increase in reverues than budgeted as fmporis ha&;incr@as@ﬂ more than
estimated, partly reflecting the rise in imporvt péices and the resuliing
vise in the base for cestoms dutfas. Tha effecits of import libersliuation
for certain items slso helped to increase tax col ﬁ actionz, Genorally, for

K

the ecentral goverpment budget g much larger surplias wag expected than in

1
i

. previous flscal yesr while the proviancial gavérmment budget would

art
d
o]

again be o deficit., The surplus in the ccﬂaoijﬁgteé budget vas malnly
Leing used to redues Treasury overdrafes with the!Central Bant and other
i

poveranent debt,

i3

Partheywore, thers was @ lavge incroese In Treasury

deposits with the Cepiral Rani. The Chinese repr sonbatives said that a

Y

bond Issue of NTEI billion had beon floated 4 ”ax % solely for the purpose
of absorbing excess ligquidity and it was ﬁxpacta&}that the remaining NTHE00
million authorized in the Budget vould alse be issusd for the zame purpese

before the end of the fiseal vear. They stresced that the issuae ia March

was the first ocecasion that bonds had been used ap ¢ monstary instyument

rvather thae for {inancing cxpenditure. Poliey was te restrain current

&

-

expandituras with perhaps some exception regavding salsry increases for

governwent employess. In the coming fiscal year these were to be raised

by some 20-25 per cent a8 2 cost of sheut iﬂ$¥'bi§1imm. With respect to

i

[



the trend of capitel expendlitures in relation to total exponditures the
sxupsctation was that the yalarive Inerease in the former im recent FOars
would comntinug, |

The central govermwent budget for the fi@&a@ yeor beginning July 1973
was «till under deliberation by the Legislaiive %@aﬁa G the basis of
incomplebe astﬁmat@g for local goveransnis a dafécit of about VIS0 willion
was envisaged 2o the congelldated budsget, Rﬁ?ﬁ&%@ increasas were egtimated
a2t sbout 17 per cent and those of expenditures aé avout 18 per ¢ang, Heen if
z surplus should cuerge ths intention was go pla%a proposed hond issuss of
NT$2.8 billion, as far as Tecessary, Lo mOR UD CHCESS liquiditYp2é$%%£i§¢@&%@-j

revakeed-dz some incrsase In debt service paymests. Asked sbout plans to

4

seue Treasury bills--guthorised at the end of taxel 1973, with ao provision
&f tax benefiis--as a means of wopping wp 1iquid§ty, the Chinsse vepresentatives

seld that the some puvpese could be met by s2lling goversment banﬁaa(ﬁﬁkag%

The staff teenm noted that thers was a wide spresd between the maxisum matuzricy

of Treasury bills of 180 days and the lowvest mat%rﬁsy of govermment bonds
of $;xxv vears sud thal certificates of devosit %&u&é bs sold only to bapks
while Tressury bills could ke placed also wizh~n§ﬁ%ank aﬁtiti@ﬁ. Agreaing
with this, the Chiness xagr&gﬁmtativegihee@gﬁiaaé the need ta:éavalﬁy a bill
market. They &x§éeae& o bogin with ipsuss at f;ea value rather than cn
tap basis, given the present nature of the aagitdﬁ rarket,

The Btaff team ashked about the sutlook for ﬁ%e rétio of tax receipts

to O which had declined steadily from 18.3 p@r:é@ﬁﬁ in FY 196% %o 16.7 psv

sent in FY 1972, The Chinese vepresentatives sald this veflected the rapid



growth in nominal ONF and the dominance of indlrect taxzes which still

‘ |
provided over 70 per cent of tax reveouwe. FRevenye from income btaxes hed
increasad by gowe 30 par eent cach veay in the léat three years, followiag

i

some adaptations in 1egiélatian and administxatiém, It was expected that
the tax/GiP vatic would tend to vise but not sigiifiecantly. The Chinese
raepresentatives said that it was the Gs?ernm@nt'é nelicy to reduce revenue
losses due to tax exemptions to encourage iﬁ?@&%@ﬁﬂts by "stresnliniong”

the systen of exemptions by administrative actieé. Tax webates on lmported
materials for export manufacture weve qw&ntitati%mly wore imporiant than
erenptions and ceﬁsidaratien was bedng given 2o és&uc@ such vebabes. As

to tariff rates, & new law introduced in 1571 au%barizaﬁ the {overnment

to adjust tariff rates upward or downward withinga 1imit of 30 per cent for a
@axiod of no more than one year. Ne @§ch éiscreﬁiaﬁaxy powers were provided
for othey taxes.

‘e intxoduction of a value added tax to r@glacg the prosent businesg
taz and pevt of the commodity tax and stamp tax Qaﬁ besn approved by the
Governmment. A i1l had been drafted and was to %@ sulmitted to the Legislative
Yaan by July 1973, If the BI11 was passed the tax was expected to be put
into férca iz July 1974,

bo Yonetary polieles

Sinea the second half of 1%72 the authﬁriﬁigﬁ have caken a mmber of
meagseres to yesttain movetary expsosion which byvﬁarah,lg?ﬁ had veached an
annual rate of over 40 pey cent. From August 19?2 the Central Bank scld
e@xﬁifieaﬁaaAmf daposit ro commerecial banks az i§§31 ragerve reguiroments
were virtually at their statvtory limits; The é:hft of a new hanking law
which @gépeaaﬁ higher ldmdts siill awaited.suhmiggion to the L&giﬂl&taree

By the end of Harch outstanding certificates amnuhtgd to over ¥TSH billion,
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eoulvalent o about 14 per cent of outstandiog reéerve money, The /D's
were avallable with maturities of one, three and six~mnnths, carrying
interest rates of 5.25, 6.25, and 7.25 per cent pér annum, They were
pontransferable and could be cashed before maturi;y without penalty.

The staff team asked about further scope f@r;r&ducing central bank
accommodation to banks. The reply was that the reduction im 1972 was
related to the inereased liquidity of banks. A4s euxcess reserves were
run down banks could reduce theily boldings of ﬁfé&s bafore seeking central
hank accommodation. To further reduce bank llguidity the Central Bank had
discontinued the practice of advancing free of uést local currency to banks
for acquiéitiﬁn of foredgn exchange. It had alaq aold slipntly over §S$IQG”
million to banks so they were to carry out ﬁhair.for&ign exchange business
with their own resources. DJapks® working’balancéa wvere gtill regarded as
beding low and there appearaed to be scope for fuxéher salez of emchange to
them. Moreover, banks were no longer permitted éo use credit iines with
foreign banks vhich had been in the ovder of US%éGG wilifon. Tn addltion,
approval of applications by public and private enterprises for ghori-term
foreign loans for working capital purposes had been suspended and the Centrel
Bank had been authorized to lend up to USS40D miilicn {(at 6.5 per cent to
banks and at 7.5 per cont to final borrowers) to finance imports of certaln
consumer goods and esgemtial raw materials (withAtmyaymant within nine
months) and capital goods (repayment within five years). It vas noted that
the suspension of forelgn cash loans teok the fmém of refusal of the authoyi-—

ties to guarantee reconversion and repatriatiowv.. IFf no such guaraniess weve

requested, there was at preseat no way of barring such eapital inflows.



The authovities were studyving means of closing ﬁ%i& loophole, Other steps
taken were increases in prevetblement raquir@m&ngg for iunporte and arrange-
memts Lo aveld deferved paymente on luports. T&qﬁﬁhﬁnaze representatives
thourht these veriocus measurcs would alow doun th§ nonatary aupansion,
There was a tentative estimate thet it might be S?oaghﬁ dowm in 1973 o
around 20-25 per cent.

The staff team noted the incousisteucy betwéén efforis to mop u§
iliquidity on the ome hand and bringing down in&ax%ga rateg furvcher on the
other hénﬁ, noting the adverse effects ¢f o éeali%e in real interest vatss
on certain important behavior varlables. It alﬁe?netaé that interest rates

e,

in Tajvan were not any more sipnificantly out of iine with those in floreipn
financial centers, considering also that Chiness %anka generally 4id not
seen to vegulre cowpensating balances, The ﬁhine%e representatives said
that in wmid-1772 there hnd besn a cholee between é@&naing interest xates

1
end styengthening ¢f direet contvels over the iﬁfiﬁW'@f short-term capital
in order to restraln such fenflow. At that time ié was decided to reduce
interest rates which was also cousistent with lcnéatwtexm ehjectives,

Subseguently linits had bean placed on shcttntermécagita& inflows, but interest

rates had been kept wmchanged.

The staff team saild that sttention had been %iracte& in previove years
toward devising z greater variety of saviags instéuments, giving savers a
wider cholce of assets than one confined to timmls?vinga deposits with banks
and zeven~-vear gov@xmﬁantr%@nés, 1t would ba inté%estaé in auy developments
in this area, other than the vecent measures eut&ﬁ%izimg the issue of Treasury
Lille, f%he Chinese representatives saild that the ﬁ@velopment of the capital

market and of suitable instruments to promete savings as well aa provide for

e wider range of financilal assets continued to te ziferded a high degres of
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impertance. In the last two years, seven trust and investment companies

had been established In Talwan. Trust certificates issued by the companies
smounted to five times thedir paid-up capital. inder the existinz reguletions,
theze companies were entitled o acguive mediuvm~ and long-term trust fund
holdings, i.e., in excess of one-yesr malurity. The cowpanies® assets were
held predominantly Iin the form of loans to industry and of corporate
securities,

Lo

3. External developments and policles

2. Balance of paymenis

48 to the effects of the December 1971 currency realignment on overall
ecconomic developments in China as well as the balance of payments, the
Chingse representatives said that the im§licaaiaﬁs of the realignwment a
vRarY oF 30 aftgf the event had to some extent been blumried by the recent
second U.8. devaluation., The decision tzken by the Chinese authorities
in December 1371 was to maintain the relationship between the new Talvan
doliar and the U.S. dollar on the grounds that the Japanese ven was at that
tine very much undervalued and that this provided a‘means of attempting to
correct China's dmbelance im its trade with Japan. Tn the first few months
of 1972, exports rose at a fast pace while the domestlc price level remained
comparatively stable, Fiom nid-1872, however, the Chinese authorities held
the view that the uwndercurronts evident in intersational fimancial markets
vresaged a furtber perifod of Iastability in world exchenge vates., These

views were reflected in the Contrsl Bank's poliey formulation and in its

%

dolniztration of foreign exchange holdings. It was fair to say that this
feeling of uncertainty heightened as the year progressed. Nevertheless,
apart from these considerations, 1972 was & year in which the balance of

payments performance was particularly favorshle, providing anm opportunity
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to iiberalize the restrictive system. There werée, however, increasing
problens for domestic monetary managenent arising from growing foraign
exchange holdings.

7he Chinese representatives indicated thet thelr kalasee of payments

K

projections for 1972 which had preved quite conservative had been based on en

[

B

it
unchangad relationchip between the nev Tajwan dollar spnd the U. 8. dellar,
which implied an overall depreciation of the new, Talwan dollar with

i
regpect o the correpncles of itz other major trade partaers. Theve

were wore Favorable spportunities for teads par&ﬁcuiaﬁly wigh Japan,

§
B

tut at the same tdme costs of imporie necessarily rose; this faetor
tended to mitigate against the increase dn ezports. Iowever, to the

extent that Japenese suppliers had sbsovbed part’'of tha effects of the

e 2

revaluwation of the ven oy (hre not as larse as had hesn expected,

Although japort costs had increased, (hins's expérts bad gelned some

'
o

competitive wdge. The prices of impores vose by 12 pay cent in 1972

while the prices of exports Increased by abouﬁ'ﬁﬁper eant. Two policy
ueasures had been tabken yecently te offset the aﬁfects of highey import
costs. These were the allozatdon by the C@ﬁﬁralééank of foreign exchonge
for the fiuvemeing of imports of rav materisls aﬁ‘ﬁaw interest vates and,
secondly, efforts to induce manufacturers to shif? thelr lmporting regulre~
ments from Japan to United States and European sgprseﬁa

Diszcusnsing develepuents in axchénge markats:?n sarly 1973, the
Chinese represeatatives sald that Imports from Jé?an had vigen in Januvazy~
Mavel 1973 by sbout 57 per cent over the same gef?a& of the previous

year, veflectiag particulavly imports of raw matebials from that eountry.

The suthovities wave attewpting to encourage industries whieh would aveid
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excessive reliance on Japanese imports; this would have the addirional
benefit of helping to stabllize prices. 4s to the recent moderate wevalue—
tion of the NT$ vis-a-vis the US$, it was felt &hét this was cocducive to
reducing China's trade surplug with the United States and that it would
also help mitigate somevhat increases in Import costs stemming from the
further appreciation of Che ven, consldering the #elatively inelastic
demand for imports from Japan.

The staff team pointed to the substantlal inecrease in ewports to Japan
(52 per cent) and to the ¥EC (56 per cemt) in 19729 and ingquired as to
vhat extent these increases were related to the oﬁerail depreciation of
the now Taiwan dollar and to vhat eutent theve wag a favorable impact from
the import ldberalization by Jopan. The Chiness ;epresentativeﬁ gaid that
censi&erghl& enphasis had been placed on impreving market prospects in the
LEC which was considered to offer a goed deal moré potential than the
Japanese market., Although Japan had anpounced m@ésures to free its import
regime, they felt it continued to exercise stricter import controls thao
did the FEC. The liberalization in Japan dealt largely with iteme such as
computers and auntomobiles, which 4id not ﬁenefit;Chinae Thug, the major
factor in the increase in exporis to Japan was tﬁé gzchange rate gdjustment,
China’s industries had become cncouraged to shift production to the export
of finished goods to Japan where advantage coul&’be taken of Japan's relatively
high labor costs. Asked about the substamtial iagrease in trade with Japan
in the first quarter of 1973, the Chinese representatives said that there
appeared to have been an cxtraordinary lncrease iﬁ demand of Japanese
importers. For example, they were now importing éextiles and also even
paper and paper pulp from Tedwan, It chould be rioted, however, that the

increase in exports to Japan in the first quarter of 1373 of 162 per cent



{on an oxchange settlement bagis) was not expected to continue since

exports to Japan in the firast cuarter of 1972 haﬁ been relatively low

compared to the average quarteyylevel for 1972. Horeover, the authorities

had now placed 2 number of export items under soma control, TIn ansuer to

a question, the Chinese representatives said &l at the imposition of these

axport controls was primervily to restraln the inéraaee in domegtic prices,
The staff tegm acked how the exchange rate adjuatment in February 1573

had been accounted for in tﬁe balance of payments projectianao The Chinesa

representatives replied that as a resull of the very small ovevall deprecia~

tion of the new Talwan dollax, the effects om thc trade account were ezxpected

o reflect still somevhat higher import costs, partiecularly in the fileld of

machinery and metal prdducts, ITsropiz—to —~amasﬁéeu They said that theiyr
caleulations, which had formed the basls for the'decision to depreciate the
new Taiwan dollar, had turned out approximastely the zawme as those prepared
by the Food staff. The rate adjuctment in ?mbruéry and related finasncial and
other measures adopted since then are expected to show their effects on the
halance of payments and domestic prices in due course. The authovities chosae
setting a central rate rather than changing the ?ax value as they considered
this as providing more gcope for flexibility,

Discussing some of the more important items in the detalled exports and
import projectloas for 1973, the Chinese repr@aeﬁtativea said that textile
products, the biggest export item, shoved the 1a§gest increase while for
imporis the signlficant increases were those for corn, soybeans, wmetals,
textiles and chemicalz, The increased imports of:corn and’soy&ean» reflected
the sdditional feed veguirements fer livestock. There were sowe grounds
for arguing that the trade balance in 1873 could be cousiderably less

favorable than expected. Hauy countries had 1mpo gad import quotas and in

such markets it was unreasconable teo ewpect a continvatlon of the receunt



- 16 -

high rate of growih %%-China°s exporis, Japan, ﬁoweverg was an exception
as it now for example ceased to export all but high priced and high quality
textiles and met its requirements increesingly by importa, including those
from Taiwan.

As to the assumpiions behind the anticipate& deeline in net capital
inflow in 1973, the Chinese representati ves said:that other than suspension
of shori~term foreign borrowings no othegﬁpolicy?meaaures had been taken to
curk capital inflow. However, some encouragement was now bedng given teo
foster certain forms of Chinese Investment abroaé, As to the {inancial
incentives to Chinese businesses to invest abroad, the Chinese repre-
sentatives said that the Coveroment was consid aing the provision of some kind
of insurance for investment of this kind, Some 'i.ancing facilities of
a prefoential nature were alse provided for projects involving assistance
to certain African countries. An additional eppéxtunity was likely to
emerge 1ln terms of Chinese participation in the ﬁostw&r reconstruction
of Viet-Nam. In addition, whereas foreiga investors at present could
vepatriate only the amount of their origlnal investment, the aunthorities
were contemplating the granting of permission Eolrepattiate capital gains,
Some allowance had been made for this in the projectlons. 8o far as
long~term horrowing was eoncerned, the debt service ratio, i.e., the
ratio of service commitments on public and publiclv guarantead debt to
exports of goods and serxrvicas had fallen from 7.3 ia 1970 to sbout 6.5 in

1872, Little change was antiecipated in the ratic,

b. Trade and exchange arranpgements

"

The staff team asked whether attempts to diversify trade, particularly

he sources of imports, would have an unfavorable impact on interﬂal costa



4y
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by way of adding to freight cosits., The (hinese representatives felt that
this was a factor In the short run but that In tﬁe longer term the effects
would not unecessarily be unfavorable. It was of the utmost iwportance to
reduce the trade surplus position with the Uuited States in ovder ko avold
any export quotas being placed by that country ou Taiwan®s exports. This
consideration applied to zome extent alse to Cangdaa Other factovs were

also Invelved. While it was true that freight costs from Japan were less,

domestlic memufacturers weve now shifting to machinery available from the

bize

lnited States and Furcpe. dirvect comnparison of costs wag not always

conclusive, given the differing terms of import finsncing available from

-

various sources., It was difficult o make meaniﬁgful comparisons on Import
coets when differing import financing arrangemenés were involved.

The staff team asked about the effects of TEC tarliff prefereuce
arzangementegﬁk'the granting of prefevential tre&tment to all developing
countries other than China., The Chinese represeﬁt&tives replied that
the effects of the preference arrangements were at this time very small,
prinarily because the base for the ecalculation oé the quetas concerned was
very small, However, there was an understending ifbat the EEC would shift

the base from imports in 19G8 to those in 1971 ov 1872 and, when this occurved,
I

b
wyen

Taiwan's emports to the EEC could expect adverse effects.

As to the policy with vespeect to export incéntives, the Chinese

representatives sald that sowme consideration was heing given to a2 nodi-
fication or z simplification, and perhaps a reduéti@p in the impaect of

the incentives. ¥For example, refunds of import duties on raw materials vere
now given for goods which were exvorted; this waé a complicated system. At

times the whole of the amount of the duty concerned had heeam refunded and

exporters still maintained stocks of the impoerted raw material. The present
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regulations stipnlated that any investment for production of items entdrely

-~

for euport entitled the exporter to o flve-~year tax holiday, even for

categories of exports which were not specified for encouragement. The

Government plauned to modify this provision. This was not to suggest,
however, tﬁat the Covernment did pot want to maintain tha’growth rate of
SAPOTLS. | |

Tn Harch 1973 é.ms_;mi‘té of 2,367 items had nem. iiberalized, In 1972

the value of imports of these items was about US$150 willion. Of the remain-

ing 460 items still on the contvolled list, goods ineluded therein covered

those normally restricted in other countriles, ‘such as gold, silver,
i

pedicines, military hardware, domestic animals, étco‘ With respect to the
liberalized items, limitations countinued to be imposed on certain imports
according to source in pursuit of the objective of raducing imbalances
vis—-a~vis major trading partuers. Howvever, swne% the liberalization
Initial limitatlons as to source had been relaxeé aomevhat, e Limitag~
tion on individual import orders for machinery plgce& in Japan to US$20,000
had been in force for two wonths following its iﬁkrodccticn in Septewber 1872.
The limit was subsequently ralsed to §$$2033966ﬁyiﬁpplications were screened
on a ease~by-case hasis and in the ease of eaaenfﬁal imports approval was
.:eadily given. TFor small amounts such approval was automatic.

As to the vemoval of the vequirement of 2 minimum domestic content
in manufactured goods, the Chinese representativeé said that the use of
local materials was still zequired for certain dogsstic industyies;
generally, howevey, the continuation of this poli&y on 2 wide-ranging escale
was ne longer warranted. The requirement that imported gocds maintain a

marginal price advantage over domestically produced goods had been in
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force for a number of years, COriginally the margin had been set at
25 per cent; 1t had bheen reduced gradually to 5 %ex cent. By an internal
administrative decision it had nov been removed éompletely.

Tone staff team referred to the deeline in récent years in effective
tariff rates and iuqaired sbout the likely trend in these rates, as well
as the authorities’ views on geneval tariff policy in the coming year. The
Chiaese representatives sald that a major factor;in,the declive vas the
increase in the proportion of ravw materisls in téﬁal imports which attracted
relatively low rates of duty. IUffective rates wéxe axpected to continus
their dowaward trend., The Covernment's thinkiugion tarlif policy was in
the direction of effecting further reductions inidntias on raw materials,
2.f. coal and iren ore.

The staff team asked about the effescts Qf‘q@otas on Chinese textiles
and other products in the United States, Canada and the FEC, and the

i
competitive positlon efthesepoour vis-a-visscountries which in Febuary

1973 had depreclated their currencies parl passu with the U.8. dollax, e.g.
Korea, The reply was that Yoves wis an imporﬁané competitor with China in
the fields of textiles and some other products. :It wag true that recent
exchange rate adiustments had disadvantaged Chiné in this respect, Some
protection, however, wagz afforded by way of the %uaﬁae. For example, in
the last agreement year for textile exporis to tﬁé United States, Norea had
used only &0 per cent of its quota, while China ﬁad used 99 per cent., In
markets where quotas were not applicable, Chinese products remained quite
competitive, An important consideration for the exchange vate adjustment
in February 1973, had been related adjustments eﬁs@whaée. It was under-

ztood that Forea at that time was removing some export incentives, a fact



which tended to offset tﬁe additional bemefit Kofca had obtained from
its relative exchange rate depreciation vis-a-vis the HT dollar,

On payments for fovelgn travel, the Chinese:representatives said that
allowances for travel abrvoad had been increased considerably in veecent
vears, approvals in excess of allowances were giﬁeﬁ liberally, and that
certain other elepents of travel expenses had beén added to the permizgsible
items. In addition to business travel, forelgn truvel SXPENSBE Were now
permitted for medical care, for eﬁigrants and fer expenges of ecivie

organizations., The staff team noted that the peolicy of not normally
approving toutrist travel was being continued. On the general question of
invisible payments, approval was gilven in speciai cases for payments in
excess of the usual limits., Fach case was cons 1dere@ on its merits., With

/%22w¢h4uﬁf /ﬁzauuﬁge

respect to controls on caplital tramsactions, the Frhdmess—represenmeatives

wove thiniding of 1ihewasliviaze the vestraints on transfers

of capital gains, However, there had been no relaxation of restrictions
on the transfer abroad of emigrants® assets or oﬁ transactions such as gifts,
inharitances, ete.

With respect to the use of forvward smchang u‘cover from banks, the staff
team asked why such limited use had been nmads ﬂf;th@ﬂ& facilities since
their introduction in April 1972, aand why the range of curvencles available

7. B

for cover did not imelude U.S5. dollars. The Chinese representatives sald

that as wost trade transactions were denominated in U.5. dellars, the demand
for exchange cover in transactions in other currencles was necessarily small.
Another factor was the limited knowledge among traders that these facilities

were available., As o the nonilaclusion of U.8. dollars iIn the facilities,

the authorities felt that as the U.5. dollar was, the Intervention currency
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for the WT dollar, and the official and selling rates were fixed in terms
of U.8. dollars, there was no point in gquoting déily forward rates for
7.8, dellars. Suech a practice could, in fact, give rise unnecessarily

to uncertainty.

The staff team asked if banks wers enccuragéd to hold foreign assets
as a means of reducing domestic liquidity. In this context, it was worth
noting the technicues used in some other countries to encourage banks to
acgulre short-term foveign assets by providing tﬁ@m with forward coverw
facilities attractive enough to encourage g move in this direction. The
objective of such a pelicy was to aid domestic méﬁetary manggement, The
Chinese representatives indicated that at preaen# banks were permitted only

to hold shori—-term forveipn deposiis with correspondent banks, and were

not allowed to buy foreign securities. Some thought had been given te the

-
i

feasibility of introducing such a facility as well as for allowing short—
ternm foreign investments.

I¥. Staff Apprailsal o

N

China's econowmy in 1972 again exuperienced a very good performance,
particularly 1f viewed against a number of uncer?ainties at the beginning
of the year, & somevhalt disturbing fezture has ﬁeen price developuments
gince the second half of the year. These develo§ments appear particularly

striking if vieved against the background of prolonged virtual price

stability., The accelerating price increases coupled with increasing
balance of payments surpluses pose a relatively new problem te the Chinese
authorities and present a challenge to pelicy-makers, &ising inflation

:

rates threaten to erode the behavior patterns which developed over a



falrly long period and have been most conducive t6 the achilevement of

-

very high rates of economic growth, This has generally eanhanced much
the state of confidence both at home and abroad, ané has contributed to
the rise in private savings in relation to CHP.

The increases in priece rises since wid-1272 have been related both
to excessive effective demand and to cevialn ¢ Léﬁush factors, some, if

not wost, of which have been beyond the control of the authorities. The

excase demand was related to the unusually high rates of monetary expansion

z

experienced lately. In 1972 this expansion was generated by a rapid rise
in the net foreign assets of the bhanking svysten aud also by the growth of

bank credit to enterprises. The increases in net, forcig assets in tern

v
f

reflected wmainly the groving trade surpluses, and aliso zome Inflov of

=

short~term capltal. These developments have been a matter of increasing

'

concern and the authorities have taken a number of measures to vestrain
the monetary expaansion.

The techniques eoployed have been geared to g&rb increases in primary
liguidity by reducing the Central Pank’s net éomeétic asgsets in order to

-

compensate for the expangion generated by the incteases in net foreign

assets, The avthorvities have also endeavored to vestrain in various ways

the growth of such net foreign assets. The staff welcomes that debt

management policies have been deliberately cmployvad, apparently for the
first time, in a truly compensatory semse. Although the budget remained in

a failrly strong surplus position, bonde vere issued in order to mop up

t

liquidity by retiring government debt held by the Central Rank and by

building up government deposit balances. On the monetary side, Central Bank
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lending has been curbed and, furthermore, liquidity has been absorbed

by the Introduction of the new instrument of 25@&?&@ certificates of

deposit by the Central Dank as a substitwte for iﬁcraasas in legal re-

serve requirements against deposits which are vifiu&lly at their statutory maximum,
As regards the rise in foreign assetbs, steps havai%een,taken to reduce the

inflow of short-tern capital and some restrictions on payments for luvisibles

and on sowme ocutward transfers of capital have %een or ave counsidered to be

‘.

relaxed, Consideration is also being glven to gradually simpllify and reduce
certain incentives given to export industries, m%i& volicy should help to
restrain increases in foreign assets and also facilitate achlevenent of the

ohiectives of further lmproving the allocation of productive resources and

increasing tax revenues. In this context the su Loritl&& kesp din mind the
importance of not braking the momentun develeped @ver many yvears In the
econony as regards exports.

Certain other measures have been geared to mitigate the impact of

1

certain cost-push factors, in particular those stemming from developments

abread, that is, the general rise in world market . p rices of primarvy products

and certaln effects of the appreciation of the ved. As foremost among such

o

adaptationz in asupply policies, the staff considers the vecent substantizl

#

liberalization of iwmports and reductione in certafn tariffs. dertain
Ednancial steps bave been taken in order to f&ciiftate the inflow of iwports.
In the staff's view both demand and supply policiéé have been in the vight
direction under tho cireumstances which have emerged.

The outleok foxr 1973 suggests that the geﬁerai direction of financial
and. other policies should well remain the same fer{the time being. A

large balance of payments surplus is again projected for 1973, This surplus
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may generate an Increase in foreign assets only élightly leas than
experiened in 197Z2. TFurthernore, the rapid increases in domestic prices
way for various(%ehavioral reasons gain a momentum of thelr own. Such
developments would warrant, 1f not ecall for, a fﬁrzhax strengthening of
both demand and supply policies.

As regards monetary policy, the scope for réducing furcher the Central
Bank's net domestic assets by reducing itse Icanafappaars to be ratber
limited as its domestic assets, both public and ?rivatep have come down
to vather low levels, There may well be wmore Scépe for increasing Central
Bank liabilities., Contimied adaptaticns idun fiacil managenent might ugefully
be geared to further accumulation of government é%@osits with the (entral
Bank, ¥fforts to place additional certificates of deposit with banks and
other financial institutions would serve the samé'purposeo Treasury bills
are an Instrument competing té some extent with Eﬁe newly created certificates
of deposit: however, there iz scope for the lssue and placement of Treasury
bilis for the purpose of mopping up liquidity. Ia addition, further increases
in the redeposit of zavings deposits with the Caﬂ?zal Bank would also contri-
bute toward the same end and the scope for achievéng this might usefully
be explored. Consideration is being given to stréngthan the recently
introduced restraints on the inflow of shart»taxm%capitai for conversiom
into lecal curreney. Advanciag import payments, and further reducing
recourse to deferred import payments, would also ée helpful.

There exists a certain dilemma as rvegards inﬁarest vates policy.
Reductions in domestic intevest rgbes to intexnat%omal levels appear a
reasonable objective over the 1093 tun. Such raé%ctions would also help

in curbing inflows of short-term capital from abread, although it night be



bept in mind that Jomestdic intevest rabes are mnézaﬁy more far out of
ldpe vith intermational rates. Further r@éncti@ﬁﬁ in the present situation
of rather vapidly vising prices would temd to hag% certain wwwanted effectsn
Given the velatively bigh interest rates and V&rféiow gria& increameg
during the lazt decede or 5o, éh@ real vate of iﬁ%aﬁast has, although
declining somewhat, gencrally remained vather hig%, Trs 1972 the veal rate
of returs dropped sharply to slightly over 1 per cent both az a vegule of
veductions in uonical ivterest vetes snd iucﬁeaséég price rises. In the
early montha of this vear, this resl interest rat? may well have become
nogative, a development vhich fs likely to slow dﬁwa the declioe iun the
income velascity of womey, 1f unot actunlly waise i%g CSueh a developosnt
clearly wvould complicate very wmuch the pursuls aéifiamncﬁal policies geared
ro reduclug the rates of price ineresses. ?uxthe?mareg it would teond to
erode savings habite which would hove advexse @fﬁ%atﬁ on the finauclal
clinste for capleal formation and seonomie éa?alc;menta As the staff
considers the latter aspect of interest rate raéuétioaa wore Luportant in
the currest cconomie sivustion of Chima then the %irgt onz, it urges caution
as ropavds farther reducticns in nomingl int&regﬁ?rataa a8 long as present
eircunstances prevall.

Az regards offpetting the offects of f@r&igaﬁ&saaﬂ aceumulation on
liguidity, there appeavs to bo meope fov furtheyr %ales of forelpn exchaunge
beld by the Central Baph to baunks and other finaaéial ingtitutions, and

2loo to axtend the resge of fereign assets thas méy ba hald by banks.

fneouragenent to Chinese direst investoent abroad nppears compatible with
i
|

b

&

|
both short~ and loagar-temz objectives. A strong eass can bhe wade for

Iiberalizineg further certsin vestrictions on luvisible transactions.



Succeas‘in implementing intentions to simplify and perhaps gradually
reduce certaln tax incentives, such as rebates of:customs duties paid on
imports to be used by export imdustries, should éiso be helpful. As
regards supply volicies, there appears to be congideraﬁle seope for
further reductions in tariff rates and perhops aiée for strengthening

and speeding up the effects of the recently annodﬁaeé iiberalization of
imports. OControls of exports of cevtain aommaéibies in short supply

are part of these policles, but it is to be hape&ﬁthat they wili be a very
temporary expendisnt,

Some, if not wost, of these policies which are being consideved at
this time maioly from the viewpoint of meeting reﬁuixemanta of the current
aituation, i.e., slowing down the growth of liquiéity and price increases,
would also be helpful with respeet to the attalmment of the longer-ternm
objectives of ralsing the efficiency of the economy and changing its
structure,

Varicus efforts ave being made o tackle some of the current problems
by efforts to diversify China's external trade. ?his by and large may well
be a legitimate and, in come respects, necessary %hjectiveo ‘The staff notes,
howevar, that it 1s not pecessarily in the intere;t of auy one country, nor
of the world economy as a whole, to endeavor to achieve balancing of trade

on a strictly bilateral basis,



The following draft decision is submitted fér consideration by the
Exeseutive Directors:

1. This decision is taken by the Executiv&éﬁixectors in concluding
the 1973 consultation with the Zepublic of Chima pursuant to Artiecle XIV,
Section 4, of the Articles of Agreement,

2. bDuriag 1972 econcomic growth continued at a high rata. Since

[-!

about mid-1972 priece inecrecases tended to acceleréte and toward the end of the
year became & matter of concern. DBoth cost-push factors related mainly to
external developments and demand pull factors dué to substantial monetary
expansion generated in lavrge part by the external sector played a role,

The Fund welcomes the authorvities’ efforts teo fe%t aln the growth of
liquidity including the more active use of debt maaageweﬂt and monetary
policy and to take other measures to curb price increases and urges Tfurther
strengthening of such policies. )

3. The balance of paywents strengthened fﬁfth@r in 1972 with a
growing current account surplus and some revivalfaf net capital infiow,
Dxports and imports siznificantly exceeded expectatiecns, Developments dn the
first part of 1973 suggest a continuation of ﬁke#e trends. Some of the yelicies
adonted recently may have some counteracting effects. 'The Fund walcomes
the authorities’ continuing intention tce adapt p@licies in the light of
changing clrcumstances,

4. Both internal and external é&velopmantsifacilitateé and warranted
the recent substential liberalization of restrictions on imports and some
relaxation of restrictions on current payments. The Fund believes there
still remalns some further scope for moves in this dirvection which should

be conducive to achievement of interaal and ex termal policy obiectives,
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APPENDIX

Fund Relations with China

China is an original member of the Fund and has a quota of SDR 550
million. During the Fifth General Review of Quotas, China indicated that
it did not wish to have its quota increased. China completed its payment
of the gold portion of its subscription to the Fund on August 14, 1970.
An initial par vdlue of NTS$40 per U.S. dollar was established on September 4,
1970.

On December 20, 1971, China informed the Fund that the exchange rate
of NT$40 per U.S. dollar would remain unchanged. This represented asde-
crease in the gold value of the New Taiwan dollar of 7.89 per cent. On
May 8, 1972, this rate, which corresponds to NT$43.4286 per SDR 1, was
agreed with the Fund as the new par value, On the same data, China notified
the Fund that it availed itself-of.wider margins under Executive Board
Decision No. 3463-(71/126), adopted December 18, 1971L. On February 16,
1973, China communicated to the Fund a rate of 0.0218144 special drawing
right per new Taiwan dollar to be a central rate in accordance with para-

graph 2(a) of Executive Board Decision No. 3463-(71/126), adopted

December 18, 1971, This rate, which corresponds to 38 new Taiwan dollars
per one United States dollar and to 0.0193858 gram of fine gold per new
Taiwan dollar, represents a decrease of 5.26 per cent from the present par
value expressed in gold and corresponds to NT$45.8413 per special drawing
right.

A gold tranche purchase of SDR 60 million was made on October 20, 1971.
Present Fund holdings of New Taiwan dollars amount to 100 per cent of
China's quota, China is a participant in the Special Drawing Account but
opted not to receive an allocation.

The Fund has provided substantial technical assistance to the Chinese
authorities in relation to the introduction of a sales tax, the drafting

- of a general banking law, the preparation of an operation manual for the

Central Bank, and the management of public debt. Mr. Quinton from the
fiscal panel was assigned for two one-year terms beginning in May 1971,
to assist the Chinese Customs in the adoption of the Brussels Tariff
Nomenclature. The services of Mr. Quinton have been extended for a term
of six months with effect from May 4, 1973.

The last Article XIV Consultation with the Chinese authorities was
held in Taipei during March 6-16, 1972 (SM/72/111, 5/22/72; sM/72/117,
6/5/72; and correction 1, 6/12/72). The Executive Board's decision, taken

on June 14, 1972 was as follows (EBM/72/53-Decision No. 3679):

1. This decision is taken by the Executive Directors in
concluding the 1971 consultation with the Republic of China pursuant
to Article XIV, Section 4, of the Articles of Agreement.
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2. During 1971 the growth rate continued at a high level and
the price increase was moderate. Although the rate of expansion of
money supply in 1971 was high mainly because of the accumulation of
exchange reserves and the expansion of credit to the private sector
and government enterprises, timely measures of credit control by
the authorities kept the monetary expansion consistent with price
stability. The Fund hopes that the authorities will continue their
program of improvement of financial markets. ’

3. The balance of payments remained strong in 1971 as improve-
ment in the current account offset some deterioration in the capital
account, The high growth rate of exports was maintained despite a
number of unfavorable developments abroad.

4. Although a number of steps were taken in 1970 and 1971 to
liberalize restrictions on trade and current payments, this trend
was interrupted in the latter part of 1971 as the authorities
responded to uncertainties abroad. In view of the strong balance
of payments and reserve position, the Fund believes that there is
considerable scope for relaxing restrictions on trade and current

"payments and hopes that the present suspension of the liberalization

program will be ended soon.
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HEMORANDUN

TO: Mr. Tun Thin :
. : | Vs
FROM: - Frank A. Southard, Jr. ( [l :
: : v
SUBJECT:  Vie t»«Namwmlmsiden&ﬂfficer / :

Mr. Schweitzer and I\have considered vour memorandum
of May 24 on the above subject.\ W¢f agree that it should not be
our purpose to provide a resident pificer in 3ailpon who would be
eoncerned with mobilizing nultildferal aid. However, we have
% (and Mr. Schweltzer did so in
hileu) that we would be prepared
to send a Fund wepresentative iff wd were requested to do so. It
does seem to both of us that thg ms of reference which you have
indicated, namely, "to work on fechnical problems in the areas of .

ve would favor instead of the wo¥ds, “te work on technical problems™,
would be sowething like the words, "to advise on problema arising'.

L I‘{re GOO\J@ . . . B . ' S

Mr. Mlidek o : L ;
Mr. Sturc ’ ’




Mr, Mohammed May 31, 1973
J« B. MeLenaghban

China « Recent Economic Developments

The economy grew in 1972 by about 11 per cent, only slightly
less than the rate of growth in the previous two years. Industrial
production increased at a record rate of more than 26 per cent. On
the other hand, agricultural production increased little and was below

expectations., After many years of price stability, price performance
deteriorated sharply in the closing months of 1972 and early 1973,

vhen the vwholesale price index was 10 per cent ahead of a year earlier.
Higher import costs played some part in domestic price developments,
but there was also an element of demand pull, reflected in the sharply
higher rate of growth of money supply, vwhich by March 1973 vas some

40 per cent greater than a year earlier. External developments were
extremely favorable in 1972, when for the third successive year there
wvas a substantial surplus @f almost SDR 5h0 million)in the balance

of payments, compared with a surplus of SDR 220 million in the previous
year.

Following the announcement on February 12, 1973 that the U.S.
dollar was to be devalued, the New Taiwan dollar was devalued by
5.26 per cent from the par value, representing an effective over-all
depreciation of a little more than 1 per cent. For the sake of flexi-
bility the Chinese authorities established a central rate (rather than
a par value) corresponding to NT$38 = UsS$l (previously NT$hO = Us$l).

Policy actions in late 1972 and early 1973 were almost wholly devoted
to stemming the rate of price increase, and to ease the burden on domestic
monetary menagement of rapidly rising foreign exchange holdings of the
banking system, In September 1972, the Central Bank no longer approved
short~term foreign currency loans for working capital purposes (although
such capital could still enter China, but without the right to repatriation).
Debt management policies were employed in a compensatory manner for the
first time to absorb excess liquidity, and new credit instruments were
introduced by the Central Bank for the same purpose. Fiscal performance
remained sharply contractionary. FEncouragement was given to importers
to avoid reliance on foreign financing for their importsf{ in this respect
US$h00 million was made available by the Central Bank through the domestic
banks for imports. And in a major trade liberalization measure in
March 1973, the Govermment transferred 2,370 import items from the
controlled to the permissible list, leaving only 460 items (of a totel
of about 15,000) on the controlled list, largely imports kept under
econtrol in most developed countries,



External debt increased in 1972 by SDR 230 million, a much faster
rate than in the previous two years; more than half of the increase was
in short-term debt. At the end of 1972, total outstanding external
debt amounted to about BDR 1.3 billion, almost 80 per cent of which was
medium-term and long-term. Debt servicing in 1973 is estimated at

6.5 per cent of exports of goods and services, a low proportion by
international standards.




Mr. Ahrensdorf May 24, 1973
Dongld E. Palmer

Staff Report on Republic of China

I have only two comments on the draft staff report for the 1973
consultation with the Republic of China.

First, I could find no mention in the staff appraisal of the
“question of the appropriateness of the new exchange rate in the light
of recent trends and prospective developments in the balance of payments"”
(the quotation 1s from page 7 of the briefing paper). It will be recalled
that the decision to depreciate im February 1973 was seriously questioned
by several members of the Executive Board, with the result that the
Managing Director promised that the planned consultation would explore the
adequacy of the curreant central rate and the liberalization program.
There 1s/good discussion of the liberalization efforts in the paper but,
my impression is that the paper is virtually silent omn the question of the
adequacy of the rate. While in other times this might have been comsidered
too sensitive an issue for comment in the paper, it was my understanding
that in this case the Executive Board (and the Management) expected that
the staff report would contain at lesst a brief analysis on this issue.

My second point relates to the absence of sny text tables.
I an well aware that we are sll under pressure to keep the length of staff
reports to managesble proportions but no one has suggested that this be done
at the expense of text tables. Indeed, one frequently hears Directors
praising reports which contain short but helpful text tables. I would have
thought that this report should include a table on the balance of payments
and on money and credit.

ce: Mr. Tun Thin

bece: Mr. McLenaghan
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TO : Mr. Sturc

/@‘
FROM  : J.B. McLenaghan %

SUBJECT : China: Real wages

Office Memorandum

\/)Vﬂb

The following table may be of some assistance in assessing recent
trends in real wages. Note that the data relate only to wages in the manufac-

turing sector.

Index of Real Wages in the

Menufacturing Sector

(Jan, 1968 = 100)

Increase

(Per cent)
December 1968 109 9.0
December 1969 112 2.8
December 1970 123 9,8
December 1971 126 2.hl}Z(f
December 1972 132 4,8
Source: Data provided by the Chinese authori-

ties during the 1973 Article XIV Consultation.

The staff team was told that the increase in real wages over the last four years
was probably fairly close to, if not in excess of, the increase in productivity,
at least in some sectors. In contrast, over the period 1952-68, the increase in
real wages had been a good deal less than the rise in productivity.

p oI

”,/”

An interesting comment provided outside of the consultation discussions
was that maintaining a high rate of growth in the medium- to longer-term may depend
to some extent on the policy towards increasing real income.
argument, given that recent rates of growth in exports may not be sustained, it
may be more appropriate for the authorities to seek to increase demand in the

domestic market.

cc: Mr, Palmer
Mr. de Looper

On the basis of this




Financial measures taken on April 1, 1973

Governor of the Central Bank announced on Merch 31, 1973 the introduction
of the following measures for the purpose of moderating credit expansion and
mainteining monetary stability. The measures becams effective on April 1, 1973.

1. The suspension of accepting short-term loans which have to be repeid
in less than one year and letters of credit with a year maturity from foreign
banks and suppliers. After an advanced settlement of import foreign exchange,
domestic importers and manufacturers may apply to appointed banks for new
Taiwan dollar loan for settlement of the balance. The rate of interest charged
by appointed banks in this connection is fixed at 7.5 per cent per annum.

The terms of repayment is the seme as for usance letter of credit.

2. Domestic manufacturers are required to import machinery and equipment
on cash settlement basis, when the amount involved is under US$3 million with
terms of repayment less than five years. After an advanced settlement of the
20 per cent of import foreign exchange, manufacturers may apply to banks for
the financing of the 80 per cent. The rate of interest charged by banks in
this connection is fixed at 7.5 per cent per annum. The other terms and
conditians are similar to the "Procedures for Foreign Exchange Provided for
purchasing mechinery” published recently by the benk.

3. Margin requirements for 1. letters of credits for imports were
raised by 5 per cent, i.e. (1) 25 per cent tor%ight letter of credit, (2) 15 per
cent for usance of L/C, (3) 20 per cent for import on installment payment basis,
and (4) 15 per cent for import L/C financed by self-provided foreign exchange.
But for the purpose of stabilizing prices, margin requirement for bulk imports

N handled by MOER remsined at 10 per ceat.
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k, oOutward remitiances should be made upon expiration for approvad

¢ working capital obtained from foreign sources. Ixtension could be mads

/
g only with special approval of the Central Bank.
5. A 20 per cent discount is applied to expért loans in accordance
. with the regulations governing such loans. Loans;for machinery exports
v are pot subject to the discount rule.

6. The Ministry of Finance will issue variobs kinds of bonds and
- Treasury bills, and the Central Bank will issue sévings certificates for
‘
the purpose of tightening money supply. The details will be announced at

a later date.

Source: Cemtral Daily News, Taipei, Teiwan, China, April 1, 1973
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Ban on D/A “e,nd /P Tmport éccepta,z;{:e Tifted

The Central Bank of China announced on May 3, 11973 the 11fting of the
ban on D/A and D/P imports, The bank has resumed ziicae@timg imports on a
document acceptance (D/A) or decument against paméfén’cs (Q/I;’) basis. The ban,

which was intended to curtail the influx of shert«-i;em foreign cépitalg was

‘i .
¢

introduced on March 31, 1973 together with some other measures i!?he Centz;al
Bank decided to 1ift the ben on DA and D/P impori;,%s‘ which asccounted for nearly

one-sixth of Taiwan's total imports in 1972,

;

s,
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. FOREIGN EXCHANGE DEPARTMENT
* TAIPEL, TAIWAN
REFPUPLIC OF CHINA

( April 2, 1973
 62FED-L.O-0085

* Mr, Ernest Sturec -
Director '
Exchange and Trade Relations Department
International Monetary Fund
Washington D.C., 20431
u. S. A, '

Déar Mr. Sture: '

contained in your letter of
ed M5 enclose herewith the draft
eport on Exchange Restrictions
which, we hope, will have your

, ‘In compliance with
March 14, 1973, w
of the Twenty-Foutt
with some prop ed
concurrencef, /[

With asxu et /of our cooperation,

D : . Siﬁce}ely yours,
‘ . Y.J/C. TSO

Asst., General Manager

Encl,



Original Text Proposed Alteration

page | footnote*
New buying and selling rates for U.S. New buying and selling rates for U. S.
dollar were sot at ,.. and ... per US$1, dollar were set at NT$37.90 and NT$38.10
respectively. per US$1, respectively.

page 2 lines 14-16
.o oimport applications and licenses are «e.import applications and licenses are
screened and issued by 11 appointed screened and issued by 15 appointed banks
banks and their branches. Export and their branches. Export applications are
applisstions are screened, and export screened, and export permits issued, by H
permits issued, by 22 appointed banks, appointed banks.

page 4 line 16
«eej these hoods do not require an eee; these goods are automatically approved
impert license. for an import licensce.

page 4 lines16-21 _
Imports normally must be seitled on a deleted (effoctive August 26, 1972, traders
sight lefter of credit basis. End-users may contract imports of commodities in per-
and traders with an export record of missible list on D/P, D/A or Usance
over US$500,000 a year, however, letter of credit terms).
may contract imports of machinary and
equipment or raw materials on documents
against payment, documents against
acgeptance, or usance leiter of credit
terms, provided thet. interest charges are
not included in the prics.

page 4 last line
(insert) The holder of an import licence is
entitled to obtain the necessary foreign
exchange from an appointed bank.

page S line 3
oo for all imports not taking plage on ~...iax- all imports under sight letter of credit;
a deforred pavment or consionment bagis, ;... (deferred payment, consignment basis,

i.0,, for all imports under letter of credit D/P or D/A do not require advanced setfle-
er_on documents against pavment terms...seitlement of foreign exchange) !

page 5 lines 8-10 ;
Previded that the foregoing roquiremcu delated {as it is the requirement for issuing {/l,
eee from an appointed bank. letter of credit and not as a condition for
alloceting foreign exchange)

page S line 17
Certain commodities which still can be Certain commodities financed with U.5. aid
fimaaced with U, S. aid funds... funds....

page 5 line 23 ~ page 6 line 2
cs.and a number of luxury goods and deleted (since January 1st, 1973, they are
less essential tems, such as certain changed to bs in controlled list)
Chinese luxury foods, cigarettes, cigars,
liquor, jewslry, certhin medicines, tea,
sugar land its substitutes), and molass-
es,
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: page 5 line 8
require & bank guarantee.

page 6 lines 25
Liquor and. cigareﬂes....of these commo--
dities.

page 6 line 17 - _--
the corresponding flgures were, . ,prohi-
bited, ...controlled, and ...permissible.

_page 6
* premark

page 7 lines 4-6

require a bank guarantee. *

Hootnote

Effective April 1, 1973 the reqmrements of
the advanced settlement of foreign exchange
for opening import LL/Cs are as follows; :

sight L/C, 25% of the L./C amount; usance '
L/C 15%; L/C financed by self=provided :
foreign exchange, 15%; L./C under installment
payment basis, 20%; and L/C of bulk import .
especially approved by Ministry of Economic
Aﬂa.il‘s, 19%- . :

(This sentence should be moved out and
inserted into page 6 line 12 efter the word |
" Auction”. )

the corresponding figures- were 14 prohibited,
2013 controlled, and 9557 _,‘and 11584 in all.
’ i
The tenth edition of the classification of i
Import and Export Commodities of the Repu-
blic of China was put into effect et the be- |
ginning of 1973, and the corresponding !
figures cledsified as follows: 14 prohibited |
2864 controlled 12383 permissible 15261 in ,t
all. Effective March 16, 1973, the corres- |
ponding figures were as follows: 13 prohlblt-
ed 46] controlled 14787 permissible and
15261 in all.

On Hdecember 31, 1971, the procedure ap- deleted

plied to some 30 Rems, and on December
31, 1972 to ,...items.

page 7 line 13
Speciall regulations apply to some 7_com-
modities normally imperted in bulk ship-
ments gnd imports of which exceed 40,000
metric tons a vear,

page 7 line 12

eseeoitems

page 7 line 19-21
ial i dled b

over

Specially regulations apply to 4 _commodities
normally imported in bulk ehipments.

3955 items

import of eru ii_ia ine

e m| S ent T
trading agencies include chemical fertilizers Chinese Petroleum Corp,.

, tinplate, crude oil, gnd gutomobiles,

page 7 foot-note ¥/
Including soybeans, wheet, barley, corn,

sorghum, rapeseed, and raw cotton.

page 8 lines 7-9
...and be registered by the Taiwan Pro-
vincial Department of Reconstruction of
the Reconstruction Depertment of Teaipei

City
-2

Including soybeans, wheat, barley, corn,

deleted



'

page 8 line 10
... ave a minimum capital of iV wauio,0vu
and ....

page 8 line 11
eso.tnore than UE$50,000 for the last
two yesrs.

! page 8 line 13-14
They also must be approved by the Board

of Foreign Trade.

page 9 line 2-4
In certain.,..resources,:

page 10 line 13
US$2,400 a year_in _the subsequent aca-
demic vears.

page 11 line 18
.«s0on the export of canned mushrooms.

page 12 lines 1~-2
export of cofton textiles to Canada, ltaly,
the United Kingdom, the Ulinited éStates,
and the Federgl Repubiic of Germany,

page 12 line 15
value of US$100 mays...

.Hpnge 12 line 17
US$100 without providing evidences...

page 13 line 20-21
" .so.calculated in relation to the oriqinally
invested funds;

page 16 line 5-3
Travelers may bring in aay amount of
gold; sther imporis ol gold, including
imports for investment purposes, require
Central Bank approval and are not

‘ normally permitted,

page 16 last line
«ooby less than 10 per cent,

page 17 lines 14-15
" eeeyp for &ll currencies for which the

latter duoted spot rates, with the exception

of the U, S. ddllar.

have a minimum capital of NT$500,000,
(Effective as from Oct, 31, 1972)

««.more than US$1063,880 for the last year.
(Effective as from Oct, 31, 1972)

They also must be registered by the Board
of Forcign Trade.

deleted {as cancelled on March i6, 1973)

L1S52,400 a yvear in the subsequent 2nd to
5th academic ycars,

«..on the export of canned mushrooms and

asibaraqus,

export of textile to Canada, the United States
s and the membe ieg of EEC

value of US$280 may...
(effective as from Merch 7, 1973)

US$200 without providing evidences. ...
{effective March 7, 1973)

.. .calculated in reiation to the invested funds;

Travelers may bring in any amount of gold , _
but have to declare upon entry if it exceed
5 shin liang, i.e. 155,25 grams; other
imports of gold are not permitied.

fi

«. by less than 10 per cent; (continiied)

" where the commuodities or substitutes are

produced domestically and where they are
produced locally of good quality end in su-
flicient quantity to domestic demand,

deleted

-3 -
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MARCH 24 1973 VIA ITT WORLD COMM
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ZCZC AWA131 VIA ITT TGB649 13175

UIWA HL CNTA 030 \>
TAIPE 30/26 24 1231 : N
188397
LT
. Orig: AsD
MR FRANK A SOUTHARD JR cc: MD
™MD
INTERFUND LEG
RES
WASHI NGTONDC(USA) __ETR
SEC
ADM

REURLET MARCH THIRTEEN | TAKE GREAT PLAEASURE TO
WELCOME THE TEAM’S VISIT REGARDS
KT L1 MINISTER OF FINANCE

COL MR FRANK A SOUTHARD JR INTERFUND
WASHINGTONDC(USA
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Dear Mr. Minister:

As agreed with Mr, Martin Wong we propose to hold the 1973 : 8
Article XIV consultation discugsions in Taipei from April 11 to . s
20, 1973.

The Fund staff team for the discussions will consist of
Mr. J. Ahrensdorf, Assistant Director, Mrs. liui-Chen ¥u Yang,

Economist, Far Fastern Division, of the Asian Department, ] (
Mr, John B. Mclennghan, Economist, Fxchange and Trade Relations ¥

Department, 2nd a secretary.

The staff Questionnaire and Eackground Paper will be forwarded
to you shortly, and details of the misgion's arrival will be commu-
nicated to you at a later date.

8incerely yours,

(Signed) Frank ASSouthard, Jre

Fronk A. Southard, Jr.
_Deputy Mennging Director

His Excellency

K.T. L1

Minister of Finance : ce: MD

Ministry of Finance DMD

Taipei, Taiwan ASD

Republic of China _ LEG
RES
SEC

Y ADM
cc: Mr, Martin VWong _Emm_

JA/eu/2/27/73 ; ’



ey

GOING _MESSAGE

- /&w Foce
< , N S S INTERNATIONAL MONETARY FUND
" FOR PREPARING OFFICER R L e . WASHINGTON D.C. cc: MD
. I O I;light Letter o o ‘ T C . BT : “’7 . K : El\ég
> [ Funt Rate : L o S s ot
[ code B o - SRR e
: . SPECIAL INSTRUCTIONS To; 'Fis.pvn@ll@nny ) ] ) e
: - The Minister of Finance L gEe
EBM/73/1h (2/17/73) . —ndstrs of Finenes : » - THE
. . Nancheng Street ' O -
" EBS/T3/5¢ S (2/1'{/73) o Ta:xpel, Taiwvan, Fepubl:.c of China

{.) "

Exenutive,Bo‘arc_l fbdk félloving ”t"leciision Feﬁi;uary 17, A'l973:
QUOTE . _.%?;gf;fi Lo o e

L 1 The Gofernineﬂ:b of t‘he' Repubiic of China has c;mﬁﬁicated
| to the Fund a ra,te of 0. 02181hh spec1al drawing rlght to one

f4run CLEARANCE o
Zi_jj . ; | new Taiwan dollar to be effectlve as a central rate as of
ASD X5 ‘

" TRE F;§> i

ETR 47 {,r' - .~ 0.0193858 gram of fine gold per new Taivan doller, 1,60kh.L45

N .
f g lf‘ebruary 16, 1973, local :tln"lle. This rate corresponds to

. . R o B : » S . o
L e L e nev Taiwan dollarg per troy ounce of fine gold, and to

\ : - 45,8413 new Taiwan dollars pei' speciai draving right. .. -

i

2, The Fund notes the central rate communicated by the

Drafted by - i
S "Govemment of the Republic of Ch:ma. and 'Lhat'{lt continues

Department —SEcretm'y"s———

) : to avail itself of vider margins under Executive Board
Date. 2/17/73

V B Decision Yo. 3463-(71/126) dated Decenbop 18, 1971.
" . AUTHORI i ' Coe : ' ’

v RS UNQUETE
W Lawrence Hebbard : U o ' S

# : L I _ R Hebbard.

Second Signature When Required o T _ AR B T . S - © Interfund

" 'FOR CODE ROOM
Time Received 7:30 P.M.
Time Dispatched 8:’4-7 P.M.
Number of Words 1%6
Log 182765 DO NOT TYPE BELOW THIS LINE
. Route RCA - ;
Operator PD




gL St. NW. Washingtoa, 0.C. Plione 256-6200

FEB 16 1973 VIA ITT WORLD COMM

N ”

ZCZC AWAT65 VIA ITT TGB570 11661

UIWA CZ CNTA 094
F TAIPEI 94/89 15 1346

ETAT

MR PIERRO-PAUL SCHWEITZER THE MANAGING DIRECTOR

INTERFUND
WASH I NGTONDC20431(USA)

Al

! 1R PﬂU]C'A/!'

TR. De LoDhER

TRs TYLeA

186185

Orig:
ors

PURSUANT TO PARAGRAPH 2(A) OF EXECUTIVE BOARD DECISION
NUMBER 3463-(71/126) COMMA ON CENTRAL RATE COMMA EYE

HEREBY COMMUNICATE TO THE FUND A RATE OF 0.0218144 SDR

TO ONE NEW TAIWAN DOLLARS AS A CENTRAL RATE TO BE

EFFECTIVE AS OF FEBRUARY 16 1973 TAIPEI TIME STOP THIS

RATE CORRESPONDS TO US

ASD
MD

IMD
TRE
LEG
RES
ETR
SEC

> i

-7

-t ‘..-..---.*w-q-me-v'}
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PAGE2

DOLLAR ONE EQUIVALENT TO NT DOLLAR 38 STOP'THE
GOVERNMENT OF THE REPUBLIC OF CHINA WILL CONTINUE TO

E OF ABOVE MENTIONED BOARD DECISION DECISION
KT LI MINISTER OF FINANCE ROC

INTERFUND WASHINGTONDC20431(USA) 2(A) 3463-(71/126) 0.021814&‘
16 1973 38

. . >~ e -
. i K
< ! "
_ - " S
e et e e
H
‘s
-
-
"~

i
I
1
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]
e
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1706 £ St. 110

;L s

1%
ZCZC AWA607 VIA ITT TGB378 A2023 f
UIWA HL CNTA 070 '

TAIPEI 70/68 15 1731 Ce %«» /J—-.—k-/ l
‘ 4~ ﬁo(}og

Orig: ASD

Ay ecc: MD
DMD

MR TUN THIN TRE
LEG

DIRECTOR RES
' ETR
AS| AN DEPT SEC

INTERFUND
WASHINGTONDC

MANY THANKS FOR YOUR CABLE OF FEBRUARY 13 STOP
MY GOVERNMENT HAS DECIDED TO CHANGE THE EXCHANGE
RATE FROM NT DOLLAR 40 EQUAL ONE US DOLLAR TO T

NT DOLLAR 38 EQUAL ONE US DOLLAR EFFECTIVE A" menn S\
FEBRUARY 16 1973 STOP OUR MINISTRY [ % S %‘?fx
i R~ y
— — - \\v/, ; . / -7' J
PAGE2/18 &

OF FINANCE WILL

OFFICIALLY CABLE IMF REQUESTING CENTRAL RATE BE
CHANGED THIS AFTERNOON STOP REGARDS
KUO-HWA YU GOVERNBANK




UIWA CZ CNTA 094
F TAIPEl 94/90 15 1715

186062

Orig ASD

ETAT . (c: /‘“ %Dg ik

MR PIERRE~-PAUL SCHWEITZER THE MANAGING 52E§§:=HEN.J(//,
SEC

DIRECTOR INTERFUND '
WASH | NGTONDC20431USA

SUBSEQUENT TO DEVALUATION OF US DOLLAR BY TEN

PERCENT IN RELATION TO SDR ON FEBRUARY 12 1973

COMMA THE GOVERNMENT OF THE REPUBLIC OF CHINA

HAS DECIDED TO CHANGE THE CENTRAL RATE OF THE _;jgf]7‘
NEW TAIWAN DOLLAR EFFECTIVE FEBRUARY 16 1973 |

- FROM 0.0230263 SDR TO ONE NEW TAIWAN DOLLAR TO 5
0.021844 SDR TO ONE NEW TAIWAN DOLLAR STOP THIS RATE
CORRESPONDS TO US DOLLAR ONE EQUIVALENT TO NT

: PO B,

DOLLARS THIRTYEIGHT STOP YOUR CONCURRENCE IS
SOLICITED KT L1 MINISTER OF FINANCE ROC

COL 0.0218144 0.0230263
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MINISTRY OF FINANCE y .
REPUBLIC OF CHINA Yo . }}L (L;é; Z\/
Office of the Minister

Orig. & en: ASh

' ce: MD
February 6, 1973 DMD
LEG
RES
ETR
Mr. Pierre-Paul Schweitzer SEC
The Managing Director TRE
International Monetary IFund
19th & H Streets, N.W.
Washington, D.C. 20431
U, S. A,

Dear Mr. Schweitzer:

With the old year already run out and the new
year ushered in, it is again the time for business and
industry to take stock of things past and map out their
strategies for the months ahead. Since current performance
of our economy and its future prospects are matters of
concern to you and your associates, I feel certain that you
would like to keep abreast of how we have fared and are
faring here in the Republic of China.

Economically, 1972 continued to be a magnificent
year for this country. Real growth of gross national pro-
duct was 11.0 per cent and that of per capita income, 7.5
per cent, according to preliminary estimates. Particularly
noteworthy was the performance in trade and industrial pro-
duction. Both sectors had moved ahead at a record-breaking
pace, registering an increase respectively of 42.8 per cent
and 26.2 per cent over a year ago.

But while we have addressed ourselves to the
promotion of industrialization, fresh efforts are being made
to reinvigorate our agriculture, with a new NT$3.8 billion
rural reconstruction program scheduled for implementation
in the first two years under the current four-year (1973-76)
economic development plan.

Increasing emphasis is also being laid on improve-
ment of infrastructural facilities and development of manpower,
as demands on these two sectors are rising rapidly as a result
of the fast expansion of production and trade. You must already
have been informed, of course, of the renewed efforts made by
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MINISTRY OF FINANCE
REPUBLIC OF CHINA

Office of the Minister

my government under the leadership of Premier Chiang Ching-Kuo
to improve public administration, promote social justice and make
the government machinery more responsive to the needs of the
masses as well as of business and industry.

And I am happy to inform you that, irrespective of
whatever is taking place on the international political scene, no
letup in the momentum of our rapid economic. growth has been
predicted for the foreseeable future. For the current year, a
‘forecast made by the Institute of Economics of the Academia
Sinica puts the economic growth again at a highly satisfying rate
of 11 per cent.

I am enclosing here a copy of the January issue of
"Taiwan Industrial Panorama'', which contains some very im-
portant statistics of interest to you. If there is any other infor-
mation you should like to have, please feel free to communicate
- with me and I will be happy to provide it.

Finally, let me assure you of our deep appreciation
of your active interest in our economic development and our
readiness to continue to work closely with you for our mutual
benefit,

With the compliments of the season,

Sincerely yours,

COREC HWB , |
i ERRATIONAL | Z,ﬂ -
MONETARY ¥ Ukl '

r B oas Dy i K., T. Li
Fis fb oo it Minister of Finance

AU A TIONS
¢e 'g el
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