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OUTGOING MESSAGE 

INTERNATIONAL MONETARY FUND 

WASHINGTON D.C. 

To: 

Taipei 
3 

First. A press release (P.E. 74-965, -dated 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 can no longer be purchased from 

Japan, but must be purchased from Europe and the United 

States. 

a. Pl.ease indicate the major import items or categories 

included in the 774 items; please provide data on the value 

of imparts of these items from Japan in 1973 and the first 

ten months of 1974 and the value of imports of these items 
I . . 

from the rest ·of the world during the two periods. Were the 

774 items transferred from the permissible to the controlled 

list? 

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? 

00 NOT TYPE BELOW THIS LINE 
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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 l:tst:s? 

b. Were these 829 items transferred from the permissible 

to the controlled 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 l.973 and the first ten months of l.9741 

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 picture 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~ 
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b. Were these prohibitions. introduced under point 11 

of the 14-point program introduced on November 15, 1974? 

c. Please explain the reasons for prohibiting the 

importation of these products; was it in order to protect 

.domestic industries? 

d. If ~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 number six, it was mentioned that the authorities 

were extremely reluctant to force domestic manufacturers 

to use relatively expensive domestic raw materials. Does 

th;i.s mean that if the applicant for an import license finds 

it mare advantageous to buy raw materials abroad even after 
' 

the price negotiations w.i.th the domestic raw material 
will 

producers,~ 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 eases the refusal of import licenses would be temporary. 

our of 
Please confirm whether/a: understanding ti.:&xe0mmt«U>illllI/the 

1--------~ 

above points is correct 
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e. Please cable the list of raw.materials which are 

covered under point 11. 

Fourth. The same issue of the China Post mentions that imports 

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 monetary

. and fiscal fields. ·Please send copies of circulars br 

regulations by airmail. 

Sixth. Please provide the number of items now on the prohibited, 

controlled and permissible lists. Of those on the permissible 

list, how many can be imported under the automatic approval 

system. by app~inted banks? Regards 

·Abadji.~· .. 

Interfund 
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tJ.epreciate 

[KOrea] has informed the Fund of its intention to L~ 

by 17.5 per cent from Won 400 to Won 485 per U.S. dollar] 

on December 7 [Korean] time and that thJ.s.- [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 bearelativel.y 

stable in the immediate :fu.ture; however. since they were 

not clear with regard to objectives of [floating], we 

encouraged them to postpone this action. The staff paper 

will be issued on Thursda¥ _and Board discussion is 

scheduled Fridey. You mS¥ ·inform [Chinese authorities 

Korea] time Saturdey morning. As for advice to [Chinese 

authorities], we still feel page 8 of the briefing paper 
. . 

applies. In particular, sUbject to your up-to-date 

assessment of [BOP] position and prospects, you should 

encourage [authorities not to respond immediately to 

Korean] action. Regards 

Tun Thin 
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Brian c. Stuart 

Reconciliation of Central Bank and Official 
Reserves and Central Bank Foreign Assets in IFS 

DATE: 

November 22, 1974 

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 a.re 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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TO 

INTERNATIONAL MONETARY FUND 

November 5, 1974 

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 develop
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 
arrangements 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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Office Memorandum 

TO Mr. Palmer DATIO: 

FROM Brian c. Stuart November 5, 1974 

SUBJIOCT : 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 usef'ul 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 ecpial 
appreeiation vis-a-vis the u.s. dollar, from NT$40 = US$1 to NT$38 = US$1. 
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-a-vis the U.S. dollar. This develop
ment has se:eious 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 fran approximately¥ 7 per new Taiwan dollar at the end of March 1973 
to ¥ 8 per new Taiwan dollar at the end of September 1974. 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 1974. 
This has worsened Taiwan's chronic balance of payments deficit w1 th Japan and 
has led to the discriminatory action of prohibiting imports of certain goods 
from Japan. . . ~ 

~·~ 
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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 Taiwan 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 specific 
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 make 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 
list 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 reducpions 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 liquidity. 
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. 
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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 some new import controls and the increase of export incen-

tives. T'ne restrictions on short-term foreign borrowing that had been 

introduced in 1972 and 1973 were relaxed in 1974. To assist in moderating 

the effect of foreign 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 par value 

of the new Taiwan dollar was changed 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 l ai.~d NT$40 US$1; 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 0.0218144 per new Taiwan dollar corresponding to NT$45.8413 

SDR 1 or NT$38 = US$1 and continued to avail itself of wider margins. 

The new rate represented a Q.evaluation 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. 
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Although official actions by the Chinese authorities and the develop-

ments in the rate of the u.s. dollar (especially since February 1973) have 

caused changes in the effective rate of the new Taiwan dollar, these changes 

have been relatively small when compared to many other Asian countries 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, declining 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 f'urther 1.5 per 

cent in the period March-July 1973. Following an appreciation of less than 

l 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 dollar to increase by over 4 per cent by ·" 

January 1974. The effective rate declined by approximately 3.0 per cent by 

March 1974 where it remained relatively unchanged until a gradual appreciation 

began in May. By the end of September 1974, this most recent appreciation 

totaled 2. 5 per cent and meant that the ef'fecti ve rate was virtually unchanged 

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.s. 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 quote daily forward rates for U.S. dollars. Such a practice could 

give rise unnecessarily to uncertainty. 



2. Trade arrangements 

Imports are divided into thr~e groups: (1) prohibited, (2) controlled 

and (3) permissible. The prohibited list includes not only narcotics and 

some other goods excluded by most countries but also a wide range of pharma-

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 allocation which are often imported by 

government agencies. Goods on the permissible list are licensed 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 are prohibited. In June 1974, imports of automobiles 

and color television sets from Japan were prohibited, and the number of 

color television sets imported from the United States and Europe were res-

tricted. 

The imports of some products from certain countries are prohibited to 

i 
effectively control imports from mainland China. During 1973, the authori-

ties eliminated the country of origin requirements on over 3,200 items. 

Requirements were d:ropped f'or most of' the items which were shifted f'rom 

the controlled to the permissible list 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 than 1,200 con-

sumer i terns in October and December of that year. These goods may now be 

imported from any country except mainland China. 



Most imports require individual licenses. A general (covering) licen-

sing procedure applies to a few items on the controlled list. Under this 

procedure direct end-users are granted authorization semiannually 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 list. Under 

this system, importers may obtain foreign exchange at any appointed bank 

by submitting import licenses which are· automatically approved. During l973, 
' / 

the coverage of this automatic system was increased from 3,955 items to 

l0,27l items. For other imports, license applications a.re screened and 

licenses a.re issued by the Application Receipt and Dispatch Center at the 

Board of Foreign Trade. 

Importers of goods on the permissible list may contact on documents-

' 
against-payment (D/P), documents-against-acceptance (D/A), or usuance letter 

of credit terms. An adva..l'lce settlement requirement is a condition for the 

/ issuance of a letter of credit. Exchange settlement corresponding to 25 per 

cent of the f.o.b., c.&.f., or c.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; 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 imports specially approved by the Ministry 

of Economic Affairs • 
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customs collections as a proportion of total imports showed a steady 

decline during the period 1968-72 and the reduction of tariff rates con-

tinued through 1973 and 1974. :r;n August 1973, tariff reductions of up to 

50 per cent on grains and steel scrap that had been 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 1974. 

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 in December 1973 

and reductions of up to 62 per cent on approximately 200 agricultural items 

were announced in October 1974. 

With minor exceptions exporters are required to surrender exchange 

earnings and all. exports require licenses, mainly in order to ensure the 

surrender of exchange receipts. Quota limitations exist on the export of 

mushrooms, asparagus, and bax1anas and there are ceilings on the export of 

te:x-tiles to Canada, the United States 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 materials 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, harbor 

dues, and commodity tax. Some preferential treatment is accorded to payers 

of income tax related to the production of goods for export, provided that 

the taxpayers submit satisfactory proof of such exports; complete exemptidn 

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 availability of export 

credit had been increased and the interest rate charged was reduced from 

12 per cent to 10 per cent. 

3. Invisibles 

All payments for invisibles require approval from the Central Bank. 

Payments for invisibles directly related to trade are permitted freely 

when the basic trade transaction has been approved. The transfer of 

interest, profits and earnings on authorized foreign investments in the 

Republic of China may be made without restriction. 

Foreign exchange for pa~-ments 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 that can 

be remitted for students in the second to fifth academic years. The full 

amount of tuition and ·living expenses of students in the first academic 

year may be remitted. There was also a US$200 increase to US$1,200 a 

month for up to three months £or business travel abroad and a US$400 

increase to US$l,OOO a trip for tourist travel. There is, however a 

continuing policy of not normally granting visas for tourist travel to 

Chinese nationals. 

4. Capital 

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

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

Preference is given to investors who intend to produce goods for export or 

for replacing imports. Transactions by nonresidents in stocks and bonds 

must be made through the intermediary of registered brokers. 

Direct investment abroad is subject to approval. Applications that 

receive sympathetic treatment include those which would assist in assUTing 

a stable supply of raw materials for domestic industries. Portfolio invest-

ment abroad by private residents is not normally permitted. 

Restrictions on short-term foreign borrowings were adopted dUTing 1972 

and early 1973 to reduce the external SUTplus and its expansionary impact 

on domestic liquidity. However, in March 1974, the Central B~ announced 

that foreign borrowings for a.Dy pUTpose were now permitted, except borrow-

ings to be used as revolving funds. 

5. Gold 

Producers of gold must sell their output to ornrunental 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. Other 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 tak.e out gold in the form of jewelry subject 

to a weight limitation. Other exports of gold are n~t normally permitted. 
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6. Changes during 1973 and 1974 

January 1. A number 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 took into account the shi~s from the prohibited 

to the controlled list that are indicated in the first entry for January 1, 

above. 

January 15. The Central Bank ceased to approve new borrowing abroad 

in the fonn of short-term 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 Bank 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 required to settle in 

advance not less than 10 per cent of the total arnount of the letter of 

credit. 

January 23" Exports 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$400 million in foreign exchange loans for the import of daily necessities 

and of industrial raw materials and capital equipment. Of this amount, one 

half would be loaned by various banks at 7 1/2. per cent per annum for the 

importation of machinery. The remaining US$200 million would be loaned 

through banks to traders and ma.nui'actu.rers for imports of necessities and 

raw materials, also at 7 l/2per cent per annum. In addition, to curb rising 

prices of certain imported products, direct financing would be available at 

5 l/2per cent per annum through the Board of Foreign Trade. 

February l. Foreign banks in China were permitted to accept local 

currency demand deposits, but not time or savings deposits. Each bank's 

local currency deposits could not exceed 12 l/2per cent of capital, and 

there was an overall ceiling on the deposits of all foreign banks combined. 

February 16. Following the announcement that the U.S. f.l.ollar was being 

devalued, the Republic of China established a central rate of NT$l ~ 

SDR 0.0218144, corresponding to NT$45.8413 SDR l or NT$38 = US$1, and 

continued to avail itself of wider margins. The official buying and selling 

rates for the U.S. dollar, previously NT$40.00 and NT$40.l0, were set at 

NT$37.90 and NT$38.lO, respectively, per US$l. 

February 17. The conversion rate for Japanese banknotes was changed 

from¥ 8.5 = NT$l to¥ 7.5 = NT$l. 

February 25. Import duties were reduced by up to 50 per cent on ten 

import items, including barley, corn, soybeans, molasses, wheat bran, and 

steel scrap. On August 24, these reductions were .extended for six months. 
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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. 

ToUTists leaving the Republic of China were allowed to take out domestic 

products valued at up to US$200, compared with US$100 previously, without 

providing evidence that they had surrendered foreign exchange. 

March 15. The Board of Foreign Trade began to make f'oreign currency 

loans ·available to importers through the Central 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 impor't items were prohibited, 461 were 

controlled, and 14, 787 were permissible. Most of the shifted i terns. hence

forth could be imported from all sources except mainland China. 

March 16. The req_uirement 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 use of local 

materials continued to be req_uired for certain domestic industries. 

April 1. A;pproval was no longer given for the renewal of maturing 

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 req_uirements for imports were increased; 

for sight letters of credit the increase was from 20 per cent to 25 per 

cent of the value. 



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 available. 

April 1. The acceptance by domestic importers and manufacturers from 

foreign suppliers or banks 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 could 

apply to appointed banks for loans in domestic currency for settlement of 

the balance. The rate of interest on these loans was vixed at 7 1/2 per 

cent per annum. 

April 1. Imports of machinery and equipment had to be made on a cash 

settlement basis when the amount involved was less tha...11 US$3 million and 

the terms of repayment were less than five years. After adva.nce settlement 
' 

of 20 per cent of the foreign exchange amount, importers and manufacturers 

could obtain domestic bank financing at 7 1/2 per 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 against payments (D/P) basis 

were removed. 

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

July 4. Certain limitations on perrni tted countries of origin for 

imports of bulk goods and industrial raw materials were lifted. Henceforth, 

these could be imported from any source other than mainland China, while 

i 
previously restricted sources of origin included Hong Kong, Japan, Macao, 

Malaysia, and Singapore. 



July 17. The remittance facility for individuals was increased from 

US$100 to US$200 per transfer. 

Jul.y 17. The exchange allowances for study abroad were increased. 
I 

Those for approved travel abroad were increased from US$600 to US$1,000 a 

person a trip (from US$300 to US$500 for children). The living expenses 

allowance for business travel was increased from US$1,000 to US$1,200 a 

month. 

August 10. The Central Bank made available domestic finance up to a 

total of NT$1 billion to facilitate the financing of imports by small and 

medium-size enterprises of basic consumer goods and industrial raw materials. 

Such enterprises were, in addition, urged to avail themselves of foreign 

currency loans 0 f t h e Central Bank at preferential interest rates 

of 5 1/2 - 7 i/2 per cent. 

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

imports of nine industrial raw material products. 

~tember 22. Exports of certain foodstuffs and fertilizers were 

prohibited. 

October 9. Export controls i·Tere imposed on acldi tional commodities. 

These included chemicals, foodstuffs, and paper products. 

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 Kong, 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 404 cate-

gories of consumer goods imports :was removed. These goods could now be 

imported from any country except mainland China. 

January 20. Saudi Arabia assured China that it would continue to 

receive oil imports at the same level as during the first nine months of 

l973· Extensive technical assistance for Saudi Arabia's development pro-

gram ·was promised in return. 

0 February l9. The reductions of up to 50 per cent in the import duties 

on l9 industrial items including sulphur, phosphorous and raw steel materials 

that were introduced initially in February and August of l973 were extended. 

March 24 .. The Central Bank announced that foreign loans for any pur-

pose were to be accepted except loans that were to be used as revolving 

funds. 

May 4. A new policy of providing loans to exporters against export 

letters of credit was announced; the Central Bank would provide funds ~o 

0 commercial banks for this purpose. Also, the Central Bank's interest rate 

on advances to commercial ba..rlli.s for export financing was reduced from l2 per 

cent to lO per cent. 

May 3l. Official sources indicated that the Minister of Economic 

Affairs was preparing a list of products whose import tariffs were to be 

raised to reduce China's trade deficit. The list was to include television 

sets and refrigerators. · The Ministry of Finance was to be responsible for 

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



June l9o Imports of automobiles and color television sets from Japan 

were suspended and the number of color television sets imported from the 

United States and Europe were restricted. 

July 9. In order to increase the amount of import duties and taxes 

ref'unded to exporters, l20 per cent of the f .o.b. price could be used in 

calculating the rebates. Previously, the f.o.b. price was used. 

October l4. Import duties on approximately 200 agricultural i terns 

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 

oils and grease. 
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CONFIDENTIAL 

Republic of China 

Date of' _A_dJnission to the Fund: An original member. 

Current Exchange Rate System: Currency unit is the new Taiwan dollar; 
an initial par value at J\TT$40.00 to one u. s. dollar was .approved by the 
Executive Board on September 4, 1970. On Decen.ber 21, 1971, China 
informed the Fund that the exchange rate o:f NT¢tfo .oo per u. s. dollar 
would be maintained. This represented a decrease in the gold value of 
the new Tai wan dollar of 7. 89 per cent. On JViay 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 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
mu..riicated to the Fund a rate of O. 0218144 special drawing rights per new 
Taiwan dollar to be a central rate in accordance with paragraph 2( a) of 
Executive Board Decision No. 3463-(71/126), adopted December 18, 1971. 
This rate, which corresponds to NT$38.oo per u.s. dollar, to 0.0193858 
gram of fine gold per new Taiwan dollar, and to NT$l~5 .8413 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 it's quota. Payment of the gold portion of 
its original subscription to the Fund pursuant to Article III, Section 3 
was completed on August 14, 1970. 

Specitl 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 
made on October 20, 1971. Present Fund holdings of new Taiwan dollars 
amount to 100 per cent of China's quota. 

Article XIV Consultation: The 1973 discussions were held in Taipei during 
April 11-20, 1973. 

Current Economic Developments 

Domestic developments 

Gross national product: Rea.l GNP increased by 12.3 per cent in 
1973, compared with about 11.4 per cent.in the previous t"t·ro yeci,rs; in the 
first half of 1974 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 agricultural 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 grm·rth in inclustrial output was 8 per 

.. t.. 1""'1. - l ,..,..,., ' ... ... , • 1 ~ ~ 
(~ell L cu·:·:·J}~~--!'(·:t?. \'I.:.. GH C'-!- r~:r· cen-c. '.Lue 8J_U~·rc.c•vn1 \·Ta.s parcicu 8...T J...Y pronou.ncea. 
in ind1..ist:ries requiring petrochemice.Js. 
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Government :finance: The FY 1973 budget yielded a larger surplus 
than estimated~ mainly because tax collections exceeded projections. No 
information is available for the :fiscal yea:r ended June 1974. 

Monetary conditions: Money supply rose by 47 per cent in 1973. 
The major expa.nsiona:ry factor was credit iD the private sector which .rose 
by 50 per cent. In January 1974, the rediscount rate of the Central Bank 
was raised from l0.75 to 14.oo per cent. Money supply, following a sharp 
increase in January, declined by 12 per cent during February-April. It 
again took an upwa:rd 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 J2 per cent of the money supply 
at the beginning of' the yea:r) • 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 year. 
Imports rose in the f'irst half of 1974 by around 45 per cent each in volume 
and price over the sa:me period last yea:r; for exports the increase in price 
was much larger than the increase in volume. The Government took measures 
in April· arid May to speed up exports, including reduction of interest rates 
for loans to exporters and li~ing restrictions on e..xports of certain com
modities, and special. loans to medium and small. expert industries. Despite 
some official statements expressing concern about current deterioration of 
the balance of' payments, it is expected that exports ·will <.b better in the 
latter part of the yea:r. The outcome for the year as a whole is still 
highly uncertain. 

International reserves: In the first seven months of 1974, gross 
official gold and foreign exchange reserves declined. by SDR 244 million to 
SDR 850 million at the end of July 1974. Their ratio to imports fell to 
36 per cent in 1973 a..~d to about 23 per cent in 1974. 

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 l974, the Government suspended :imports of automobiles and 
color TV sets from Japan and restricted the number of color TV sets imported 
from the United States and Europe. 

External debt service: Debt service payrne:>J.ts on public and publicly 
gua:ranteed 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 creftit expansion 
to the private sector. In January 1974, the Government 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 on 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. 



Republic of China 

Basic Data 

IMF (as of August 31, 1974) 

~~-- Exch~R~----~~te_syst~Jl _NT$~~ ~ US$1 (central rate) 
· ·snR 550 (mi11io:Il). · Quota.. ____ .. . ..... 

.. Fµnd ho~9,~ng of national ~u_r_renc:y 

Population (in millions) 

Per capita GNP 

At current prices (NT$) 
,., ,At current U.S. dollars 

( " ' / 
GNP (NT$ billion) 

At constant prices 
At current prices 

Inflation (Annual rate) 

Consumer prices 
Wholesale prices 

Central Government Budgets (NT$ billion) 

Revenues _ 
Expenditure·s 
Budget surplus or deficit (-) 

,--'l.foney and Credit (growth rate) 
r . 
·,_ j Narrow money 

· Quasi-money 
Domestic credit (net) 

Balance of Payments (SDR) 

Exports 
Imports 
Balance of trade 
Current account balance 

. Gapital account balance 
Overall balance 

·Gross International I',eserves (SDR) 

100 per centf:/ · · 

1972 

15.2. (2.0) 

19,201.0 (14.9) 
480.0 (14.9) 

22 7 • 3 (il. 4) 
292.4 (17.3) 

4.3 
7.3 

63.8 (19.0) 
60.2 (15.9) 
3.6(108.9) 

34.6 
30.5 
20.3 

2,744.0 (34.0) 
-2,148.0 (22.4) 

596.0(103.4) 
472.0(176.6) 
-5.0(-77 .3) 

467.0(135.1) 

As percentage of imports 50 

1973 

15.5 

23 ,014·, 0 
606.0 

(1.9) 

(19.9) 
(26.2) 

255.3 (12.;3) 
356.9 (22.1) 

29.6 
40.3 

68.9 (8.0) 
68.7 (14.1) 
o. 2 (-94.4) 

47.0 
21. 7 
36.0 

4,328.0 (57. 7) 
.-3, 766.0 (75.3) 

562.0 (-5.7) 
562.0 ,(19.1) 

-356.0 (612.0) 
206.0 .(-55.9) 

36 

1974 

15.8 :(1.9) 

25,536.0 (10.9) 
672.0 (10.9) 

275.7 (8.0) 
403.5 (13.0) 

. 35.0 
32.0 

35.0 
21.2 
38.7 

( ... ) 
( ... ) 
( ... ) 

4,821.0 (11.4) 
4,915.0 °(30.5) 

-94.0(-126.7) 
-100.0(-117.8) 
-160.0 (-55.1) 
-260.0(-226.2) 

23 

· !/ Following the devaluation of the U.S. dollar in February 
to the U.S. dollar was established for the new Taiwan dollar· 

, .. filinc.e. been floating with the U.S. dollar. 

1973, a central rate pegged 
The new Taiwan ddllar has 

'!) No drawing other than the gold tranche purchase. 

'I 
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Mr~ Tun Thin 

fanald K. Pel.mer 

/ China and Nepal 

October 19, 1973 

On my return from Parts, I fol.ind Mr. Ma.ttera.'e memorandum of 
September 26 reporting on the additional meeting with Governor Sharma on 
Nepal during_ which the question of the timing cf the prospective Fund 
mission was raised. The suggestion is made. in the memorandum that the 
mission should take place earlier than the time (January/February) 
originally discussed 1-'"ith the Nepalese delegation. From my point of View 
this is a question of relative priorities which the Asian Department can 
best decide. As you know., we have planned that Mr. McLenaghan would 

,,---,, go on a somewhat similar mission to China possibly in late November/Deeember. 
'- , ·I simply do not have any well qualified individual who could do t.he job in 

,,--,, 
) , _ _,, 

!fopal before February. If• for some reason, it should be decided not to 
proceed at this time with the sped.al study on Chi.na 9 then. from. a personnel 
availability point of view, it would be possible for Hr. Mc.Lenaghan t.o go 
to Nepal in la. te lfovember. 

Since there are a number of people il}_the Asian Department involved 
in this question> I thought it best to do this~randum. 

cc: Mr. 'Woodley 
Mr. Narvekar 
Mr. Mattera 
Mr. Mcl.e.naghan 

i 
i 
i 
1 
' 



Office Memorandum 

TO Mr. Palmer DATE: September 17, 1973 

FROM J. B. McLenaghan 

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 ~ 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 monetary 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 tu.11 paragraph) with respect to higher 
rates of interest on foreign vis-a-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 
Martin Wong. Presumably, however, the relevant issues will be raised by the 
Chinese authorities in Nairobi. 

~. 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 approach with respect to China is warranted. 
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China - Briefing Paper for Annual Meeting 

Background 

Around early August the Chinese authorities considered options to 

restrain the influx of liquidity from abroad as the substantial import 

liberalization of March 1973 did not seem to have had an immediate effect. 

Consideration had been given to either revalue the NT dollar or to let it 

float. 

Apart from external cost-push factors, the liquidity influx from the 

external sector in 1972 had been a major source of inflation. The trade 

surplus of about US$647 million was a· considerably more important source 

than inflows of short-term capital. In. fact, there was a net outflow 

including net errors and omissions of US$21 million against US$48 million 

in 1971)1 

In February 1973, the NT dollar was revalued vis-a-vis the U.S. dollar 

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

vis-a-vis _the currencies of China's principal trading partners of ·0.1 per 

cent from the end of 1972. From e~d-February to end-August there was a 

,....... effective depreciation of about 2 per cent.2/ From e_nd-April 1971 to end-
\ ) 

August 1973, the effective depreciation Wflli3 about 9 per cent. 
. I 

' 
The trade data for April-July 1973 indicate that imports increased by 

49 per cent over the same period of 1972. In the first quarter the corres-

ponding increase had been 17 per cent. .The respective increases in 1972 

had been 57 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 

1/ Exchange settlement data for 1972 show inward remittances 110ther com
panies and corporations 11 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 US$25 million. 

'.?) Calculations for various subperiods, as well as separated for exports 
and imports, are shown in Tables 1-10. 



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 well as those to the United States 

increased in April-July 1973 at about the same rate as in the first quarter 

(over the respective periods of 1972}. Exports to Japan rose in both periods 

by well over 100 per cent compared 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 were more than twice as large 

as in the same period of 1972 and China's trade surplus was· nearly 40 per 

cent less. 

In January-June 1973 export and.}mP,o;rj; _volume was 23 per cent and 10 per 

cent above the same period last .year; unit values for exports were 13 per 

cent and for imports 15 per cent higher, compared with increases of 9 per 

cent and 12 per cent, respecti ve1y·, 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 against an inc~ease of 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 

c--::· the rise in the Bank of Taiwan (BOT) gross foreign assets in June and July 

of almost NT$12 billion. In both months q:s advances to BOT increased by 
I ( 

practically the same amount and CB-NFA'declined by ~bout NT$9 billion. It 

is difficult to interpret this development; such large swings have not occurred 

in t~e past.l/ One possibility is that the BOT acquired a substantial a.mount 

1/ 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 ~T$1.6 billion. It.would seem that a large 
item-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 respectively •. These items cannot be identified at present. 
The remaining increase in total net foreign 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. 



- 3 -

of foreign exchange from the CB to 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 January-July in contrast to declines 

in earlier periods and there was 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 

('i pressure generated by the increase of .. fore.ign assets had eased and that there 
_,.,, 

was no immediate need to revalue the new Taiwan dollar. 

Options 

l. In.April, the time of the consultation discussions, some quarters 

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 a.mounted to an effective appreciation of about 3 per cent (other 

things, including exchange rates, remi::i.ining equal) • It would seem doubtful 

whether this would have an appreciable effect on trade flows, although it 

might help restrain somewhat the rise in import prices; (the experiences of 
f (I 

other revaluing countries do not encourage much optimism in this respect). 

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

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

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

-~rel!Ersal before long in the light o.f evolving conditions in international 

markets. 
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2. According to Mr. Martin Wong, thought has been given to the option of 

letting the NT dollar float by creation of a foreign exchange certificate 

market. Negotiable certificates of limited maturity were envisaged to be 

traded by all(?) users· of foreign exchange in a free(?) market. (Limitations 

on the purchase of certificates could, under present conditions, lead to an 

undue appreciation.) The merit of such certificates is not clear, except perhaps 

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

.in Korea in 1964). The Chinese authorities seemed to consider this aspect. 

3. Taking this consideration.into account as well as the uncertainties 

on the international currency scene, a case could be made for allowing for 

the time bein~ free foreign exchange trading at the present rate. China availed 

itself of wider margins in February. Use of this facility would in~roduce, 

and pave the way toward, a greater degree of flexibility.l/ Such a system 

would involve dismantling of surrender requirements for proceeds from exports 

and invisibles against local currency and of other remaining exchange restric-

tions on current payments and transfers. Furthermore, there may be scope for 

strengthening and speeding up the effects of the import liberalization in 

i''\ 
".,J March by a more liberal administration, and for further reductions i;n tariffs. 

( 

and certain financial export incentives. ·~ome controls over certain inward 

capital movements might be retained or ev~n strengthened. Banks might be 

allowed to make. short- or even longer-term foreign investments. Such 

facilities would permit interest arbitrage operations, which could be 

encouraged by providing forward cover on sufficiently attractive terms to, 

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

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

1f 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 authorities). In April 

the Chinese authorities referred to unfamiliarity of traders with use of 

forward facilities. This probably holds less for banks. In any case, in 

the current situation, moves in this direction could prove useful, although 

significant immediate results seem doubtful, 

Banks could be induced to offer more attractive interest rates on foreign 

currency deposits; these rates are generally lower than rates on domestic 
( .......... 

\ __ ) currency deposits and have been reduced several times in recent years. Also, 

differential reserve requirements favorable to holding of foreign balances 

could be applied. In some areas a liberalization of controls over capital 

exports by nonbanks might be feasible. In April, the authorities considered 

relaxing restraints on remittances of capital gains and were encouraging 

certain forms of Chinese direct investment abroad. 

A relatively free exchange system with an at least initially fairly 

stable exchange rate would facilitate introduction of floating (or some form 

( ,/ of crawling peg) if this should be considered desirable in the light of 
( . 

evolving conditions. ·Initially, by effectively liberalizing the restrictive 
I 

system, it would, among other things, tend, to help restrain the influx of 

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

Treasury bills 

Efforts to activate operations in Treasury bills by creation of machinery 

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

it is intended to issue bills at face value and a fixed interest rate to ~eet 



. ' ' 
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seasonal budgetary 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 may consider requiring exporters to invest 

a certain proportion of their proceeds in Treasury bills. In the mid-1960s 

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

-· 

, { 
( 

( 
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'.eabb 12. China: . Changes in ~ionetal..Y .Aggrego.tes~ 1970-73 

(In bill:\~ms of' NT doL1ars) 

1970 1971 1972 
January-July 

1972 1973 

-----··---------------------~------------------------~---------

~re·~ foreign assets 

· ifo·c dom1::·1rtic assets 

Beser~re money 

Banldng sy:>tem 

Domestic .credit 

'.l?Ublic (net.) 

Money 

13 •. 4 

1.0 

12.4 

12 •. 2 20.0 

6 .. 4 

23 ... l 

.-3.6 

24.6 

14.2 

u.o 

12.0 

-0 .. l 

12.1 

28 .. 3 

-8.1 

36.4 

18 .. 1 

13 .. 4 

Source: The Central Bank of China; Finn.na:f;tl Stc.tistics Monthly.,. Ai;!gust 
19?3 (r.:iv:tsed data),:) Taipei~ Ta.iwan., (fai.r~.. ! · . . . . ' 

·. 



Mr. Palmer Aqut 28, 1913 

John B. McLenqhan 

Republic ot China-Exchange S;ratem 

To acquaint 7ou vi th the lateat poai tion. 

The attached note vae prepared bT Mr • . Ahreudort atter several diaousaiona 
vi th Mn. Yang and me i I haYe added some Orrther thoapta in a aeparate note. alao 
attached. The argument• put forward tor a change in the exchange rate depend, ot 
course, on the nritication ot a atren;thening ot the pressures ariaing troa the 
influx ot foreign exchange. 'l'hia still awaits the receipt ot recent data on inter
national reserves, balance ot pqmenta, 1110ney aupp~, etc. requested through 
Mini at er Vong at the ,Chin .. e Dnbuay. 

A recent preaa report indicates that there vaa a sharp increaae in the 
rate of growth ot imports in the second quarter ot 191~9 per cent hiper 
than in the same qurter ot 1972; the comparable increue in the March quarter 
ot 1973 was onl1' 17 per cent. Whether this :retlecta the import libe1'1.ization 
earlier thb iear mwst avait other supporting evidence. 

Attachment a 
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AUS\18t 23, 1913 

R~public ot China--Purther Thoyhta on the Exchage Szstem 

The buis tor diacuaion i• the argument that the intlux ot foreign 
exchange (export surplus) ia providing the m&Jor atimulua to price increases. 
We need to knovi 

a. The -extent ot the increue in toreip reserves in 1973 to date. 
b. The extent ot the J)l"ice inereaaea. 
c. Th• extent to which growth in money suppll' hu accelerated. 
4. The influence ot using import prices in domestic price increases. 

A.navera to theae questions mut await the &rrinl. ot relevant data. 

Aaam:lnc. hovner, that a case can be made tor a ( tundamental T) 4isequilib
ria in the balance ot pqmente, then the tollc:nring upecta need to be considered 1 

A treeing ot the exchange and trade 17atem ancl control• would vork in the 
direction ot euing the preaau.re ot intlova ot foreign exchange. That ia, 
China' e controls on exchange and trade historically haft been directed at con
aerring toreisn ezchange-e.g., the use ot multiple currena,y practice• and 
the use ot fairly reatrictiYe administrative controls. What ia needed, 
theretore, ii in ettect a reversal ot thi• "cozuservationist" approach. 
Em;phuia can be placed on the need not onl7 to provide tor a more liberal 
aet ot controls and regulations, but also tor a more liberal approach in 
a41dniatering the 971tem. 'l'his applies not onl;r to the pqmenta •1'8t•m but 
alao to trade (eapeoiallT import) controls. 

On the exchange rate •ide th• optiozus seem to bei 

( i) To revalue the NT dollar-a range ot between 5 and 10 per cent 
would seem the aoet that coul.4 be expected• (ii) l'o all.ow the RT dol.l.ar 
to tloat-but lillitations on the pu.rohaae ot toreign exchange certificates, 
in the senae that thq would be reserved tor re&,i•tere4 traders , would not 
neceH&ri.lT lead to an appreciation ot th• NT dollar. In tact, such limita
tiona could have the reverae ettect. (iii) The use ot wider margins could 
indeed be beneficial. Indeed, the spread on quotations tor the u.s. dollar, 
at preaent N'1'$38.10 and R'1'$37.90, could be videned. 

Aa to 1be toreisn exchange operations ot banka, ftrioua alternatives 
exist vbich could pron helptul. in discouraging the convenion ot toreign 
exchange receipt• into domestic currency. Differential reserve requiremnta, 
favorable to the holding ot t'oreign currency, could be applied. Banlta could 
be induced to otter higher rates ot interest on foreign currency deposi ta. 
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Such actions presuppose, ot course, that banks are ginn freedom to 
hold toreign aaseta. 

In the tield of oapit&l controls, as vell as the measures alread1' 
mentioned, there could be acope tor tightening req,uinaenta on the terms 
ot commercial pqmenta. Thus, on the import aide, advance paJmnts could 
be encouraged and deterred P&7J1enta discouraged, while tor exports, 
the reverse could appJ.7, i.e., a leH liberal approach to advance reoeipta 
and. encouragement ot deterred receipts, etc. 

In terms of sequence, there ia a case tor arping tor a looaening 
up ot the exchange and trade BT tea. In the present situation thb 
should haTe vhol.11' beneficial ettecta. Ala well u the areas alre&dr 
mentioned there is the JOtllibilitT ot tightening controls on capital 
infiav el.though thia doea not appear to be a tuJor cause ot the build up 
in reserves. It necessary, of course, measures along these linea JIUl1' need 
to be acoompuied by exchange rate action on one ot the levels 1ugge1te4. 
A Judgment on this need.II to avait data on developments in 1973. 

John I. Ma:Lenagban 
Exchange Reatrictiona Divi1ion 



Aupat 6, 1973 

MEMORAIDUM FOR 1'ILFS 

Subject: !!»ubllc ot China-Central Jankiy ~w; 

The attached maore.ndllll trom Mr. Kb.atkha'te to Mr. San Lin 
ot Jl1l7 31, 1973 was referred to me tor ce1m1ent by Mr. Ahrensdo:rt. 
I told him that vitb respect to item Ji ot the 1ne110raud•, I was not 
aware of' "the J1aD7 toreign exchanp reatrictions which do not per-
mi t :toreip uchange operationa as an instrwmnt ot ..,.,.~ poliey. " 
'l'he problema tor clcllleatic monet&17 management e.ruiac trom. aubatan
tial intl.OVB ot foreign. exchange were diacuaaed at length dvi.ng 
the Artiele XIV coneultation 41.aoudou in Taipei during April 1973. 
The Chinne authorities had al.reaq taken some meuuree toward the 
end of' 1972 to otteet these intluencea 'b7 plaaing limits on foreign 
borrovinc· Thq were CODScioua, however, of the need to dapt their 
techniques ot foreign exchange man...-nt in support ot monet&Z'7 
poliq, ••I•• bT pel'llittinc the commercial banks to hold increued 
amount• of foreign exohange. (Bee Mr. Ahl'ensdorf'' s memorand.um to 
Mr. Tun Thin, A.upat 6, 1973 attachect). 

I aubaequeAtl.7 diacuaaed the matter with '1r. Khatkhate 
and puaed these 'rlna over to him • 

Attachment 

cc: Mr. Palmer<" 
Mr. de Looper 
Mr. Ahrensdort 

JBMcLenaghan:mo 

.1clln • • ~ 
Aaeia~ant Divis i on Chief 

I 
1 
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Mr. Tun ~in· 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 monetary 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 management so it can give stronger support 
to monetary policy. 

·cc: Mr. McLenaghan 
Mrs. Yang 

JA:hm 

l 



TO 

!=ROM 

SUDJl:CT t 

0 

Mr. San Lin 
\,..._;--

Deena R. Khatkh~ ~ 

Taiwan's request for technical 
the Central Banking Law 

assistance for the reform of 

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

....... 

At the first meeting our IFC teani had with the Taiwan authorities,· 
both. Governor Yu and Deputy Governor Dr~ Kan Lee were present. Before · 
the meeting star.ted 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 Y~ 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 a~ a resuit 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 reform of the Central Banking 
Law. In their view the following .. are the main imperatives in this 
regard: 

1. The Central Banking Law has to take into account the changes which 
are necessitated by the passage of the bankin~ 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 coµld be 
given shape in the new Central Banking Law, in' addition to many 
others that might emerge. 

; .. 

' 
l 
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3. ~he Central Bank currently concerns itself with merely short-. 
term lending. The situation as is developing in Taiwan seems to 
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 t,here are many foreign exchange restrictions which 1 

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 niodels.-:--the latest being my own experience in 
Af ghanistan--and they would like the CBS .mission to undertake this 
tl~. i 

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 sp~lling 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 
Na.irobi in terms of Mr. Mladek' s letter to him. 

cc:· Mr. Mladek 

L 
' 



OFFICE OF THE MINISTER 

MINISTRY OF FINANCE 

REPUBLIC OF CHINA 

TAIPEI. TAIWAN 

CHINA 

August 9, 1973 

Mr. W. Lawrence Hebbard 
Secretary 
International Monetary Fund 
Washington, D. C. 20431 
U. S. A. 

Dear Mr. Hebbard: 

Orig: ETR 
cc: SEC 

ASD 

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
ment. 

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, 

~~ 
Minister of Finance 



" 

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 ot the memorandum, I was not 
aware 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 



Mr. Tun Thin August 6l\ 1973 

J. A.lirensdorf /s / 
Mr. Khatkhate on Reform of China• s Central Banking Law 

1. Mr. McLenaghan and myself have some doubts ~:bout the desirability of 
enabling "the Central Bank to ext.end medium- and lon~-term credit to the banking 
system, 11 considering likely effects on the flexibility of monetary management 
(para. 3). In the present situation of external surPluses~ for example 9 large 
Central Bank holdings of non-marketable long-tenn do~estic assets would make 
appropriate adaptations in monetary policy still mor~ difficult. 

2. Regarding para. 4:; the problem is not so much "foreign exchange restric-
tions which do not permit exchange operations as an :i!nstrument of monetary policy. 11 

Rather it is some lack of instruments to curb, for i~sta.nce» undesired capital in
flows. More broadly, the Chinese authorities are awE1ire of the desirability of re
fining techniques of foreign exchange management so it can give stronger support 
to monetary policy. 

cc: 
/ 

Mr 6 McLenaghan t/ 
JYT..rs. Yang 

JA:hm 



Mr. San Lin 
\ \,,.._/ 

Deena R. Khatkha~ ~ 

TO 

-!=ROM 

DATE1 July 31, 1973 
.;;li'' / 

SUBJECT , 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 w_ith 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 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, 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 reconunendations 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. In their view the following.are.the maiti imperatives in this 
regard: 

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

I 
I 

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 co1,.1.ld be 
given shape in the new Central Banking Law, in' addition to many 
others that might emerge. 
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3.· '.!:he Central Bank currently concerns itself with merely short-. 
term lending. The situation as is developing in Taiwan seems to 
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 

I 
I. 
I 

' 

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. i 
The authorities feel that if they had some instrument on the foreign i 
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. · i 

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 
Af ghanistan--and they would like the CBS mission to undertake this 
also. 1. 

l 

They expect the mission to arrive thereisome time in the second 

I 

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. ~J.adek in 
Nairobi in terms of Mr. YJ.adek's letter to him. 

cc:· Mr. Mladek 

i 
" 



OFFICE OF THE MINISTER 

MINISTRY OF FINANCE 

REPUBLIC OF CHINA 

TAIPEI. TAIWAN 

CHINA 

August 9, 1973· 

Mr. W. Lawrence Hebbard 
Secretary 
International Mon~tary Fund 
Washir;tgton, D. C. 20431 
U. S. A. 

Dear Mr. Hebbard: 

Orig: ETR 
cc: SEC 

ASD 

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
ment. 

. 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, 

/~-fa. 
K. T.'li! 

Minister of Finance 
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TO 

FROM 

SUBJECT : 

Mr. Ahrensdorf 
,,v.~ 

Donald K. Palmer ~'f 1 

Staff Report on Republic of China 

DATE: May 24, 1973 

I have only two comments on the draft staff report f·or the 19 73 
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 .. iiood discussion of the ·liberalization efforts in the paper but, 
my impression 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 analysis 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 
praisi::-:g reports which contain short but helpful text tables. I would have 
thought that this report should inclu~e a table on the balance of payments 
and on money and credit. 

cc: Mr. Tun Thin 

... 
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Mr. V"r0llamm.ecl Mey 31, 1973 

(T. B. McLenaghan 

China.~ Recent Economic D.evelonmerits 

The economy grew in i972 by about 11 per centt only slightly 
less than. the rate of growth in the previous tlro years. Industrial 
produetion increased at a record rate of more than 26 per cent. On 
the other hand, agri.ctlltural production increa.~ea: little a.nd vas 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 11as 10 per cent

1 
ahead of ·a year earlier. 

Higher 5.:raport costs played some part in domest1ic price development:s 0 

but there was also an element of demand pull~ ,!reflected in the sharply 
higher rate of growth o-r money supply 11 which l)y March 1973 \las some 
ho per cent greater than a year earlier. F.xterna.l developments were 
extremely favorable in 1972 11 when for the thil:'d st1cces1:dve year there 
was a substantial surplus (gf' almost SDR 540 milliozy in tl1e balance 
of payments, compared with a surplus of SDR 2:~m million in the. previous 
year. 

Foll.owing the announcement on F~bruary 1:2, 1973 that the U.S .. · 
dollar was to be deve.lued, the Nev Taiwan dol!lar we.a devalued by 
5.26 per cent from the par v1:l.lue~ rep~sentii,ig an effective over-all 
depreciation of' a little more than 1 per cent. For the sake o:f.' fle~d-
hility the Chinese authorities egtabl:i.shed a;: central rate (rather than 

· a par value) corresponding to IIT$38 = US$1 ( previousl,y Jijlll$4 0 = US$1) .. 

Policy actions in late 1972 and early J.973 were almost wl:lolly devoted 
to stemming the rate of price incres.ne, and 'ito ease the burden on domestic 
monetary management of rapidly rising foreign exchange holdings of the 
bank:i.ng ayntem. In September 1972, the Cen~ral Bank no longer approved 
short .. term :foreign currency loans for workirig capital pttrposes (although 
such capital could still enter China!) bnt •4thout the right to repatriation}. 
Debt management :po1ieies ·were employed in a compensatory manner :for the 
first time to absorb excess liquidity,. andnfi.ew credit instruments were 
introduced by the Central Bank for the same~purpose. Fiscal performance 
remained sharply contracti01wry.. Encouragement was given to i..'llporters 
to avoid reliance on foreign financing for 1~heir imports,; in this res}.leet 
Us$l~oo million was made available by the Central Ba._ryk through the domestic 

I 

banks for imports. And in a major trade liberali~ation measure in 
March 1973, the Government transferred: 2,370import items from the 
controlled to the permissible list, leaving only 460 items (of a total 
ot about l~:;ooo) on the controllecl list, largely imports kept under 
control ~n most developed countries. 

\ 
\ 
\ 
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External debt increased in 1972 by SDR 230 mi~lion, a much faster 
rate than in the previous two yea.rs; more than half of the inc1-ease was 
in short-term debt. At the end of 1972, total out~tanding external 
debt amounted to about SDR 1.3 billion, almost Bo per cent of which was 
medium-term and long-term. Debt servicing in 1973ii is estimated at 
6.5 per cent of exports of goods and services, a low proportion by 
international. standards. · 
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The f\?l1orr1:b1tf. table rfi!~ bo r:.>'f sorne t;1.ssis'l:.ancie in. tiuse:;;m.ing- :recent 
trends :t.n real waG;et... Hote thr~t the <:1r~ta 1'~illtt:: onl;r t61 wagis~s in th~ ~tm1ufac
tt.U:>ing secto!i."., 

!;.tecembe1~ 19&3 
ir~:;.c~?cr 1969 
~cembe:r ll)'"{O 
ncee..'!'lb~:r 1971 
/)~~ct::~...bOt' 1972 

'?fly ~ ... ~ 

112 
lt~:; 
126 
132 

I:hcreaS0' 
(P'~~ ¢ent) 

' 

9a0 
2.8 
9.a 
i2.)~ 

;: 1~4>8 

I' 

Srn.'l:rC-e ~ Do.ta fit'O"J"id~d t:flJ the: Cbihese atrcbori-
1;.ies du1·i1?.g ·the 1973 A:rtS .. cle ~'IV Ci::ihsuttati,m .. 

'.L'he staff ·te~n \ga3 told that -~he h~reui-::m :1~1 l"(~-O.l wages ,over ·the 10:.r;rt;. t\<Jl.U.1 ye-Uriil 
was .l.'.:ll"<."hnt>fy' fl]ir~ cl,:t.e:e to, if' not in ux.ccess of'~ the ;tµcr.e~ .. s;~ in t.ll"otluctivity:; 
at lea.st ill ac~1'1e a-ee·tot"G., In eont:i:-ast•;> over. the peri,:;d ,1952-6a, the i.nt:':.l>ea~e irt 
':f'eal w:w~es had l;oon .a {!\Y,:1d_ deal lies:':t t:bll:n; 'the r:l.$~ in pibdimt:1:vity0 

An interewt:tng CG'll!lent pt•-£),tid(!tl o®si&~ 1,n' the C·OlAaulta:t:tan dism.msicns 
~raa that ma:ti1tfdnina .<i hig.'1-1. l~a.t.e of glYJt.itb :in 1;h.e reedimn~ .. ·to looger,A10.ii."m. ma.y dctp~nd 
""0 "'.......,"" ,,,_, ... ,J....,.,,...t.. ,,...,· ?-!-..,., '""'l'~n·1:r +..,,,,-.,,....v~r,• ·~~""""~"'-'C?<:>"'l<!H.I' ~•o."'l ·~n·o':,.....,,,. lj,,., t;\.,,:; "'"""4 ¢> r1f ti..,;,,, U . lfil'~.c;-.,. ~.'4..!.· ... .4.1t'1 'li~lf6,ji; v.!J.~ ;: ......... ~ -~.u llJ•-.n,:;.t~~l~:.. .. ki-&.'-.,,.a..~-.i.,.i.Jl-..zi,.::.~ •t',...C<i1 • '\i ... ,t.~;;..g ,,., .... &. vu~ U1"M1~..l.ie.;1 ... . .. u...i:...., 
~1:5umimt~~ given tba;I; l"e~errt :rates of: (l;.1"01.rth in ,;;:tpo.i"ts may- not be ~ .. m;sti'.1:'i:ned, it 
r~ 'b~ lllOl"G appri::~i;irtnw j}n~ the au:tho1•5;t:tee to a.eek to i;btn.~-'lS® <lema.11t~l in tho 
i!c'll'.estic l.it-3:..~fft l'l 

cc : Mr" Palt...-'liCll' 
Mt•'"' de #loper 

";, 



Mr. Goode Mq 8, 1973 

Tun Thin~ • 

qhina - Request for Technical Aaeiaten~tt 

During my recent Yiait to Taipei the Mininer ot Finance exprea1ed hie 
deaire tor further Fund teohnical assiatance in the tiecal. field. Atter my 
return to 1Uh1ngton the Mini1ter reiterated tbia requeat through the l'inancial 
Minister ot the Chineae mRbuay in laahington. 

All con~7ed to me the Chinese authorities vould appreciate technical 
uaiatance in the tollowine areas: 

1. For the last 10 7ea.r1 there hu been a lhd. t on the corporate inccae 
tu: rate ot 25 per cent under the 8 tatuto17 tor IDOOUl'eaeaent of Investment. 
Thia limit ~ie to remain in effect st!l the next re"f'iaiOll ot the Statutory 
due b7 th• end ot 19TOa. The authontt~s are ooiatidering mo41f)'ing tbi• limit. 

2. Th're are prorlaiona under vhtch tirma b&'riii« their headquarters in 
Tai.van ~ exempt from payments ot buatJ:l••• tax tor bu1in••• conducted b7 their 
bruc~· or agent• abnad and may eba.rg• expenaes tor sending pereomiel abro&d 
to pl'<llote export buaineas u operational. expen1es. There seem to liave been 
abu••• qt this tJPe of' tu relief, •. ~ .. , b7 4-olarl:eg relatives ot tirma' 
numaa••t ree141ng abroad aa branches or agent a in ol"4er to secure tu relief. 
The &~~brl~1ea are con114er1.ng cloa~g suoh loopholes. · 

3. The authoritie1 anticipate certain probleu related to an introduction 
ot th• value-ad.4•4 tu, e.g., as to prlce ef'tects. (The recent start team in 
Taipei 1•azined tbat the authorities a.i'• oonei4er1ng sending 1everal otf'iciala 
to Ireland in order to nuq ftrioua ~laatiou of the ftlue-added tu.) 

.. 1j "\ .. 

( 

fl. To curb the recentl.7 aac•l•rated price inereue•. the authorities have 
reduced or are aona14ering n4uat1cna iii various iAtir•ot taxea a:ttec~ing ia
Portl. · At the same tiae the7 have l)ecclallne i.Dctreu!naly concerned abOut the 
reven• effect• ot such reductions. b th• light or this they are cQDBidering 
n1t~Jrinc the system of' indirect '\~ea • 

., 
' · It might be poaeible to meet tbe Minister's request by otterin1 to send 

one or t;fo experienoec! eta:tf' members to Taipei f'or a period o:t, say-, tCNr veeka • 
aubjeot ~, ot course, to more detailed ~formation ..,.arding the nat'¢i'e of' the 
aaatat ... ce desired. Incident&l.17, the ChineBe authorities seem to ·preter U. IC. 
or UJh experts :tor assignment in thia tield. 

cc: Mr. Martin libng 



The Acting Managing Direct~r 

Tun Thin am Donald K. Palmer ff' 
China 

June 4, 1973 

Attached tor your approval ia the Staff Report on China tor 1973 

Article XIV comultation. It baa been cleared with the various functional. 

department&. 

Attachment: 



INTERNATIONAL i<>NETARY · · 'lJ 

REPUBLIC OF CHINA 

Staff Ba20rt for the 1973 Article 1..IV Ccin:Jultation 

Prepared by Staff .tepruentativea for the 1973 
\rticl• XIV Consultation with the &epuhlic of 

(Reviewed by the Comnittee on 1rticle XIV Conaultationa) 

Approved by Tun hin and Donald • Palmer r 
June 4 , 1973 

I. IntroductiOft 

The 1973 Article XIV consultation diseuasion.; with the ru 11 of 

Chiu -were held in Taipei during April 11-20. 1973. Chineae delegation 

\ol&S headed tr. S. Y. Wang. ice ·tinister, the :riniatry of inance and 

included nnior officials of the various :inistri es concerned with ecoDOlllic 

policy and of tbe Central Bank. staff team conaiated of ,essr • J. Ahreuedorf, 

' inister of 

the Chineee Fabaaay in Wuhillgton, .c. attmded the meetinp as an advisor 

of the Chinese delegation. :n , staff team had discussion .. . 1, 

iniater of inance, • . .... • Yu. Governor of th Central :Bank, and r . • Lee, 

Deputy Governor. 

II. ~ackgTouncl 

ec:onmay grew in 1972 by about 11 per ec:n.t, oaly maraizaally lesa 

than in the pnvioua two years. Induetrial outi-ut increased at a record 

rate of over 26 per cent. !owever, tbe increase in agricultural production 

·Jas small, falling short of expectatiODs. External transactiona 
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registered growing surpluses in trade and in the overall balance of pay-

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

monetary expansion was the highest in many years •. : 'l'here was a large 

increase in the net foreign assets of the banking:, system which somewhat 

exceeded the increase in bank credit to public and private enterprises. 

Fiscal operations yielded a substantial surplus •. From about mid-1972 price 

developments became increasingly a matter of concern. Following average 

annual increases of less than 2 per cent in the last decade or so, the 

annual rate of increase in wholesale prices was well over 10 per cent in 

the early months of 1973" The pronounced acceleration in price increases 

was related both to the marked increase in domestic liquidity and to 

external factors 3 such as generally rising primary product prices and the 

currency realignments, particularly the revaluation of yen. ,, 

III. Report on Discussions 

lo Development and price policies 

The Fifth Four-Year Plan period ended in 1972. Almost aU targets 

' were exceeded, except in agriculture. The Chines~ representatives said 
I ' 

that they regarded the projections ma.de in the Sixth Four-Year Plan as 

generally being somewhat less conservative than in earlier plans. An 

annual average growth rate of about 9.5 per cent was projected. In 1973 

the rate might come close to 12 per cent. The Plan was focussing on 

the development of heavy and more capital-intensive industries rather 

than on labor-intensive industries. Emphasis was .:also placed on develop-

ment of infrastructure which had been lagging. Wl?;ile public investment 

was projected to increase at a higher rate than p~ivate investment, the 

Chinese representatives emphasized that the policy was to continue to 



I , 

3 

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 projected; to decline further. 

However, intensified efforts ·were being made to strengthen this sector 
:~ 

which t.;.ias considered as having been lagging in recent years. The. objective 

was to raise productivity and relative income of f:~rmers by hastening the 

mechanization process before encouraging a shift of labor resources from 
I 

agriculture to sectors with relatively higher prod'i.ictivity. The Government 

announced in December 1972 a nine-point plan in order to cope with certain 

structural problems that had arisen, such as reduct:ion in famland taken 

up by industry and other sectors, higher wage cost~ 9 and declining pro

ductivity in the rural sector. The ramifications of this plan had been 

likened to the major land reform in the early 1950~. 

The authorities continued to encourage agricuftural exports as these 
'j 

returned a very high percentage in terms of net vafue added compared with 
ii 

industrial goods, given the relative scarcity of raw materials in Taiwan. 

The Government was also endeavoring to diversify its markets for agri-

' 
cultural products, in view· of the problems experienced in certain markets. 

As to the policy of maintaining self-sufficiency iµ rice, The Chinese 

representatives said that there was no intention t6 encourage farmers to 

change from rice production to the production of livestock even though the 

authorities were anxious to increase livestock production. Since 1972 

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

the official.pr:ke which usually had been lower. 
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The authorities still considered export expansion as the main 

driving force for Taiwan~s economic growth. However~ there had. been 

some concern as to over-reliance on exports which .represented at present 

about 45 per cent of GNP and might rise to around 50 per cent during the 

Plan period 9 one of the highest in the world 9 except perhaps for some oil 

producing countries. The Chinese representatives stressed that some 

restraining measures might be appropriate to slow dovm exports if domestic 

economic, and in particular financial~ conditions 'should warrant this. 

Higher import prices had been a significant £:actor :i.n the rise of 

domestic prices., In 1972, import prices had increased by about 12 per 

cent compared with a rise in wholesale prices of about 8 per cent., The 

higher prices for imports~ especially from Japan, were considered a more 

significant factor than the relatively large increases in the dollar prices 

of primary products. 

The large monetary eicpansion had added appreciably to the momentum 

of price increases. The Chinese representatives agreed that the decline 

in income velocity of money over many years had be~n an important factor 

in the high degree of price stability achieved until recently. At the 

same time the real rate of return on financial assets such as time and 

savings deposits had remained attractive and helpe~ sustain a fairly 

continued rise in the ratio of private savings to fF1P and in capital 

formation. In 1972, there had been a very pronoun~ed drop in th:ls real 

rate of return. Indeed, ~ri.th further price increases this rate may well 

have become negative in the early months of 1973~ for the first time 

since 1955. They shared the staff tea.mis concern that such a development 
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would make stabilizing financial policies more difficult and, perhaps 

still more important 9 if prolonged it would induce changes in those 

behavior patterns which had been key elements in
1 
the outstanding economic 

performance in the last decade or so. A reversal of such changes would 

be most difficult and take much time" 
I 

In the light of such considerations certain: ad hoc measures had been 
I 

taken to reduce pressures on prices~ besides eff.prts to restrain liquidity 

expansion and to facilitate imports. Although tpe Government preferred not 
" 

to interfere with the price mechanism it had for.1 the first time taken steps 

to control the domestic price of an imported foodstuff such as wheat through 

the establishment of a price stabilization fund for 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. Furthermor.e, all public utilities and 

enterprises bad been directed to maintain their prices at existing levels 

···for the remainder of this year. Any losses a.r~sing from this or other price 

stabilization schemes would be borne by the budget. 
'i 

The staff team asked whether the authorities no longer considered unemploy-

ment and underemployment a problem and if~ in fact? the major problem 

was now a labor shortage. The Chinese representatives said that there 

was still underemployment in the agricultural sector but believed it had 

not increased. In the nonfarm sector shortages ,:had emerged because of the 

rapid development of certain labor-intensive industries such as electronics 

and textiles. There was a need to improve manp~wer management and some measures 

had been taken toward this endo There was a potential reservoir of manpower in 
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the labor-intensive industries, the productivity of which could be raised 

by a shift to capital-intensive industries and through the training process. 
' 

Generally~ they regarded the employment situation ~s satisfactory. 

2. Financial policies 

Financial policies have increasingly been geared to offset the influx 

of liquidity through external transactions and to ~educe the inf low from 

such sources. Fiscal 9 debt management and monetary policies have generally 

been adapted toward this end. As a result there was in.1972 and early 1973 

a further substantial reduction in the Central Bank's net domestic assets. 

The principal factors in this development were incteases in government and 
I 

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

created certificates of deposit with commercial banks. The reduction in 

net domestic assets in 1972 and in the first quart~r of 1973 was equivalent 

to about 60 per cent of the increase in the Centrai Bank's net foreign 

assets. The increase in reserve money of about NT$10 billion in 1972 

supported an increase in money of about NT$15 billion or 33 per cent, 

suggesting a fall in the money multiplier from nearly 2 in the previous 

year (Table 1) • 

a. Fiscal and debt management policies 

The original estimates for the fiscal year end,ing June 1973 had 

indicated a roughly balanced budget. The staff team noted that monetary 

data for the first nine months of the fiscal year \July 1972-Harch 1973) 

suggested a surplus of receipts ove.r expenditures of more than NT$6 billion 

includin.g proceeds from net bond :i.ssues, partly to;: the non bank public, 
·i 

of the order of NT$0. 5 billion. The Chinese repre~1.:mtatives 



Table 1. China: Changes in Monetary Aggregates, 19.70-1973 

(In billions of NT dollars) 

1st guarter 
1970. 1971 1972 1972 1973 

Central Bank 
i/ . 
I 

I \_ ./ Net foreign assets .• $.2 9.4 26.6 2.9 3.3 

Net domestic assets -4.6 -4.0 -16.4 -0.6 -2.l 

Reserve money 3.6 5.4 10.2. 2.3 1.2 

Banking system 

Net foreign assets 7.3 8.7 23.7 1.6 -0.7 

Domestic credit 12.0 
'I 

18.5 16.8 4.3 5.9 
.1 

Public 0.9 3.0 -3.7 -0.4 -3.9 

Private 11.l 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 

'14 Source: ·The Central Bank of China: Financial Statistics Monthly, Taipei~ 
Taiwan~ China. 

. ' 

.l 
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had 1.n~reased 1.11-0re than est:b:iratedt partly reflecting the rise in import 
" 

p:rices. and the l:'esulting rise in the base ·for cus.t:oms duties .. The effects 
:: 

of import liheral:tza.tion for certain items also l1elped to iucrcase tax 

collections. Generally, for t'he central govermneilt. budget a much larger 
: 

suri>lus was expected than iu the previo-w:: fiscal ~ear wl:d.le the provincial 
" 

dated budget was mainly being used to reduce Trea~ury overdrafts ~ith the 

Central Beuk and other gov.:::rruuant debt:., Furtherm0re, there -was a. large in-

crease in Trea.smr:~.:y deposits with the Ct&n.tral Bank.~ The Chinese rcpreseu-

tativee said that a bond issues of: 1'1'1'$1 billion had been f lolited in Hareh 

solely for the purpose of absorbing e:;{cess liquidity and it was expected 
.. 

that the renlllining N?$600 million authorized in th.e Budget would alao be 

issutEid for the same purpose bef o:re the end of the·; fiscal year o They 
" 

stressed that the issue in Hareh was the first ocoosion that bonde had 

With respect tc the trend of capital expendituTes in relation to total 
·! 

expenditures tlm expectation. was that the relative increase in tbe. formor 

in recent y~ars '!Would contiuuea Policy was to restrain current expenditures 

with perhaps Sotlle exception regarding salar.y increases for govermuent 
;' 

20-25 per cent at a cost of around i'iT$l.1 billion. 
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The central government budget for the fiscal year beginning July 1973 

was still under deliberation by the Legislative ,Yuan. On the basis of 
:! 

incomplete estimates for local governments a d.e:f;:icit of about NT$500 million 

was envisaged in the consolidated budget. Revenue increases were estimated 
j 

at about 17 per cent and expenditures at about 18 per cent. Even if a 

'I 
surplus should emerge the intention was to place: proposed bond issues of 

NT$2.8 billion, as far as necessary, to mop up e;{cess liquidity, notwithstanding 

" some increase in debt service payments. Asked about plans to issue Treasury 

bills--authorized at the end of March 1973, with no provision of ta."t: 

benefits--as a means of mopping up liquidity, th~ Chinese representatives 
i 

said that the same purpose could be met by selling government bonds. The 

staff team ref erred to past discussions about the desirability of making 

available to the nonbank public a greater variety of financial assets. It 

observed that there was a wide spread between the maximum maturity of 

Treasury bills of 180 days and the lowest maturi~y of government bonds 

i 
of six years and that certificates of deposit co~ld be sold only to banks 

while Treasury bills could be placed also with n~nbank entities. .Agreeing 

with this, the Chinese representatives :recognized the need to develop a bill 

market. 'l'hey expected to begin with issues at f4ce value rather than on a 

discount basis. 

The staff team asked about the outlook for the ratio of tax receipts 

to GNP which had declined steadily from 18.3 per .!cent in FY 1969 to 16. 7 per 

cent in FY 1972. The Chinese representatives sa~d this reflected the rapid 
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growth in nominal GNP and the dominance of indirect taxes which still 

provided over 70 per cent of tax revenue. Revenue from income taxes had 

increased by some 30 per cent each year in the last three years, following 

some adaptations in legislation and administrat~on. It was expected that 

the tax/GNP ratio would tend to rise but not significantly. The Chinese 

representatives said that it was the Government ':s policy to reduce revenue 

losses due to tax exemptions to encourage investments by "streamlining1
: 

the system of exemptions by administrative action. 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 a.U.thorized the Governmer1t 

to adjust tariff rates upward or downward ·within: a limit of 50 per cent for a 

period of no more than one year. No such discretionary powers were provided 
I 

for other taxes. 

The introduction of a value added tax to r~place the present business 

tax and part of the commodity tmt and stamp tax :.had been approved by the 

Government. A bill had been drafted and was to be submitted to the Legislative 

Yuan by July 1973. If the b:l.11 was passed the ~µ was expected to be put 

into force in July 1974. 

b. Nonetary policies_ 

Since the secot1d half of 1972 the authorities have taken a number of 

measures to restrain monetary expansion whicp by' March 1973 had reached an 

annual rate of over 40 per cent. From August 1972 the Central Bank sold 

certificates of deposit to commercial banks as l~gal reserve requirements 

were virtually at, their statutory limits. The draft of a new banking law 

which proposed higher limits still awaited submission to the Legislature. 

By the end of Harch outstanding certificates amounted to over NT$9 billion_, 
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equivalent to about ll• per cent of outstanding reserve r.ioney. The C/D 's 

were available :..;dth maturities of one, three and s~x-months, carrying 

interest rates of 5.25, 6.25,, and 7.25 per cent pe:r annum$ They were 
('' 

nontransferable and could be cashed before maturity ~rlthout penalty • 
. ,',, ' 

'ine ·~taff team asked about further scope for !educing central hank 
. . . 

accommodation to ban.ks. ~~1e reply was that the reduction in 1972 was 

related to the increased liquidity of banks. As excess reserves ~vere 
:'• ,· . ., 

run dow-n banks could re.duce their holdings of C/D '·~ before seeking central 

bank accommodation. 'fo further reduce bank liquidlty the Central Bank had 
'\ 

'i: . 
discontinued the practice of advancing free of cos:t:: local currency to banks 

for acquisition of fo:reign exchange. It had also ~old sifghtly ove~ l1S$100 
':·, 

million to banks so they were to carry out their f ~reign exchange business 
I,'.', 

with their own resources. Banks~ working balances'.! were still :regarded as 

being low and there appeared to be scope for further sales of exchange to 

them. Moreover!' banl:.s were no longer permitted to':use credit lines wi.t:h 
I' i 

p 

foreign banks which had been in the order of US$300 LIJ.illion. In addition~ 

approval of applications by public and private enterprises for short-term 

foreign. loans for working capital purposes had bee~ suspended and the Central 

Bank had been authorized to lend up to US$400 million (at 6.5 per cent to 
; 

!i 
banks and at 7 .5 per cent to final borrowers) to f:i,nance i..-rnports of certain 

consumer goods and essential raw materials (with r~pa:y1'llen:t within nine 

' months) and capital goods (repayment. wit:bin five years). The suspe11sion 
... 

of foreign cash loans took the form of refusal of ~he authorities to 

guarantee reconversion and repatriation. If no su~h guarantees were 
11. 

requested~ there was at present no way of barring s.uch capital inflows. 
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The authorities were studying means of closing this loophole. Other steps 

taken were increases in presettlement requirements for imports and arrange-

m~nts to avoid deferred payments on imports. The Chinese representatives 
,, 

thought these various measures would slow down the monetary expansion. 

The.re was a tentative estimate that it might be:brought down in 1973 to 

around 20-25 per cent. 

The staff team ref erred to the inconsistency between efforts to mop up 

liquidity on the one hand and bringing do'WU interest rates further on the 

other hand, noting the adverse effects of a deciine in real interest rates 

on certain important behavior variables. It also observed that interest rates 

in Taiwan were not any more significantly out of; line with those j_n foreign 

I 

financial centezs, considering also that Chinese banks generally clid not 

seem to require compensating balances. The Chinese representatives said 
' 

that in mid-1972 there had been a choice between reducing interest rates 

and strengthening direct controls over the inflO,\v of short-term capital 

in order to restrain such inflow. At that time 'it was decided to reduce 

interest rates which was also consistent with longer-term objectives. 

Subsequently limits had been placed on short-terift capital inflows. 

The staff team said that attention had been" directed in previous years 

toward devising a greater variety of savings instruments, giving savers a 
;· 

wider choice of assets than one confined to time/savings deposits with banks 

and Eli~c-year government bonds and asked if there:: had been any new developments 

in th:ts area, other than the recent measures authorizing the issue of Treasury 

bills. The Chinese representatives said that the development of the capital 

market and of suitable instruments to premote sayings 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 certif ic~tes issued by the companies 

amounted to five times the:i.r pa.id-up capital. l:Jnder the existing regulations, 

these companies were entitled to acquire medium~ and long-term trust fund 

holdings, i.e., in excess of one-year maturity. The companiesv assets 

were held predominantly in the form of loans to industry and corporate 

securities. 

3. External developments and policies 

a. Balance of paJ1!llents 1/ 

As to the effects of the December 1971 cur~ency realignment on 

0>1erall economic developments as well as the ba~ance of payments, the 

Chinese representatives said that the implications of the realignment a 

year or so after the event had to some extent been blurred by the recent 

second u. S. devaluation. The decision taken by :ithe Chinese authorities 

in December 1971 was to maintain the relationsh:I,'p between the new Taiwan 

dollar and the U.S. dollar to prevent the immediate emergence of a fundamental 

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

and this provided a means of attempting to cor:re~t China's trade imbalance 
' ' 

with Japan. In the first few months of 1972, eXports rose at a fast pace 

while the domestic price level remained comparat'ively stable. From mid-1972, 

however~ the Chinese authorities held the vie·w tP.at the undercurrents 
·i 

evident in international financial markets 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~s. It was fair to say 

that this feeling of uncertainty heightened as the year progressed. Heverthe-

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

of payments performance was particularly favorabl,a~ providing an opportunity 

1/ Percentage changes in trade data calculated: on SDR basiso 
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to l::i.beralize the restrictive system. There were, however, increasj.ng 

problems for domestic monetary manage.~ent arising from growing foreign 

exchange holdings. 

The Cllinese representatives stated that their balance of payments 

projections for 1972 had proved quite conservat:tve. Exports and imports 

had in fact increased by 3L~ per cent and 23 per" cent~ respectively (Table 2). 

There were more favorable opportunities for trade~ particularly with Japan 9 

but at the same time costs of imports necessari~y rose; this factor tended 

to mitigate against the increase in exports. Hqwever, to the extent that 

Japanese suppliers had absorbed part of the eff ~cts of the revaluation of 

the yen, these effects were not as large as had been. expected. Although 

import costs had increased, taiwan 9 s exports had gained some competitive 

The prices of imports rose by 12 per cen~ in 1972 while the prices 
. . 

of exports increased by about 9 p~r centol_/ Two policy measures had been 

taken recently to offset the effects of higher import costs. These were 

the allocation hy the Central Bank of foreign exchange for the financing 

of imports of raw materials at lmv interest rates and, secondly, efforts 

to induce manufacturers to shift their importing requirements from Japan 

to United States and European sources. 

The staff team pointed to the substantial increase in eJcports to Japan 

(40 per cent) and to the EEC (l~6 per cent) in 19,72, and inquired as to what 

extent these increases were related to the over~ll depreciation of the new 

Taiwan dollar and to what extent there was a fa'i'orable impact from the import 

liberalization by Japan. The Chinese representatives said that considerable 

emphasis had been placed on improving market prospects in the EEC which was 

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

1 1/ In the first quarter of 1973 export and ~mport prices were about 9 per 
cent hieher than a year earliero 



A major factor in the increase in e::cports to Japan was the exchange rate 

adjustment. China~ s industries had become encm.iraged to shift production 

to the export of finished goods to Japan where advantage could be taken 

of Japan's relatively high labor costs. 

Asked about the substantial increi:i.se in trade with Japan in the first 

quarter of 1973 9 the Chinese representatives said that there appeared to 

have been an extraordinary increase in demand of Japanese importers. For 

example, they were now importing textiles and also even paper and paper 

pulp from Taiwan. However~ the increase in expqrts 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 the same period of 1972 

' -
had been relatively low compared to the average quarterly level for 1972.. 

Moreover 0 the authorities had now placed a number of export items under 

some control 9 primarily to restrain the increas$, in domestic prices. 

Imports from Japan had risen in Janua.ry-·Harch 1973 by about 57 per cent over 

the same period of the previous year 9 reflecting particularly imports of 

:raw materials. As to the recent moderate revaluation of the NT$ vis-a-vis 

the US$, it was felt that this was conducive to reducing Chinavs trade 
" 

surplus with the United States and that it would also help mitigate somewhat 

increases in import costs stemming from the fur~her 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 paymen~s projections. The reply 

was that as a result of the very small overall depreciation of the net-1 
.. 

Taiwan dollar, the effects on the trade account hvere expected to reflect 

still somewhat higher import costs. The decisi~n to devalue the new Taiwan 

dollar by 5.26 per cent from the par value was based not only on balance 

of payments and price considerations but also ori other factors having a 

bearing on future economic growth, such as increased scoDe for import 
j1 & 

liberalization. This was considered to be the optimum position that could 

be taken at that time. The authorities c110se se'.ttiug a central rate rat!:ier 

than changing the par value as they considered this as providing more scope 

for flexibility. 

Discussing the major items in the detailed f-Xports and import pro

jections for 1973 9 the Chinese representatives s:8.id that textile products, 
•! 

the leading export item, showed the largest incr:ease wh:i.le for imports 

the significant increases were those for corns soybeans, metals~ textiles 
I~ , 

and chemicals. The increased imports of corn antl soybeans reflected the 

additional feed requirements for livestock.. There were. some grounds for 

arguing that the trade balance in 1973 could be bonsiderably less favorable 

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

it was unreasonable to expect a continuation of ~he recent -~---;;:> 



Table :Z,. China: Balance of Payments Summary~ 1968-72 

(In millions of SDRs) 

1968 1969 1970 1971 

Exports f.o.b. 826 1~081 1,465 2~047 

Imports f.o.b. 1/ .-900 -1~100 -1~376 -i~756 

Balance on trade -74 -19 89 291 

( 
; 

Services (net) -60 -30 -104 -131 

UnreQuited transfers (net) ·16 8 ll+ 11 

Balance on cur-rent account -118 -41 -1 171 

Nomnonetary capital/ 63 113 182 43 

Direct investment and other 
private lonr.; term 78 159' 124 87 

Othe1~ private short term -52 3'' - '+ 68 -48 
Government 37 -12 -10 4 

E11 rors and omissions 12 17 1 5 

Moneta~J movements (increase -,) 43 -89 -183 '-219 

Sou:cce: D".!F ~ Balance of Payments Yearbook. 
1/ Includes nonrnonetazy gold. 

' ' 

" ' 

1972 

2~744 

-2~152 

592 

-131 

16 

427 

85 

n 
-11 
19 

25 

-537 

I 
. I 

I 
I 

I 
I 
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high rate of growth of China's exports. Japan, however, was an exception 

as it now for example ceased to e~tport all but. high priced and high quality 

textiles and met its requirements increasingly by imports» :i.ncluding those 

from Taiwan. 

As to the assumption behind the anticipated decline in net capital 

inflow in 1973, the Chinese representatives said that other than suspension 

of short-term foreign borrowings no other direct, policy measures had been 

taken to curb capital inflow. However, some enc.'ouragement ·was now being given 

to foster certain forms of Chinese :i.nvestment ahroada The Government was 

considering the provision of some kind of insurance as an :incentive to 

Chinese businesses to invest abroad. Some finan,cing facilities of a 

preferential nature were also provided for projects involving assistance 

to certain Africa:n countries. An additional oppprtunity was likely to , 

emerge f:rom Chinese participation in the postwari reconstruction 

of Viet-Nam. In addition, whereas foreign inves!tors at present could 

repatriate only the amount of their original in~estment, the authorities 

were contemplat1.ug the granting of permission to,: repatriate capital gains. 

Some allowance had been made for this in the projections. So far as 

long-term borrowing was concerned, the debt service ratio, i.e., the 

ratio of service commitments on public and publicly guaranteed debt to 

exports of goods and services had fallen from 7.3 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 

the sources of imports, w-ould have an unfavorable impact on internal costs 
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by way of adding to freight costs. The Chinese reJ;Jresentatives felt that 

this was a factor in the short run but that in the·longer term the effects 

would not necessarily be unfavorable. It was of ttle utmost importance to 

reduce the trade surplus position with the United States in order to avoid 

any export quotas being placed by that country on Taiwan 9 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 machinqry available from the 

United States and Europe. A direct comparison of costs was not always 

conclusive 3 given the differing terms of import financing available from 

various sources. 

The staff team asked about the effects of EEC :,tariff preference 

arrangements in the granting of preferential treatnlent to all developing 

' 
countries other than China. The Chinese representatives replied that 

the effects of the preference arrangements were at ::this time very small 9 

primarily because the base for the calculation of the quotas concerned was 

very small. However~ there was an understanding that the EEC would shift 

the base from imports in 1963 to those in 1971 or 1972 and~ when this occurred, 

Taiwan~s exports to the EEC could expect adverse effects. 

As to the policy wlth respect to 2xport incent:ives, the Chinese 

representatives said that some consideration was being given to a modi-

fication or a simplification 9 and perhaps a reduct:l;on 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 q complicated and rather 

inefficient system. At times the whole of the amo~ut of the duty concerned 

had been refunded and exporters still maintained stocks of the imported 

raw materials. The present 



dH;\ ~.ra.111.~. of ir.aportB of. thesei it~;;m;;. wafJ £1.l~our. ST>l;lj 1.40 :rd.ll:toi'i® 'l'h:{t rema:F.it,-
.. 

the H.Eti:cat.inl'I. on :.h~divi::hw.1 im1;1o:rt tn:dw1':s fo:r r:1a'eh:i.lli';;"::ry pl~~ced :ti1 Jflpan to 
n . 
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force for a number of set .at 

per cent; it had cer;.t.. :Sy au :lnte.:rnal 

aduinistra.tive tlecisicu it lmd now been r"-"emoved completi:ily .. 

st:nf f team to the 

rates and inquired about 

as the authoritiez' views on 

likely 

t.rxdff 

iu red¢3nt y(~ari~ in effective 
,J 

in the yearo 

that a v.ajor factor :i.n the decline was the 

'flu.\ 

Ef f ect1.-...re rates '!tlE:~re <'!z;pec.ted to continue 

their dcr'i'.·mward trend. 

dir'i;ction of effecti.ng further :raductio:n.r:i in on raw materials, 

e 0 g e coal and 11'.'0!l ore. 

The ~::itaff team asked about the: 

other rn:oductfJ in thre: Fnitetl Stat as, Canada the '.EEC~ am::1 

goods from countrie~ 't'ilh:tch :!.n 1?ehruary 

1973 depreci.atetl JH.l8SU lt:;'fth ,,,, __ ... _._.. '• U.S. Jollar~ e.g. 
" 

1)0,s that Kor~a. 'f:Jas au important competitor with 
.I 

in 

the fields textiles and :some other products ... 

<lllowances for travel abroad had 

., 
certa:ln othe.r element:'ll of travi;.;1 C!2{;I::<il1wea had berm·, a;~iu~~u ., 

In ttdd:i..tion to brndtu:~iils 
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emigrantfo 

The staff ti3am noted that the poli~y of n<;t normally 

of 

Jnvisi'ble p2ymentz, approval tntt3 given in. special cases for in 

excess usual lit:1its. 

With -respect to controls on capital 

t-ransactioos, the :i.ntenti011 was to l:foet~al:J.2:e ~estra:tnts on 

However, there had been IlO rela:kation of 

on transfer. nbroad of ~!migrants v a.asets er on transactions such rm 

cover f rcm.t henks ~ t:.h<il 

use ha.d w.ade of these 

iutroduction in April 1972, and 

available for covor did not include u.S. 

said as mo.st trade trans.nct:i.onz were denominated .iu U.S. dollars, the 

trai;!ero that these fac:!.l-

non:i.nclus::Lon of .~ S. dollars in. the f acil:l.ties, 

the authorities felt that: as 
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for the NT dollar~ and the official and selling :rates were fixed in terms 

of U.S. dollars, there was no point in quoting daily forward rates for 

U.S. dollars. Such a practice could, in fact~ give rise unnecessarily 

to uncertainty. 

The staff team asked if banks were encouragied to hold foreign assets 
' 

as a means of reducing domestic liquidity. In tpis context, it was worth 

noting the techniques used in some other countries to encourage banks to 

acquire short-term foreign assets by providing them with forward cover 

facilities attractive enough to encourage a move, in this direction. The 

objective of such a policy was to aid domestic monetary management. The 

Chinese representatives indicated that at presen~ banks were permitted only 
I 

to hold short-term foreign deposits with correspondent banks, and were 
! 

not allowed to buy foreign securities. Some tho~ght had been given to the 

feasibility of introducing such a facility as well as for allowing sho:rt-

term foreign investments. 

IV. Staff Appraisal 

China 1 s economy in 1972 again experi.enced a: very good pe.rformance, 

particularly if viewed against a number of uncertainties at the beginning 

of the year o A somewhat disturbing feature has been prj.ce developments 

since the second half of the year which appear particularly striking 

if viewed against the background of prolonged virtual price stability. -. 
The accelerating price increases coupled with in~reasing balance 

of payments surpluses pose a relatively neu problem to the Chinese 

authorities and present a challenge to policy-makers. Rising inflatj_on 

rates threaten to' erode the behavior patterns which developed over a 
' 



1nc:t:E.:<::me;3 1.a t:•r:i.1:1ary l:t(.p .. tidity by rt.duci:r..~g the C•2!ri.trel 15~mk ~ 1:i rK~t ciorn.;!!;stic 

am1~ts ir:: ord(l!;r to c.or.ctp1:0:1sat0 for the c:::<:.p<l:ns::f.on geilerat0d by the i1,::,creases 
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is being given to strengthen the recently introd~ced restraints on the 

inflm;; of short-teri:'!t capitaL 
·-~. ,, 

Advancing impo:t:t ]payments !t and further 
i' 

reducing recourse to deferred import payrrients 9 wbuld also be helpful. 
" " 

There eJd.sts s. dilemma as regards i~terest rate policy. 

Reductions in domestic interest rates to international levels appear'a 

reasonable objective over the long ru.n. · Such rak1uctions would also help 

i:r:i. eurf..i:ing in.flows of short-term capital from abroad~ although effective 
' 

domestic interest rates are not any more far 

rateso The staff that. further 
I 

" I· 

of line with international 

of uominal inter.est 

rates in the present situation of rather rapidly:; rising prices would tend 

to have certain unwanted effectso 
I 

h d JI:.<: i h .ef r: f• ·' ;I 1 i ' r-s r.egar s JJ.,1..·ii..Sett· ng t e e.c ·ects o:i. orc::i..~w s.sset acc:umu at on on 

liquid:l ty P there appC?.ars to be scope for further·: sales of fore:i.gn exchange 

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

also to extend the range forE:-1igl1. assets that may be held by banks 0 

Encourageme11t to Chinese direct investment appears compatible with 

both short- and longer-tem objectiveso A case can he ma.de for 
.i 

l:lberaliz:h:tg further certain restrictim::is. on inv!sible transactions~ 
·t 

Success ir.1 L-nplementing intentions to simplify perhaps gradually 
r 
J! < 

reduce certain tax im::entzives should also be hel~fuL As regards supply 
I 

policies, there appears.to scope for further taductions in tariff 

rates and perhaps also for strengthening and spe~d:i.ng up the effects ,, 

1: 
t'he recently announced liberalization of :imports~ Controls of exports of 

" 
certain commodities in short SU:PPlY are part ~hese policies~ but it 

•i 

to be hoped that they be a very temporary e:i!:pedientQ 
~: . ' ~. 

" 

\ 



Thi.!! rate adjustment and related f ina:ricia.1 .and other meas"U:res adopted 

in recent months a.re e:;qp:z;ct:.ed to show th.;:i"'.c c~ffects on the bal.a:nce of 

payments and dom.estlc pricer: in due course. The sta:f f hopes t:hat the 

Ch.im:~se authorities will r.aview the rcmainit13 r.:.~s:trictions on. current 

pay.ncnts in the of Ch::'-na vs strong balari.ce 

considered at 

this til'aE;~ ma:i.nly from the v:t!l!wpcint of meeting re;quir~menta of the current 
'· 

situation~ io1.:~., ~!llowing down the growth of liquidity and price increases"' 

would slso \)e 1telpful v•·ith respect to 

objectives of raisin~ the E">ff.iciency of th€! ccc110my and cr.i.a.ngina its 

structure. 

Various efforts a.re being made to tackle some of the current problct'1s 

by and farge rz.lay -,,;;ell 

ectiveo 'foe staff 

countcy, nor tlK! world ecm.10>:1y as a >.:hole, to ~nden.vor to achieve "balt:~ncing 

of trade on a strictly bilateral bar,:i.r,. 
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v.. Proposed Decision 

The following drai't decision is submitted for consideration by the 

Executive Directors: 

J... This' decision is "caken by the Executive Directors in concluding 

·C.he 1973 consultation with the Republic of China :pursuant to Ar"Gicle XIV~ 

Section 4~ of the Articles of Agreement. 
/ 

2o During 1972 ecor...omic growth continued at a high rate.. Since about 

mid"l972 price increases tended to accelerate arid towa~d the end of the yeax 

became a matter of concern. Both cost~push factors related mainly to 

external deyelopments and demand pull. factors due to subs ... cantia.J. monetary 

expansion generated in large part by the ex'cernal sector played a role.. The 

Fund welcomes the authorit;ies fl effor·i:is to rest:L'ain the grow'Gh of liquidi·1;y 

including the more active -use of debt management; and mone"cary policy and to 

take other measures to curb price increases and recommends further strengthening 

of such policies~ 

3., The balance of paymerrl;.s strer~hened further in 1972 with a growing 

current account surplus and some revival of net capital inflow., Expor"c;s and 

imports significantly exceeded expec'ca;tions., 'Developmen-'Gs in the firs-'~ :part 

of 1973 suggest . a. continua;i;ion of these trends., Some of the po1icies adopted. 

recently should have some countervailing effects.. The Fund welcomes the 

authorities; continuing intention to adapt policies in the light of changing_ 

circumstanceso 

4. Both in:cernal and external developments facilitated the recent substantial 

liberalization of restrictions on imports and some relaxation of restrictions on 

current paymerr~s., The Fund believes there still remains scope for moves in this 

direction~ and that further liberalization would be conducive to achievement of 

internal and external policy objectiveso 



China is an o:riglna.l new.ber of thG Fund and has a quota. of SDR 550 
million. During tbe 1'1ifth General Review of Quotas, Chim indicated that 
it did ri.ot wish to have its quota. increased. C.hina complEYtad its :pa;_\tment 
of the gold portion of ito subacxiption to the Fund on August 14, 1970. 

An initial par value of NT$1~o per u.s. do1lsr was establi!'llhed on 
Sep't~ember 4, 1970. On Decenib~ 20, 1971,, China informed the Fund th&t 
t;he exchange rate of Ifr$40 per u.s. dollar would remain unchanged. This 
represented a decrease in the gold value of the new :TaiW&n dollar of 7 .89 
per cent.. On May 8, 1972, this rate, ·wb:i.ch correspo:n.ds to UT$43.4286 per 
SDR 1~ was ag?eed with the Fund as the new par velue. On the srune date, 
China notified the Fund toot it availed itself of lt"i.der margins undex 
Executive Board Decision No. 3463..,(71/126)i> adopted .December 18, 197L 
On February 16, 1973~ China co!lllllunicated to the Fund a rate of 0.02181~11. 
special drawing right per :new Taiwan dollar to be a central rate in 
accordance with paragraph 2(a) of Executive Board Decision No. 3463 .. (71/126), 
adopted December 18, 1971. This rate~ which corresponds to NT$38 per u.s. 
dolla:r, to 0.0193858 gram of fine gold per rl:ew Taiwan dollar, and to 
NT-$45.8413 _per special drawing right, represents a deyaluationn of 5.26 
pe:r cent from the :.:···: ·· ,{-. par value expreascd in goHL. 

A gold tranche purchase of SDR 60 million was made on October 20, 
1971. Present Fund holdingB of :$l1 Tiaiwan doll&u.•s amount. to 100 :per 
cent of China •s quota.. China is a participant in the Special Drmdng 
Account but opted not to receive an ~llocation. 

The Fund bas provided substantial techn:l..cel assistance to the Chine,se 
authorities in rela.tiol'1 to the introduction of ia sales tax, the d:rafti11...g 
of a general ba.nlting law, the preparation of an operation manual for the 
central Ban.lt, and the management of public debt. Mr,, Quinton from the 
:t"iscal panel was assigned for two one•year terms beginning in f/Jay 1971, 
to assist the Chinese Customs in the adoption of the'B.ru.ssels T3Xiff 
Nomenclature. The services of Mr~ Quinton have been e'.h.'i:ended for e term 
of six months with. effect from May 4~ 1973. 

Staff discussions for the last Article XIV con!:lultation with the 
Chinese authorities were held in. Taipei during March 6 • 16, 1972 
(SM/72/111, 5/22/72; SM/72/117, 6/5/72; and Correctio.n 1, 6/12/72)~ The 
Executive Boa.rd 's decision, taken on June 14, 1972 was as follot>JS 
(EBM/72/53~Decision No. 3679): 

1. Thill decision ia taken by the Executive Directors in 
concluding the 1971 consultation with the Republic of Chi?la pursuaut 
to Article XIV, Section 4, of the Articles of Ag:::eemtint. 



a.. Dur!~ 1911 tht'! growth rate contimt&l ~t :a high level nm 
tiie price in~oo \las ~te. A.l.~urJl the :rate of ~nsion ot 
'IMJT£J'Jf su.pp:cy in l.971 ~r.~fl high mri,inly' beca.u11!?. "'f ti~ aceumu.latwn Gf 
el!."Chafl.P res~es am the ~ns:ion of credit to t~ :pr1vo:te secto1~ 
rul\i government emer1'!?'i~es, timely ~~sure:J of C.l\,.,~lt a1nt:t1.">:l bl!' t~ 
Q:Utho:rities kept thll m.:.111)(.:taey ex,pansion eol.W:i.stent ~tb J;ll"ice stab1lity .. 
'loci.a Fund h{).r.es tlmt the ~iutoori ties :will .i;:~ntinne thi!!U' program ot 
i.!:!pro"~nt ot f'lrencial mt~teta ... 

3. ~he balon~ of' .r.-ayuents remairtJ strong ~~ l'Rl as imp:rcv-e ... 
~~1\t in the ~rent aeoount off&~t ~ deWrl.orati&n in the capital 
a~count.. !he bi~b ~ ... >th l:'Slte of ~l~~s li~s mainta:i:ned despite a . 
.n~ @f l.tllfs.w-.c.nble devellQ~uts abroarl. :1 

· 4~ · Altbciugh a n~~l" of. stQpo -vra.i~~ ta~ in ~9'10 and 1971 to 
liberalize test:rietior.:$ Qn tl'ade alli.1 cm:rent. ~rt'lt$, this i;fe1xl was 
:i.ut.ernat-Jtell· in the ltt1tt~?' - .... t of 1971 as the. etutoorities reSPO!ded u; J.._ 'I -

·~o WlCt.lrtaintiee sb1~d.. In view of tb! strong bal~"-e of i~nts mld 
r.e:E:erve ~sition., ~ l:'~~"Kl ~l.ieves tbiti.: t~re is c4nsidemble acoite for 
:celanng reotl'i~~ns (nl trade a.riU current ~irtmts i! amt. ~pes that- tlv...l 
lires,ent su.spenoton of the ll~raU~tlon '.P1'0Sl'llm '\dp. he endiad StY;.>n,. 

"• ·' 
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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 pf 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$1 (previously NT$4o = US$1). 

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 

r:
anking system. In September 1972, the Central Bank no longer approved 
hort-term foreign currency loans for working capital purposes (although 
uch 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 

I
t~ avoid reliance on foreign financing for their imports; in this respect 
us$4oo 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 Government transferred 2,370 import items from the 
controlled to the permissible list, leaving only 460 items (of a total 
of about 15,000) on the controlled list, largely imports kept under 
control in most developed countries. 



( 
I] 

0 

0 

- 2 -

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. 



Hr. Ahrenadorf May 24, 1973 

Donald E. Palaar 

Staff !!port OD lapubltc of a.tu 

1 haft only tvo cownta oa th• draft a ff report for th• 1973 
couultati• vttb th• Republic of China. 

J'int, 1 could .find no MDtioa in e •taff apprai•al of th• 
"q .. tioa of th• appropriatenu of th• n uebmp rate in th• ltpt 
of nceat trenda ad prMpectlw develop nta ill the balaaca of ,.,_u" 
(the quotation u from page 7 of he br fing paper). It will h• recalled 
that the decd.elon to depreciate in Feb ry 1973 was serioaaly q ... tloaecl 
t.y •neral --•re of the Executi ard t with th• nsult that the 
Maaalaa Director pro.i.Md that th• lanned couultatloa voulcl uplore th• 
.... ucry ot the curnat central ra ad the liberali•at1oa progr•. 
'Dlen ts 1iSood cliacueelaa of th• e aation effort• in the paper but, 
.., S.,naai• 1• that th• paper i vi ually •ilnt on tile quutioa of th• 
adequcy of the rate. Wbile 111 · ther i•• thl• llight haft b- couidered 
too ••uitift an ieaue for t la e paper. :lt •• ., UIMlantaad.ill1 
that 1n thia cae th• Executive Board d the Maaaemat) expected that 
the ataff nport would COGtah at least a brief aaly ia OD thu luae. 

cc: Mr. Tun 'lhia 

abaence of my text tul.u. 
aur• to kaep th• leqth of ataf f 
ne hM nage•ted that thu 1»• done 

fnq-tly bun Directors 
•hort bu helpful tu:t tllblea. 1 vou1d have 

includ a tmle OD the balance of payMD.ta · 
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comments by the close of business, 
Thursday, May 24. 

J. Ahrensdorf 
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REPUBLIC OF CHINA 

CONTAINS COIWIDENTIAL 
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§taf f Report for the 1973 AJ;!_icle XIV Consultation 

Prepared by Staff Representatives for the 1973 
Article XIV Consultatiott with the Reppblic China 

(Reviewed by the Committee on Article XIV: Consultations) 

Approved by '.fun Thin and Donald K. Palmer 

May 1973 

'.rhe 1973 Article XIV consultation d:i.scussions with the Republic of 

China. were held in Taipei during April 11··20~ 19.730 The Chinese delegation 

was headed by Hr. S.Y. Wang~ Vice. 1:1inister9 the :~tlnistry of Finance and 

included senior officials of the various Hin:tstr.ies concerned with economic 

policy and of the Central Bank. The staff tamn:consi.sted of l'Iessrs. J. Ahrensdorf, · 

John B. HcLenaghan, and Nrs. Hui-Chen Wu Yang. Nartin Wong,, H:.!.nister of 

the. Chinese fau.bassy in Washington, D. C. attended the meeti11gs as an adviser 

of the Chinese delegation. The staff team met 'iJith Hro l(o 1:1 ~ Yu, Governor 
' 

of the Central Bauk and :Hr. K11"f. Li, m.nister of Finance at the beginning 

of the consultat:Lon a.nd J.tlr a Ahrensdorf had discussions with Governor Yu 

a.nd Deputy Governor I,ee of the Central toward the end of the mission. 

The 1;:~conomy grew in 1972 by about 11 per cent, only marginally less 

than iu the previous two years. Industrial out:r)ut increased at a record 

rate of over 26 per cento On the other hand, agricultural production 
' " 

increased l:i.ttle and fell short of expectations~ External transactions 
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mento , cons:tderahly :i.n <!!xceas of ha~;t been p:rojec·tedQ 'I'il!J. rate of 
·, 

nom~tary e:;i:pamij ion \~vas th~~ M,gbcat iii ma:i:t)· years·. The:re was a hrrge 

:.tncr1~S(l! in net foreign USS(';t8 the. ha.nkiui~. syotem ;,;thic.11 scm1c.<wbat 

dev~~lop,men:ts becau1e iucraas:!.ng1y .a matter of. coneern. Following S.V\'.1.:rage 
" 

" a.nnual rate of increase in wholesale prices 'li''o.W ~'.;ell ov•~r 10 peL cent in 

the oarly n>.ouths of 1973. Thia pronouncc~d accale~ation in price increases 

'!#a.~ related both t.o the massivs increase in domestic lic1uidit1r and t.o 
1: • " 

external factors imch as gem~ra.lly ricin.g product a.nd th£ 

currency reali.ti:nments, particularly revaluation. of yen. 

" II!. !.!.:~·port on D:l.r~cuss::f.oi..1s -- -----¥>"---~ 

annual average growth :rate of about 9 .5 per cont '"'m.s projected. In. 1973 

thai:i. on lahor-fo.te.us:tvl?! indutJtr:ies ~ Em:phas::i.Ei 'ti·aq: al,'JO placed on develop-

I 

Tr.ent of infrastructure which li.'ld been l~g~in~o Wdlc ;mblic investment 



" 

·. 

encourage . •.: ·: private invGstmen.t and thel'.';") tms no plan to hold it back. 

for supply t:o both rosrketa th~ 

was a ~~ood one hut d:ld not wor1~. ciut as clemat~d ~had justtf ied that Chins 

st t:hot 

lfl'.barc. cf agt::l.culture in <;:;:~p ~,ras p~oj~:cteti to ;;:kclir.i(l; fan:tharo 

i 
H1:.111e"'1'er ~ iutensif :Led ef i'or.ts wtir·a being; r.tk~de to str'f;ngth~~n 

<!Ofl.OUnC.ed in D>:tCem'be;,;;r 1971 l.l l:iiin.<;,:-pc•int J;lUl.l il'! order to cope 't!rl.th C1?t!~tain 

I 
structural proble.;;1~1 thr~t hacl1 au reduction in fa'.!.."L"lland t~k~n 

i 
l:U~ened to the 1najor land r.eforn.i. in e.a.rly l 

As to th(~ policy of 

chang1a from ri.ce product:ton. to the productioa of l:Lvestock. '~ven t1iough the 

' 
Goverr.m,~r1t purc.h,;ases of rice: w-st"e mace at the m~rrfr.,.io1t pr:ke rather than 



. , 

perc.entag1a in terms of net value added in contras:t tc a relatively small 

proportion received witl1 respect to industrial goods~ given the relative 

scarcity of raw materials in Taiwan. Goverom~nt -..:,;as also endeavoring 

to di1.rersify its markets for agricultur~-1 products, in view o:t the problems 

r~xperienced in certain m.a:rkt:.?t£. 

The authorities still considered export expansion as the main driving 

fo".!:'ce for Taiwan's economic growth. However:+ there had 

as to over-reliance on exports represen.ted.at p:rese11t about 45 per 

cent of GNP a11d might rise to around 50 per cent ·:during the Plan pm::i.od, one 

of tho l:dgh~'!st. in the world, e:rwept l-;erha.ps for some oil producing COlli1tries. 

The Chinese. representatives stref:1sed that som<l restraining m.:%1.rr.:u:res might 
·I 

in particular 

financia.1, conditions should war:r:ant this. Inde~d~ the authorities were 

considering to :redl.fce or simplify some of the ext~nsive ta."t financ:tal 

incentives provided for exports. They agreed tha't suc.11 steps vould also 

help improve. resource allocation. In fact~ reci:l:.'1.tly temporary controls on 

the exports of a, number of conr..nodities had been :introduced in order to help 

~itigate pronounced price increases. 

Higher import prices had been a s:i.gnif :i.ca,."'l.t .factor i11 the rise of 

domestic prices. In 1972, import prices had to.~reased by about 12 per cent 

comp.a.red with a rise in wholesale prices of about. 8 per cent. '.f.'.he higtu2r 

prices imports f"rom .Tapat"! were comddered a more significant foct:or than 

the relatively large increases in the dollar prices of primary productsQ 

~F~~ Another factor wa.s the ri;latively 1.:.u:ge incrcmse in wage rates in some 

industries during the year wh:tch wai.:.1 probably fairly close to productivity 

gains. 
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in :ll1co1.11e veJ.ocity 

:ht the high of pr.ice ::.<tability achi~vcd v.ntil recGntly. At the SS1.i.1e 

sustait\ a fa:trly continued rise 

in the ratio of private saving8 to 

there had been a very J'l:'OtlOUtlCed drop fa. this real rat.e 
•! 

return. 

1:dth further price increases 

staff team.~ s con.cero make more di.ffieult 

ntabil:tz:l.nt.i; f::i.nsnd.al pol:lc:.i.eo and, pc ... rhapil! tH.:ill: more ir:1portantit :l:l pro-

it would induce in 

in t:h<~ outstDntling t:~c.cnomic p.erforrr .... ince in the last decade or 

so. A reversal of such changco: would DlOSt cUf:ficult ,smd take lllUCh tir::J.e. 

L"'"! the of such CO!!B id era t 1.or~!:l <~ertain ad hoc 'lte .. !:UJU?"Cli.l had bnen 

to interfere 

to control dom.es:tic price 

flour.. There ·was 

8 tariff redu.etion of 50 per cerrt for wh~at.: A second mmisu:re had 

the fixing the price of ut.:i.l:tties S,nd 

l,osses aris.i.ng this and other 
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problem area now ·wai:; one of a labor shcn:tage. 

it had ·i'.iot increased • 

. i;:lect.:r:onics and text1les. i\ feature of tho ~mplo:rment s:!.tuatiou i·lUB the 

th:i.s end. 
·, 

the. lahor-int.t1z.·H1iv<T:! :indm)t!'ie.s ~ tho productivity of which could he ra.isu(l 

by a shi~t to capit.al·-intrr;rr.w:.iva iwlu~;tries and through tho training proce:tm. 

Generally,, they regarded the employment sit.u1.J1tion as sat:tafactocy. 

of liquidity through extornol transactions and to reduce the inflow from 

such. sources ~ 

been adapted toward thi3 ~m1. As .n result ther~?. w;;w :.i.n 197.2 and early 1973 

l~ further subotantie.1 reduct: ion in the Ccnt'1;al Bank' a net do'l'l!~e.tic assets. 

created certificates of daposit with coU!merd.al hanks. 

net domestic ass.r:ts ln 1572 and in the first quaiter cf 1973 W&J3 equivalent 
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j~ ' 

e~ding June 1973 had 

<lat.a for the firt:it. n:J.n.e months of fiscal year.: (July 1972-Harch 1973) 

bill:J.on 

1.ll this period. The Chinese repr..:1~1entatives eaid · 

import liberali~ation 

ior certain :1.tcm:s helped tc increase ta:ic coll ectio:ms. Ceninrally, 
,I 

ap;aiu be iu deficit. ?ne surplus in 

:. Cli!!ntral Bani: and other 

bond imsutD of b:lll:i.or!. had been iloatt"ld in solely for purpose 

million rmthorlzed 111 tht.-i 

1.J,-;;,.fore the end of the fiscal year. 'l.'hey r,-;tram,;ed. that. thu issue 

were to 
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the tt'eJ:td of capital expan<Hture~ in relation to: ·tot.nl t'-.:itpe1-adit.ure.!$ th~ 

expeetaticm µas th.at the;: relative iner~Mfi in th~ foJ;tai.\1:' in :r.oc."1!nt years 

m~ppine; up liqtd.d;ty, the i.~hmea~ representatives 
'i 

met by s~lli~!t go11ermuent homla,. ( ~ 
' 

' 
Tne at<:~ff t.emu not~d that there '11.'as a wide spt·ead between th.1<"! 111t1xitirum msturity 

'frea:Slt?')l' bil.lt; of 180 days 
. 

cf ~·~,)\·. ,:· yes.rs trod th;l'lt: C~'t'tifieat\%\a Of deposit: could 
' 

sold oaly to bant~s 
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gro'li.<th in nominal CNP mld the dmrlnance of indirect taxes whieh still 

provided over 70 per cent of tax revenue., .Reven~e from income taxes had 

ii.tcrca'!sed by scama 30 per caut ea.eh yf.la.l!' in tl\c l~t three y~ara 11 f ollot:ting 
' ' some adaptation.fl in legislation and administrat.i~l.e It w.as expected that 

tho ta.x/Gr:ff! ratio ~10W.d tend to riae but 11.ot sign.ifica.ntly o The Chinese 

the system of exemptions 

material$ for export m&nuf acture were quantitati~ely more important than 

exemptions nnd consideration was being given to reduce such rebates4 Ae 

t:o tu.:lff rates~ a new ls.·w introduced in 1971 ~u.thorized the Government 

for otber taxes., 

,. 

i 
tax a.nd par_t of tbe commodity t~ and stamp tax ~ad been approved by the 

' 
Governm.ento A 1xU1 f....ad been drafted and ~,ras to 'fje sui:miitted to the 'Legislative 

into foree in July 1974. 

Since the eecond half of 1972 the authorities have taken a nm.'lber of 

measures to restrain monetary ~ni:pansion which by ·~JJ.rch 1973 had reached an 

annual rate of over 40 per cent~ From August 19i~ the c~ntral Bank sold 

certificates of deposit to commercial banks as le~al reserve requirem~'!nts 

were virtually at t\udr statutoey lim:U:s.. The d:t:kft of a i'.l.ew ltanking lait 

'tlhic.h proposed higher limits still s.wnited submis:~ion to the 1,,~gialature • 
.l 

the end of Harch outst:andit1g certificates a.mounted to enter f:,;"1"$9 billio<>. 11 

.,.,.. 



- lG -~ 

.:~quivalent to about 1'• per cent of out~~tanding reserve money. The C/11 is 

were available with niaturitios of one, three and si:!i::-months~ carrying 

interest rates of 5.25, 6.25 11 and 7.25 piar cent per annum. They were 

nontransferable and could be cash~d before matur:t'ty w1:thout penalty o 

The staff team asked about further scope for, reducing central bank 

accom.t"lodatiou to banks. The reply wa£J that r.eduction in 1972 was 

:r.::?late.d to the increased liquidity of banks. As .~:tcess reserves were 

run doi;rn banks could reduce their holdings of c/n:~ s 'before seeking central 

bank accommodation. To further reduce bank liquidity the Gent:r.a.1 Bank had 

d1sc.ontinued the practice of advancing free of cost local currc-mcy to banks 

for acquisition of foreign e:;cchange. It had also sold slightly over US$100 

million to banks so they were to carry.out their foreign exchange business 

with their mm resources. Banks i working_ 'ba.1anee8 were still regarded as 

being low and there appeared to be scope for further sales of exc1w:nge to 

theme Horeover, banks l-1ere i10 longer permi.tted to use credit lines with 
,. 

foreign banks ~'hich had 1;<een in the order of US$~CO m.ill:f.ono In addition; 

approval of applications by pul~lic a11d private enter:priaes for short-term 

foreign loans for working capital purposes had bcieu suspended and. the c,~ut.ral 

Bank had been authorized to lend up to US$(c00 million (at 6. 5 per cent to 

banks and at 7.5 per cent to final borrowers) to· finance imports of certain 

consumer goods and essential raw r.i..aterials (with 'l"opay-i:r.Emt within nine 

months) and capital goods (repayment within five years). It ;;,;as noted that 

the suspension of foreign c.ae1h loans took the fotm of refqsal of the authori-

ties to guarantee reconversion aud repatriation •. If no such guarantees t.;rere 

requestedp there was at present uo way of barring such capital :i.nflows9 



thou~ht th~se ve:riou.s measures would e.low down the monetary expansion~ 

There was a tentative estimate that it might be bpooght down in 1973 to 

around 20-25 per cente 

'l'he staff team note.d the 1ncoi1s:tsteney hot.,.:een efforts to mop Ui) 

liquidity on the one hand and bringing down :tnte~$st rate~ furtlier on the 

other hand, 11oting tlv.1 advers!!1 eff(;!ct:s of a. declipe in real interest rat:as 

in 'l'aiw&i were not any nwre aignif:i.cantly out of line vi.th those in foreign 

fiuancial centers. considering a111t.o that Chinese ~anka generally did uot 

seem to require eompenss.t1:ng hala.ncea. 'lT.e Ghine~e repreieentativcs said 

that in mid-1972 there lm<l been f.1. choice bett1een reducing fot.eree:t rat:ias 
·I 

in order to restrain such inflow. At that time it was dec1.de.c:.l to r.a<luce 

,, 

toward devising a sreateT variety of :sm.vlnga instr,uments, giving savers a 

·wider choice of assets than one confined to tirn.e/s,!'!vinr.,a d®posits "'r.ttli banks 

and seven-year government bondso It would be int~rcst~d in any d~velopments 

b:Ulo. '1'.h.c Chinese representatives aaid that the :1:1evalopmant of the capital 

a wider range of financial assets contiuued to be afforded a. high dagree of 



:Luportance. In the last tm.l years t seven trust and investmep.t companies 

had heen e.ata.blished in Taiwan. Trust certif~.cates issued by the compardee 

~mounted to five times t:he:i:r paid-up capitaL Under the existing regulations, 

these companies were entitled to acquire medithu- and long-term trust fund 

holdings" i.e., in e:ii:cess of one~-year rr.aturity. The companies 9 assets were 

held predominantly 111 the form of loans to industry and of corporate 

securitieso 

3o !~~pme~-~~! 

a. ~alance o{ .1?E:,'Y"\e.11t~ 

As to the effects of the December 1971 currency realignment: on overall 

economic dave.lopmerd::e in Chin,!i as well as the balance of payments, the 

Chinese representatives said that the implications of t:he realignn1en.t a 

year o:r so after the event had to aom€l extent been blurred by the :tecent 

second UoS. de.valuation. The decision ts.keu by the Chinese autho:r:I.ties 

in Di9ce:.nber 1971 was to maintain thtt1 relat:tom:1hip between the new Taiwan 

dollar und the UoS• dollar on the grounds that the Japanese yen ;;.;as at that 

time very much undervalued and that this provided a me;lns of attempting to 

correct China~s imbalance in its trade with Japan. Iu the first few months 

of 1972~ exports rose at a fast pace lJhile tbe dq.meetic price level remained 

comparatiii"ely :;ta.oleo f;u,,,~ mi.<l-1972~ howeve:r, the Chinese authorities held 

the view th.at the undercurrents e·vident in int!!rnat:1.o:r1al financial nw:rkets 

presagl:B:d a further period of instahil:l:ty in world c~i:changc rates. These 

vic.ws ware reflected in the Coutral Bank's policy formulation and in its 

administration of foreign f2xchange holdings. It was fair to say that this 

feeling of uncertainty heightened as the year progressed.. l·JeverthE~less ~ 

apart from these consideratic1ns, 1972 was a year itl nhich the balance of 

pay;.nents pe:rfoni.e.nce was particularly fa.vorabl€t» providing an opportunity 
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to liberalize tlle rastrl.ct.1ve systemQ There \;rer~~ llowever, incr'-las:b11g 

p:r:obleme for domes tie monetary manag~f.>nt a.riainr~ from grMd:ng foreign 

projections for 1972 whicl1 had 
·i 

proved quite con1Serva:tive 
:· ,, 

the uev1 ~ca.i~;111m doilar and 

ha<l been baaed on an 

the U.S. dollar~ 

which :i:mplied an ove:call depreciati~n. of the new; Taiwan dollar ~itli 

respect to the currencies of its other trn:ljO~ t~ad,e partnerso i~ere ., 
I 

were more favorable opportu..~ities for trade particularly with Japan~ 

extent that Japanese suppliers had eibsorbed part ;.of the effects of the 
~ ' 

revaluation. of the yen~ ~ot. as large as :had 

" conpetitive edgeo The prices of :imports rose by '!12 par cent in 1972 

while the prices of axpoi·ts increased by about 9 '.iper cent" ".ili~ policy 

measures had bee~ taken recently to offset the e~fecto of higher import 

Discussing developments in exchange markets em:ly 1973,. the 

Chinese representatives said tbat imports from Japan had risen in .Janoo~y-

1'!&1."cll 1913 by about 51 per cent over tbe same uetioa of the nrQvious 
- I y 

" year:. reflecting particularly :bnports of re.l'.r tnatel:'i.als from that country~ 
-: 

The autho:dtiias we:r:e attempting to oneourage i11dustrica ~:irhich would .avoid ,. 
" 
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excessive reliance on Japanese iraports; this would have the additional 

benefit of helping to stabilize prices. As to the recent ·moderate revalua-

tion of t.he NT$ vis-a-vis the US$,, it wr~s felt that this was conduc:tve to 

reduc:i.ng China 1 s trade surplus with the United States and that it t1oi:ald 

also help mitigate sometJhat increases in import c9sts stemmiug from the 

further apprec:i.ation of ths yen 9 considering the relatively inelastic 

demand for imports from Japan. 

1'he staff team.pointed to the substantial iucrease in exports to Japan 

(52 per cent) and to the EEC (56 per cent:) in 1972?> and inquired as to 

what extent these increases were related to the ov~rall depreciation of 

the new Ta.it·mu dollar and to what extent there was a f avora.ble im.pect fxom 

the i;nport liberalization by Jnpan., The Chinese. representatives sai£'.! that: 

considerable emphasis had been plac.ir;tl en improving market prospects in the 

EEC which. was considered to off er a good deal more potential than the 

Japanese market. ltlthough Japai1 had a.nnrn.mced moMures to free its import 

regime, they felt it continued to exercise stricter import controls tha:n 

did the EEC. 'lne liberalization in Japan dealt largely 'tl."".ith items such ar:; 
·' 

computers and automobiles, which did not benefit :Ch.inn. 'l1iua~ the rr!l:l.jor 

" factor in the increase in m;:ports to Japan was the exchange rate adjustm.ent. 

Cbina vs industries had become encouraged to shift production to the s::qiort 

of finiBhed goodo to .Japan where achrmi.tagc could be taken of Japa11 1 s relatively 

high labor costs. Aaked about the substantial in~rea.se i11 trade tdth Japan 

in the first quarter of 1973, the Chinese representatives said that there 

appeared to have been an extraordinary increase in demand of Japanese 

importers4 For example~ they were noi:·r importing textiles and also even 

paper and· paper pulp from Ta:f.wan. It nhould be rioted, hot;rever, chat the 

increase in exports to Japan in the first quarter, of 1973 of 162 per cent 



{on an exchange settlement basis) was not expected to continue sil.'1ce 

exports to Japan in the first quarter or 1972 had been relatively lo~r 

comp.a-red to this; average quarteiy level for 1972. Moreover, the authorities 

had now placed a ntm:iber of e.xport it:e1ns under some control. In ansuer to 

a question, the Chinese representati"!J'es said that the imposition of these 

export controls was primarily to restrain t:he in.crease in domestic pricei'>. 

The staff teat"!i 11sked how the. exchange rate ;adjustment: in February 1973 

had been accounted for :ht the balance payments projectiom.;o The Cld:nese 

represen.tat:i.ves replied that as a result of the very small overall dep:r~?cia•w 

tion of the new Taiwan dollar» the effects on the trade account weri-) expected 

to reflect still somewhat higher import costs\' particularly in the field of 

machinery and metal products. -:&:. Iei,:i~: t:o ~ q::.::.::6:ien fhey said that their 

calculatious ~ which had formed the basis for the·· decision to depreciate the 

new Tab:ran dollar, had turned out apprmd:mately the same as those prepared 

the 1:1~.md staff. The rate adjm!ltm.ent in Fcbr'l.utry and related financial and 

other measures adopted since then are expected to show their effects on. the 

balance of pa;,"ments and domestic prices in due course. The author:Hies chose. 

setting a central rate rather than changing the par value as they considered 

this as providing more scope for flexUiility o 

Discusoing some of the more important items ·in the detailed exports and 

import projectione for 1973~ the Chinese xepre~eritatives said that textile 

products, the biggest export item~ showed the largest inc:rea.se while for 
! 

imports the significant increases were those for .corn. 11 soybeans, metals,. 

te~{tiles and chemicals. 'l'he :tncreascd imports of· corn soybeans refl~cted 

the .additional feed requirements for live:s:tockc 1'here were some grounds 

for arguing that the trad!ii! balance :ln 1973 could ·be considerably less 

:favorable than expected~ 1''auy countries 'had imposed import quotas and in 
·' 

such markets it was unreasonable to expect a continuation of tbe recent 
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high rate of growth 'i~· Chim1 9 s e'.i{ports. Japan~ l,towever~ was an exception 

as it now for example ceased to export all but high priced and high quality 

textiles and met its requirements increasingly by imports, including those 

from Taiwan. 

As to the assumptions behind tha anticipated decline in net cap:!.tal 

inflow in 1973, tho Cb.inese representatives said· that other than suspens:wn 

~. 
of s'hort:·-term foreign borrowings no other,, policy·· measures had been taken to 

'"' : 
curb capital inflow. Rowevex 9 some encouragemc~mt was now being given to 

foster certain forms of Chinese investment abroa<L As to the financial 

incentives to Chinese-; businesses to invest nbroadp the Chinese repre-

senta.tives said th;;it the Government was con.side:dng the provision of some kind 

of insurance for investment of this kindo Some financing facilities of 

a preferential natun1 we.re also provided for projE~cts :!.nvolvfo.g assistance:? 

to certain African countrieso Im. additional OPP<;'!'tuuity was likely to 

e:merge in terms of Chinese participation in. the postwar reconstruction 

of Viet-Nam.. Iu addition 9 whereaB :foreign investors at present coul(l 

repatriate only the amount of their orig:lnal investment~ the authorities 

were contemplating the grmiting of pern:tssion to repatriate capital gains. 

Some allowance had been made for this in the p:rojecticm~. So far as 

long-te:rm horrowing was concerned, the debt service ratio 11 Le., the 

ratio of service comnd.tments on public .and publicly gua.rautee.d debt to 

exports of goods and services had fallen from 7.3 in 1970 to a.bout 6D5 in 

1972. Little change. was anticipated in the ratici. 

The staff team asked tihether attempts to diversify trade 9 particularly 

the sources of imports~ would hnve au unfavorablci impact on internal costs 
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by way of adding to freight costs. The Chinese representatives felt that 

this was a factor 1.n the short run !:mt that :1-n ti1e longer term the effects 

would not necessa:rily be. u11fa.vora.ble" It was of the utmost importance to 

:reduce the trade surplus posit:l.on with the United Ste.tes in orde:r to avoid 

any export quotas being placed by that country on Taiwanvs exports. This 

consideration applied to sone extent also to Canada. Other factors i;1ere 

also involved. m:dle it was trm1 that: freight c.C:ats from Japan were lesn, 

domestic uw.m.ifactm:ers were now shifting to machinery available from the 

United. Sta.tea and Europe. A direct compar:i.Bon of costs vm.s not alwayr; 

conclusive~ given the differing tm:n1s of import financing available. from 

various sources. It '\';~as difficult to make meaningful comparisons on import 

costs when differing import fi11a.ncing arrangam.en~s were. involvec:L 

" 'l'Iva staff team asked about the 1~f fee ts of EEC tariff preference 

I. 

a.rrangem.ent7-e~ the granting of preferential treritment to all developing 

countries other than China. The Chinese represm.itatives i~eplie<l that 
I 

the eff ec.ts of the preference arra1.1gernen.ts were a:t this time very small~ 

p:dm . .ar:Uy because the base for the calculation of the quotas concerned was 

very small. Howeyer, there was an understanding ;that the EEC would shift 

the base from imports :i.n 1968 to those in 1971 or 1972 and~ t,1hen thin occurred~ 
I 

Taiwan vs exports to the EEC could expect .ndverse .:effects. 

As to the policy with respect to export inc~ntives, the Chinese 

representatives said that some consideration was being given to a modi-

fication or a simplification, and perhaps a re.duc_tfop in the impact of 

the incentives. For example 0 refunds of ir"i.;port duties on rs.w materials were 

now given for goods which were exported; this was a complicated system. At 

times the whole 'of the amount of the duty conce:m:ed had been refunded and 

exporters still l:.<taintained stocks of the importe4 raw material. The present 



regulat:l.ons stipulated that any investment for production of items entirely 

for ezport entitled the exporter to n f:I.ve-yeal' tax holiday. even for 

. categories of exports which were not specified for encouragemer1.t. The 

Government planned to modify this provision. This was not to sug:gest 9 

however~ that the Gove:t'mll.cnt did not want to maintain the growt:h rate of 

In t-larch 1973 imports of 2 11 367 items had 'bed:n l:!be.ralizedo fo 1972 

the value of ilriports of these items was about US~l50 million.. Of the remain

ing lf60 items still on the controlled list" good~ included therein .covered 

.those normally restricted in other countries~ 'such as gold~ silver, 

medicines~ military hardware~ domestic animals~ etc,, With respect to the 

liberalized item.s, limitations continued to be imposed on certain iniports 

according to source in pursuit of the objective of reducing :!.mbalances 

vis-·a-vis rrk!jor trading partners. tiowev<1'lr, since: the liberalization 

lnit:f.al limitations as to source had been rela~ce.d somewhat. The li1:nita-

tion on individual import orders for machinery placed in Japan to US$20,000 

had been in force for two months follmqing its in'troduction in September 1972. 

The limit was subsequently raised to US$200~000. Applications were screened 

on a ease-by-case basis and in the ease of essential imports approval was 

readily given. For small amounts such approval ~as automatic. 

As to the removal of the requirement of a mihimu_m domestic content 

in manufactured gobda, the Chinese representatives said that the use of 

local materials was still required for certain domestic industries; 

generally~ hoi...rever ~ the continuation of this policy ort a wide-ranging scale 

was no longer warranted. The requirc·m1ent that imported goods maintain a 

marginal price <advantage over domestically produced goods had been in 
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force for a number of years. flrig:l.11ally the margin had been set at 

25 per cant; it had been r•~duccd gradually to 5 per cent. By an inten;lal 

administrative decisiou it had now heen removed completely. 

Tne. sta.f f team referred to the decline in ?'(~cent in effective 

tariff rates and iuquired about likely trend:in these rates 9 as well 

as the authorities v views on general tariff poli¢y in the coming year o '!'he 

Chinese representatives said that a r.aajor factor : in the decline was the 

' 
increase in the proportion of raw materials in tot<il imports which attracted 

relatively low rates of duty. Effective rates w®re expected to conti11ue 

their dm:,,uward trend. The Government's thinking ;on tariff policy was irl. 

the din1ctio11 of effect1ng further reductions in duties on raw materials~ 

~.g., coal iron oreo 

·rhe staff team asked about the ef fe.cts of quotas on Chinese textiles 

and other products in the United States~ Ca:11ada and the 

~~ ,...,,., c'""t-rv o i"ti 1:: • ., · au· 1 is ........ e Cvu1p · 1:1 .... e p s '· on e-.: '"""""".-;; 0 ut> v_a-a-v :,ACOt.~n1..a.l. s 

the 

which in February 

"C .s. doll.r.1.r, e.g. 

Korea. The reply uaa that Korea was an importau~ competitor with China iu. 

the fields of textiles and some other p:roductso ·It was true that recent 

exchange rate adjustments had disadvantaged Chiu~ in this respect. Some 

protection, hrnmsver !> was af fo:rdetl hy way of the q1uotas. For exa.-nple, in 

the last agrer~ment year for te::.ttile expo:r.ts to United States~ Korea had 

used only 60 per cent o:f its quota» \rhile China liad used 99 per ce11to In 

markets where quotas were not applicable~ Chines'? products remained. quite 

competitive" An important consideration for the.,exchauge rat\:! adjustment 

in February 1973, had been related adjustments e~si;o;where. It was under

stood that Korea at that time was removing some export incentives~ a fact 



which tended to offset the additional benefit Korea had obtained from 

:lts relative exchange rate depreciation vis-a-vis the HT dol1aro 

On payments for foreign travel~ the Chinese,represe11tatives said that 

allowances for travel a'broad had been increased com>idera.bly in recent 

years, approvals iu e.1tcess of allm'lan.ces we:re gii1ei·.: liberally, and that: 

certain other ele.m.ents of travel expenses had been added to the perm:i.ssible 

items. In addition to business travel, foreign ~ravel expenses were now 

permitted fer medical care, for emigrants and for expenses of civic 

organizations. 'l'he staff team not(!d that tho policy of not normally 

approving tourist travel was being continued. On the general questiou of 

invisible payments~ approval was g:i.veu in sped.al cases for payments in 

""xcese of the usual limits. Each case was considered on its merits. H:lth 
' ~';Ji /,,/~ 

respect to controls on capital transactionn, the, m~.;::c.-;e: ze:p;.,:;seh;_at_;_v"''"" 

of capital gains. However, there had been no relaxation of restrictions 

on the transfer abroad of emigrantsg assets or 011 transactions such as gifts~ 

inheritancesj etc. 

With restleet to the use of forward exchangEi cover fror..q, banks, the staff 

team asked why such limited use had been made of these fac:Hitie1:; since 

their introtluction in April J.972, and why the range of currencies available 

for cover did not include v.s" dollars. The Chinese repreBentativea said 

that as most trade tra11sactions were denominated·' in U.S. dollars~ the demand 

for excha:nge cover in transactions in other currencies was necessaril:S7 small. 

L-iothe1· factor was the limited knowledge among t:raders that these fac~Llit:les 

were available. As to the non.inclusion of U.S. <d.olla.ra in, the facilities 9 

the authorities f~lt that as the U.S. dollar was: the intervention currency 
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for the NT dollar> and the official and se.lling rates we:re ffa;ed in terms 

of U.S. dollars~ there was no point in quoti.ng daily foruard rates for 

G.S. dollars. Such a practice could~ in fact~ give rise unneceBsarily 

to uncertainty. 

The staff team asked if banks wer0 encouragad to hold :foreign assets 

as a means of reducing domestic liquidity. In th:ls cont-ext~ it was worth 

noting th·~ techniques used in sow~ other countr:I.es to encourage banks to 

acquire short-term foreign assets by providing them with forward cover. 

facilities attractive enough to encourage a. move': in this direction. ·The 

objective of such a policy was to aid <lomest:k 'l:llonetary managemcmt. The 

Chinese represeatat:.i.vc~s indicated that at presenff ·banks were permitted only 
i 

to hold short-term foreign deposits ~Ji th correspondent hanks, and were 

not allowed to buy forE:ign securities. Some thotight had been given to the 

feasibility of introducing si<.tch a facility as we!-1 as for allowing short-

terr!\ foreign investments. 

China's economy in 1972 again e:i~per:i.enced a very good performance, 

particul.J.rly if v1.ewed .against a number of uncer~~dnties at the beginning 

of the. year. A somew1Hlt disturbing feature has l)een price developments 

since the second half of the year.. These developments appear particularly 

striking if viewed again.st the background. of pro~on.ged virtual pric1'" 
•, 

stability. The accelerating price increases cou~led with increasing 

balance of paJllJeuts i:;urpluses pose. a relatively new problem to the Chinese 

autho:riti,O\D and present a challengE~ to policy-makers. !Using inflation 

rates threaten to erode the behavior patterns which developed over a 



fairly long period a.nd have be.en mo.et c.om:lucive to the achievement of 

very high rates of economic growth. This has generally enhanced 11ruch 

the state conf idenca both at home an.d ahroad 11 and has contributed to 

the rise in private sav:!.ngs in relation to GNP. 

The increases in price rises s:i.nce mid-1972 have been related both 

to excessive effective demand to certain costJ..push factors~ some» if 

not most~ of which have been beyond tl::e control of the authorities. 

excess demand was related to the unusually higb of monetaL-y e:i:pansion 

experienced lately. In 1972 this expm.1sion was generated by a rapid rise 

in the net foreign assets of the banking Bystem a11d also by the growth of 

bank credit to enterprises. The-~ increases in net ; f orcign assets in turn 

reflected mainly the growing trade surpluses 9 and»also some of 

ahort-tei"m capital. 'l"hisse developments have been.. a matter of increasing 

concern and the authorities have 

the monetary e~pansion. 

'.foe ·techniques employed have 

a numher o~ measures to restrain 

geared. to curb increases in. primary 

liquidity by reducing the Central Bank 1 s net domestic assets in order to 

cO!upensate for the expansion generated by increases in net fore:i.gn 

assets. The authorities have al.so endeavored to restrain in various ·ways 

the gro-wth of such net foreign asseti:1. The staff !welcomes that debt 

management policies have bieen deliberately employ<fd, appareutly for the 

first t::lme, in a truly compensatory sense. Although budget remained in 

a fairly strong surplus position, bonds were issued in order to mop up 

liquidity l'etiring govar1w1ent debt held by the ·Central and by 

buildi.ng up government deposit balances. On the n\onetary side~ Central Bank 
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lending has been curbed and~ furthermore, liquidity has b~en absorbed 

by the introduction of the net; inut:rument of :1;,1-1~ certificates of 

deposit by the Central Ennk as a substit:utc for i,ncreaees in legal re-

serve requirements against deposits which are virtMlly at their statutory mmdmum~ 

As regards t'he rise in foreign assets, step~• hava; i'>een. taken to reduce the 

inflow of short-term capital and some restrictions on payments for invisibles 

and on some outward transfers of capital have bce~1 o:r are conside1·ed to be 

relaxed. Consideration is also being given to gr~dunlly simplify and reduce 

certain incentives given to export industries. This policy should help to 

restrain increases in foreign assets and also facilitate a.chic11e.r.1cnt of the 

objectives of further i1n.provi11g the allocation of productive resources aud 

increasing tax re.venues. In this context the aut~orities keep ill mind the 

importance of not braking the momeutu.m developed qver many years in the 

economy as regards exports. 

Certai11 other m<!la.sures have been geared to m:i,tigate the impact of 

certain cost-push factors, in particular those st~~miing from developments 

abroad~ that is, the general rise in world market,prices of primary products 

and certafra effects of the appreeiati.on of the yen. As :fo:ramost among such 

adaptations in su.pply policies, the staff considex::s the recent: substantial 

liberaliza.ticm. of i.Tflports and reductions in certain tar:lffs. Certain 

f :i.m:mcia.l steps have fJecn taken. in order to facilitate the i11flo~ of imports 4 

In the staff's view both demand and supply polieie:s ha,1e heen in the right 

direct:ton under the circumstances which have eraerg'.~d. 

The outlook fo:r 1973 suggests that the genera.ii direction of financial 

and.other policies should well remain the :same for· the time beingo A 

large balance of payments surplus is again projecti::d for 1973. 'J:'his surplus 



may gerierate an increase in foreign assets only slightly less than 

experiened i.11 1972. Furthermore, the rapid incr(;'!ases in domestic prices 

may for various behavioral reasons gain a rr.omentum of their oim~ Such ,, 

developments would warrant,, if not call for, a ftirthr~r strengtht1ni11g of 

both demand and supply policies. 

Af3 :regards monetary policy, the scope :for re,ducing further the Central 

Bank vs net domestic assets by reducing its loam-; ::appears to be rather 

limited as its domestic assets, both public and p:rivnte~ have come do'tm 

to 1:ather low levels. There may well he more sc~pe for increasing Central 
' 

Bank liabilities. Continued adaptations in fiscal ma11agement might usefully 

be geared to further accumulation of government a:eposits with the Central 

Bank. Efforts to place additional certificates of deposit with 'banko .and 

" other financial institutions would serve the aama purpose. Treasury bills 

are an instrument competing to some e:i~teut with the :newly created certificates 

of deposit; however S> there 3.s scope for the issue and placement of Treasury 

bills .for the purpose of mopping up liquidity. In addition, further increases 

in the redeposit of savings deposits "With the Ceri!=ral Bank would also contri-

' 
bute toward the same end and the scope for achie>Titng this might usefully 

be explored. Consideration i.s being g:i.ven to strtmgthen the :recently 

introduced restralnts on the fnflow of short-term! c.apita.1 for conversion 

into local currency" Advancing import payments~ and further reducing 

-recoursi:~ to deferred import pa.y.nents t would also be helpful. 

There exists a certa:I.n dilemma as regards in'!:erest rates policy. 

Reductions in domestic interest rates to inten1ational levels appear a 

reasonable ol)je.ctive over the. long run. Such rodyctions would also help 

in curbing inflows of short-term capital from a1:rroad 9 although it might be 



I 

of rather rapidly rising i~ricec ·woW.~ tend to havo certain un";anted effects., 

19i2 the Teal rate 

erotfo savings habita which would h~...-~11e advera~ eff,kcts on the- financial 
:! 

considers th¢ latter aspect of interest rate reductions more :buportant in 
'I ,, 

:• 

aa raear1.1a fm::thex reducticu.s in ttmminal iut.ereat.: rates as long as fJreaent 

liquidi:ty, 

of f oreien:: llSl'Jet accumulation on 

scope f o~ further sales of f orei~n ~chauge 
:: 

be held by banks .. 

i',:ncoura.s;emant to Chinese direct investment abroad· ~pyears comDa.t:i'ble with 
I -
I' 
'! 

a'h<rrt- and longer-term etbj..:ic.tives., A strong 1 ease can he ma.de f<>r 
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Success in implementing intentions to simplify and perhaps gradually 

reduce certain ta:>!: incentives~ such as rebates of custom:a duties paid. on 

imports to be used by eA:port industries, should a,lso be helpfuL As 

regards supply policies, there appears to he con.s;iaer.able scope :for 

further reductiori.s in tariff rates and pa:rcha.ps also fo:r str42ngtheni11g 

and speeding up the effects of the recently announced liberalization of 

imports. Coutrols of exports of certain c.onunodibie.s in short supply 

are part of these policies, but it is to be hoped. that they will he a very 

temporary expendient. 

Some~ :l.f not ·most, of these policies ;;:rhich a:~e befog considexed at 

this time mainly from the vie~1point of meeting re~uirements of the current 

situation, i.e.~ slowing down the growth of liquidity and price increases, 

would also be helpful with respect to the a.ttaium~nt. of tho longer-term 

objectives of raising the efficiency of the economy and changing itr:1 

structure" 

Various efforts are being made to tackle of the current problems 

to diversify China.~s external trade.~ :f11is by and large may well 

a legitiw.n.te and~ in sorue respects, necessary ohje.ctiveo "The staff notas~ 

however. that it is not n.ecessarily in the interest of auy one country, nor 

of the ·world economy as a whole, to endeavor to achieve balaucirig of trade 

on a strictly bilateral basis. 
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V. Proposed Decision 

The following draft decision is suhmitted for consideration by tho 

Executive Directors~ 

l. This decision is taken by the Execative:Directors in concluding 

the 1973 consultation with the Repu};lic. of China :pursuant to Article XIV, 

Section 4~ of the Articles of Agreement~ 

2. During 1972 economic growth continued at a high rateo Si.nee 

about ruid-·1972 price increases tended to accelerate and toward the end of the 

year became a matter of concern. Both cost-push factors related v.ainly t:o 

e:r:::ternal developments and demand pull factors due to substantial monetary 

expansion generated iu. large part the external sector played a role. 

The Fund welcomes the authorities' efforts to re.strai·n the growth of 

liquidity including the more active use of <leht ~anagement and monetary 
•, 

policy and to take other measures to curb price increases and urges further 

strengthening of such policies. 

3. The balance of payruents strengthGned further in 1972 with a. 

growing current account surplus and some revival of net capital i11flow,, 

E:-i:ports and imports significantly exceedl'ld expecta.ticmi. Devalopments in the 

first part of 1973 suggest a continuation of tbGse. trends. Some of the policies 

adopted recently may have some cou...nteracting effectsQ '!'he F'und m~leomes 

the authorities' continuing intention to adapt policies in the light of 

changing circumstances. 

l+. Both internal an<l e:a:ternal developments ·facilitated and warrant~id 

the recent substantial liberalization of restrict.ions on imports and some 

relaxation of restrictions on current payments. The Fund believes there 

still remains some further scope for moves in t.his direction which should 

be conducive to achievement of iuternal and external policy objectives. 



.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 value of NT$40 per U.S. dollar was es'tablished 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 a.: de
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, 1971. 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 qecision is taken by the Executive Directors in 
concluding the 1971 consultation with the Republic of China pursuant 
to Article ~IV,, 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 off set 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. 



Hay 31, 1973 

TO: Hr. Tun '1'hi11 

FHOH: Frank A. Southard 

SUBJECT: 

:Mr. ScJn.;reitzer .and comddcred your memorandum 
of Nuy 21{ on the above subject. .agree that 'it should not be 
our purpose to provide a ·n~siden fficer in Saigon who would he 
concerned with mobiliz:ln3 multil~ er al aid~ Hm,r<.:w~~r, we hnv(~ 
assured the Vietnnmese authoriti . (and Mr. Schw~?ttzcr did so :i.n 
his recent talk with Presickmt T d. .m) that we would be preparr:!d 
to ~wnd a Fund J:epn1sent.ative .i w \vere rnque.sted to do so. It 
doei:; seern to both o.f:' us tha,t th te ms of rc~f nreuce wh:i.:ch you have 
~.ndicated, nnmely, "to work on ·echt icnl problems in the areas of. 
monetary, fiscal and e;cchnni:>,e . lie' ", are t'nther narrow, He nrr;! 
not :1vare that we have given an'· sue 1 restricte.d terms of refen:mc<! 
to the repr.ese11t:i1.tives we have n C mbo((ia and 1.a.os. What I believe 
we would favor :t.na tead of tho wo s ~ "to work on technical problE.~ms i:, 
uoulrl ·be aomethinf., like the words,_ 11 to advise on problems arising 11

• 

cc; Hr. Goode 
Hr. Mladek 
Hr. Sturc 

,.J.. 

;; . 



Mr. Mohammed ~ 31, 1913 

J . B. McLenagban 

China - Recent F.conmic Developments 

The econany grew in 1912 by about 11 per cent, only •lightly 
leaa than the rate ot grovtb in the previous two years . Industrial 
production increased at a record rate ot more than 26 per cent . On 
the other hand, agricultural. production increased little and vas below 
expectations . After man.y years ot price stabilit7, price performance 
deteriorated sharply in the closing month• ot 1972 and early 1913, 
when the vholeeal.e price index Ya.s 10 per cent ahead ot a year earlier. 
Higher import costs plqed some part in domestic price developments, 
but there vaa also an element ot demand pull, retlected in the sharply 
higher rate ot growth of money supply, vhich b7 March 1913 vas some 
~O per cent greater than a year earlier. External developnenta vere 
extremel.7 favorable in 19"12, vben tor the third successive year there 
vas a substantial aurplua ~t almost SDR 5lio llion) in the balance 
ot payaenta, compared v1 th a surplus ot SDR 220 million in the previous 
year. 

Following the announcement on February 12, 1913 that the U.S . 
dollar was to be devalued, the Nev Taivan dollar was deVR.lued by 
5.26 per cent trom the par value, representing an ettective over-all 
depreciation ot a little more than 1 per cent . For the aalte ot tlexi-
bility the Chinese authorities established a central rate (rather than 
a par value) corresponding to MT$38 • US$1 (previous~ Jf'.1'$40 • USU) . 

Polic1 actions in late 1972 and early 1913 vere almost wholly devoted 
to ateaning the rate ot price increase, and to ease the burden on domestic 
monetar,y management ot rapidly riaing toreign exchange holdings ot the 
banking systea. In September 1972, the Central Bank no longer approved 
short-term foreign currency loans tor vork.ing capital purposes (although 
such capital could still enter China, but without the right to repatriation) . 
Debt management policies were empl.oyed in a ccmpena&~OJ'Y manner 'for the 
tirat time to absorb excess liquidity• and new credit instruments were 
introduced by the Central Bank tor the same purpoae. l"iacal perf'ormance 
remained sharply contractionary. Bticauragement vaa given to importers 
to aTOid reliance on toreign tinancing :tor their importat in this respect 
us$i.oo million vu made available by the CentrBl. Bank through the domestic 
banks tor iJllporta . And in a l!l&jor trade liberalization measure in 
March 1973, the Government transferred 2,370 import items trom the 
controlled to the pend aible list, leaving onl.7 li6o items (ot' a total 
ot about lS,OOO) on the controlled liat, largely imports kept under 
control in moat developed countries. 
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External debt increased in 1972 bJ' SDR 230 aillion, a much taster 
rate than in the preTioue two years ; more than halt ot the increase vu 
in short-term debt. At the end ot 1972, total outatanding external 
debt amounted to about SDR l. 3 billion, almost 80 per cent ot vhich vas 
mediua-term and lone-term. Debt serTicing in 1973 i• estimated at 
6. 5 per cent ot exports ot goods and services, a low proportion b1' 
international standards. 



Mr. Ahrenadorf May 24, 1973 

Donald ~. Palmer 

Staff Report on Republic of China 

I have only two comments on the draft staff report for th• 1973 
coneultation with the Republic of Cbina. 

First, I could find no mention in the ataff appraisal of the 
"question of the appropriateneas of the new exchange rate in the light 
of recent trends and proepective development• in the balance of payments .. 
(the quotation 1• fl'Oll page 7 of th• briefing paper). It vill be recalled 
that the deci•iou to depreciate ia February 1973 was ••riouely questioned 
by several Jllelllbers of the Executive Board, with th• result that th• 
Managing Director prosiaed that the planned consultation would explore th• 
adequacy of the current central rate and the liberalization program. 
There i•l iood discussion of the liberalisation effort• in the paper but, 
my iapruaion i• that the paper is 'Virtually •ilent on the queatiou of the 
adequacy of the rate. While in other times this 11ight have been considered 
too aensitift an issue for comment in the paper, it vas ., UAderatanding 
that in this case the Executive Board (and the Manageaent) expected that 
the staff report would contain at l.eMt a brief analyaia on thi• ie•ue. 

My aecond point relatu to the absence of my text tables. 
I ma well avare that we are all under preeem:e to keep the length of ataff 
reports to manageable proportion• but no one hu euggeated that thi• be done 
at the expense of text tabla•. Indeed, one frequently bean Directors 
praising reports which contain abort but helpful text tables. I would have 
thought that this report should include a table on the balance of paymnte 
ud on money and credit. 

cc: Mr. Tun Thin 

bee: Mr. MeLenaghan 
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TO Mr. Sturc A~ ~~ 
FROM J.B. McLenaghan JU/ ~1J JV SUBJECT : China: Real wages 

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 
Manufacturing Sector 

(Jan. 1968 = 100) 

December 1968 
December 1969 
December 1970 
December 1971 
December 1972 

109 
112 
123 
126 
132 

Increase 
(Per oent) 

9 . 0 
2. 8 
9.8 ,/ 
2.4 f J?-4.8 

Source: Data provided by the Chinese authori
ties during the 1973 Article XI:V 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. 

An interesting comment provided outside of the consultation discussions 
wa.s that maintaining a high rate of growth in the medium- to longer-tenn may depend 
to some extent on the policy towards increasing real income . On the basis of this 
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 

~ 
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Fimncial maaurea taken on AEil 1, 1973 

Governor ot the Central Bank announced on Mlrob 31, 1973 the introduction 

ot the following measures tor the purpose of DK>Clerating credit expanaion and 

maintaining mnetary stability. The measures became effective on Aprill, 1973. 

l . The auapenaion ot acceptiD8 abort .. term loans which have to be repaid 

in leas than one year and letters ot credit with a year maturity tl'om foreign 

banks and auppUera . After an advanced settlement ot import foreign exchange , 

domestic importer& and mamdacturers rray apply to appointed banks tDr new 

Taiwan dollar loan tor settlement ot the balance . The rate of interest charged 

by appointed bank& in this connection i• fixed at 1. 5 per cent per annum. 

The terms ot repayment ia the same as tor usance letter ot credit. 

2 . Domestic manufacturers are required to import machinery and equ1p1111nt 

on cash settlement basis, when the amount involved ii under t.11$3 million wit h 

terms ot repayment le111 than five years . After an advanced settlement ot the 

20 per cent ot import foreign exchange, manutacturera may apply to banks tor 

the financing ot the 00 per cent. The rate ot interest charged by banks in 

this connection is fixed at 7. 5 per cent per annum. The other terms and 

conditions are similar to the "Procedure• tor Foreign Exchange Provided tor 

purchasing •chinaey" published recentJ.T by the btwlt. 

3. Margin requ1rement1 tor letters of credits tor imports were 

raised by 5 per cent , i.e. (1) 25 par cent tor
5

ight letter of credit , (2 ) 15 per 

cent tor us a nee ot L/C, (3) 20 per cent tor import on installment payment basis, 

f/ am (4) 15 per cent tor import L/C financed by Hlf'•provided foreign exchange . 

But for the purpose ot stabilizing prices, margin requirement tor bulk imports 

handled by K>EZ remained at 10 per cent . 
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4. Outward remittances should be made upon $,xpiration for approwd 

working capital obtained from foreign sources. EXten.sion could be made 

only t·1i·bh special approvil:R of the Central Bank. 

5. A 20 per cent discount is applied to export loans in accordance 

with the regulations governing such loans. Loans:'.for machinery exports 

are not subject to the discount rule. 

6. The Ministry of Finance will issue varioils kinds of bonds and 

Treasury bills, and the Central Bank will issue siivings certificates for 
;· 
r 

the purpose of tightening money supply. The data.ils will be announced at 

a la:tei~ date. 

Source: Central Daily News, Taipei, Taiwan, Chin~, April 1, 1973 
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The Central Bank of China announced on .May· 3, U973 ·t;he lifting of' the 
I 

ban on D/ A and D/'/! imports• The bank has resmned ticcepting impo1"ts on a 
•' 

document acceptance (D/A) or document ?go.inst :paym4nts (D/P) basis: The ban~ 
i 

which l>ms intended to curtail the intlu:x or short-'i?erm foreign capital; was 
;i . 

introduc~d on March 31, 1973 together with some other measures.. The Cent~.a.l 
:: I 

Bank decided to lift the bex1 on D/A and D/P :import~ which accounted for nearly 

one ... sixth o:r Taiwan's total imports in 197210 

\', 
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62FED-L0-0085 

FOREIGN EXCHANGE DEPARTMENT 

TAIPEI, TAIWAN 

REPUPLIC OF CHINA 

April 2, 1973 . 

Mr, Ernest Sturo 
Director 
Exchange and Trade Relations 
International Monetary Fund 

Washington D •. c. 20431 
U. S. A. 

Dear Mr. Sturc: ·· 

With 

Encl. 

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

cooperation , 

Sincerely yours, 

A~,/·. 
~-

y ..... C. Tso 
Asst. General Manager 



Original Text Proposed Alteration 

page I footnote* 
New buYin9 and selling rates for U • S. New buying and selling retaa for U • S. 
dollar were aet at ••• and ••• per US$1, dollar were aet at NT$37 .90 and NT$38.IO 
respectively. per US$ t , respectively. 

page 2 line• 14-16 
••• import applications and licenses ere 
8Creened and issued by ll appointed 
banks ud their brenohes. Export 
appliaetiona are aoreened, and export 
permits 18aued • by ll appointed banks. 

••• import applications and licanaes are 
acraaned and iaauad by il appointed buka 
and their branch••· Export applicetiona ere 
11oreened, and export permila iaauad, by Ji 
appointed banks. ' 

page 4 line 16 
••• ; thaae '1ooda do not require an 
import license. 

page 4 Une.16-21 
Imports norm.Dy must be settled on a 
aight Ider al credit basis. End-uaers 
and trader• wiel an export reaord al 
over U 5$500, 000 a year, however, 
may contract impo!U al machinery end 
equip111811t or raw m.tariela on dooumenta 
ag.m.t paymanl, doonmeata agairult 
aooapluce, or uaenoa l.U.r of cradlt 
tarma, provided ~. inter-a chargea are 
nat iaaluded in the prioe. 

page 4 Jut line 

page 5 Una l 

••• ; the:le goods ere automatically approved 
for an import lioenoe. 

deleted (elfectlve August 26, 1972, tredv• 
may contract imports al commoditi- in p.,._ 
missible list on D/P, DI A or Uaanoa 
letter al credit terms) • 

(wart) Th.a holder -" an import lioeDGa 18 
entitled to> obtain tha necessary loreiga 
exchange lrom aa appointed bank. 

• • • for all imports oat taking plMe go ••• for ell import. under ~ taller c::i orea; 
• d.Cerred payment or oogl9nmem byis ~ ; • • • ( dalerred payment, oonslgnment buia, 

( 

l.e., for all Imports under l.Uer of cradl D/P or D/A do not l'"equire adYanoed .. tile-
pr on dpcumenta "9olntt payment terma; •• aall:lerneat al foreign exohange) I 

~e S Un- 8-10 
PNVided th.s the foregoing requirement ' delatad (as it 18 the reciWrement for 1-uiag 
• • • from an appointed bank. letter of credit and net aa a condition for 

allocllling foreign exohange) 

page 5 line 17 
Certain oommodities which still oy be 
fJaam,ed with U. S. aid lunda ••• 

page S line 23 - page 6 line 2 
••• and a number of luxury goods .nd 
1-. -•ential ltema, auch ·- certllin 
Chin-• luxury foods, cigarettes, oigara, 
llqumo, j.......,., ce.rtilin medicine•, a.a, 
aug ... (and Jta subatitutea), and molua
ea. 

Cartain oommodJties financed with U.S. aid 
funds •••• 

deleted (•inc• January 1st, 1973, they .... 
changed to be in c;>.Qtrolled list) 

- 1 -



· page 5 line 8 
require a bank guarantee. 

page 6 lines 2-5 

. ".' 

require a bank guarantee. • 
*footnote 
Effective April 1, 1973 the requirements of 
the advanced settlement of foreign exchange 
for opening import L/Cs are· as follows; 
sight L/C • 25% of the L/C amount i usance 
l-/C 15%; L/C financed by self-provided 
foreign exchange, 15%; L/C under instellmeni 
payment basis• . 20%; and L/C of bulk import , 
especially approved by Ministry of Economic ' · 
Affairs• 19%. 

Liquor end. cigarettes •••• of these commo- (This sentence should be moved out and 
dities. inserted into page 6 line 12 efter the word 

11Auction 11 • ) 

page 6 line 17 ,. . , ,. ~. . . . .. 
the corr0;1pondin:g figures were ••• prohi
bited, • ~ .co.ntrolled, and ••• permissible. 

_page 6 
• remark 

page 7 lines 4-6 

the corresponding figures- we~e- .14 prohibited ,l 
.aQ.11 controlled, and 9557~ in all. •i 

The tenth edition of tbe classification of · ' 
Impart end Export Crlmmodities of the Repu
blic of China was put into effect et the be
ginning of 1973, end the corresponding 
figures clfilisllied as follows: JJ prohibited 
a§§! controlled 12383 permissible 15261 in 
all. Effective March 16 1 1973, the corree- ·: 
ponding figures were es follows : .1J prohibit-· 
ed 461 controlled 14·187 permissible end · 
ilru in all. 

On lilecember 31, 1971 1 the procedure ep- deleted 
plied to some 30 items 1 and on December 
31, 1972 to •••• iteins. 

page 7 line 13 
Speciall regulations apply to some J_ com-. 
m9dities normally imported in bulk ship
ments .aml_iinoorts of which exceed 40 .000 
metric tons a year. 

page 7 line 12 

Speciclly r-.egulations apply to 4 commodities· 
normally imp:irted in bulk shipments. 

••••• items 3955 items 

page 7 line 19-21 
Commercial jmoods handled by government The import of crude ojj ja cgnljned to 
trading agencies include chemical fertilizers Chinese Petrpleum Corp._ 
1 tinplate, crude oil, and automobiles. 

page 7 foot-note JI 
Including soybeans, wheat, barley, corn, Including soybeans, wheat, barley, corn. 
sorshum, rapeseed, and raw cotton, 

page 8 lines 7-9 
••• and be registered by the Taiwan Pro- deleted 
vinciel Department of Reconstruction oi-
the Reconstruction Department of Taipei 
City 

- 2 -
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page 8 line 10 
e.ve a minimum capital .Jl ~.; "i iol:.;vu ,vvu 

and ••• e 

page 8 line 11 
• .. • mor-e tha.-: US$50 ,000 for the la.st 
two years. 

page G line 13-14 

have a minimum capital of NT$500 ,000. 

(Effective as from Oct. 31, 1972) 

••• m:ire than U S$100 , ll~O for the la.st year • 
(Effective as from Oct, 31, 1972) 

They also must be approved by the Board They also mt:st be registered by the Board 
of Foreign Trade. of Foreign Trade. 

page 9 line 2-4 
In certain •••• resoul'ces. · 

page lO line 1!3 
U 5$2 0 400 a year in the subsequent aca
demic years. 

page 11 line 18 
••• on the export of canned mushrooms. 

page 12 lines 1-2 
export of cotton textiles to Canada, ..fuili:a. 
the Unjted Kingdom. the United @tater;, 
and the Federal Repubiic of Gerr.ia.·w. 

page 12 line 15 
value of US$100 may •••• 

page 12 line 1 7 
US$100 without providing evidencea ••• 

page 13 line 20-21 
••• calculated in rel&lion to the origjnally 
invested funds ; 

page 16 line 5-3 
Travelers may b1•ing in any amoul"J of 
gold; other imports of gold, inch1dh~g 

imports fo1• investment purposes, requi!'e 
Central Bank approval and are n::>t 

normally permitted. 

page 16 la.st line 
••• by less than 10 per .cent. 

page 17 lines 14-15 

deleted (as cenoelled on March i6, 1973) 

U S$2 ,400 a year in the subsequent 2nd to 
5th academic y<:iars. 

..... on the export of canned mushrooms J!ns1 
a,spsipagus. 

export of textile to Canada, the United States 
1 and thg mamber countries of EEC. 

value of U S$290 may ••• 
(effective as from Me.rch 7, 1973) 

U 5$200 without providing evidences ••.•• 
( effective J\·1m•ch 7 • 19 7 3) 

••• calculated iil relation to the invested funds; 

T1~avelers may bring in any amount of gold 1 , 

but have to declare upon entry if it exceed 
S shin Jiang, i.e. 156.25 gr'ams; other 
impo:i"ts of gold are not permitted. 

••• by less than 10 per cent; (continiled) 
where the commodities 01• substitutes are 
produced domestically and where they are 
produced locally of good quality and in su
fficient quantit<.1 to domestic nemand. 

••• , for ell cur'rencies for which the deleted 
lsiter quoted spot rates 1 with the exception 
of the U. S. dollar. 

- 3 -
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MARCH 24 1973 VIA ITT WORLD COMM 

ZCZC AWA131 VIA ITT TGB649 13175 

UIWA HL CNTA 030 

TAIPE 30/26 24 1231 

LT 

MR FRANK A SOUTHARD JR 

INTERFUND 

WASHINGTONDC{USA) 

• · 

'.. 

... 
" . 

~ 

18 83~7 

Or~g: ASD 
cc: MD 

IJ.iD 
LEG 
RES 

R 
SEC 
AIJ'1: 

REURLET MARCH THIRTEEN I TAKE GREAT PLAEASURE TO 

WELCOME THE TEAM'S VISIT REGARDS 

KT LI MINISTER OF FINANCE 

COL MR FRANK A SOUTHARD JR INTERFUND 

WASHINGTONDC(USA 

. . 

13 

I 
. I 
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u-i,L ,'!:,),(~ 
MAR 13 1973 

Dear Mr. Minister: 

As agreed with Mr. Martin Wong ve propose to hold the 1973 
Article XIV consultation disc:ussions in Tnipei tram April 11 to 
20, 1973. 

1he Fund staff team for the discussions will consist of 
Mr. J. Ah.rcnsdor:t', Assistant Director, Mrs. Hui-Chen Wu Yang, 
Economist, Far Eastern Division, of the Asian Department, 
Mr. John B. McLenn.ghan, Economist, .Exchange and Trade Relations 
Department, o.nd a secret&ry. 

1he staff Questionnaire and Background Paper will be forwarded 
to you shortly, and details of the mission's arrival will be ccmmu
nicated to you at a later date. 

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

cc: Mr. Martin Wong 

JA/cu/2/27/73 

Sincerely yours, 

(Signed} Frank A5°'southard, Jr. 

Frnnk A. Southard, Jr. 
Deputy f.fannging Director 

cc: MD 
DMD 
ASD 
LEG 
RES 
SEC 
ADM 
E.T 

•' 
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. FOR PREPARING OFFICER 

D Night Letter 

D Full Rate 

D eode 

SPECIAL INSTRUCTIONS 

EBM/73/14 (2/17/73) 

CLEARANCE 

.ASD 
TRE 
LEG 
ETR 

~I . 

.cy ,i'.:6· .~v-\ / .. _ 
•. - t... fr h A . l · · I\ ,, v; /-' 

.·· . i /; 
,,_ .. 
!\ 

fit 
Drafted by ---'lp~if:i:.o-n-o...:i1~1az...,.;·..,..17+-' ag~--

Department Secret lll'Y 1 s 

Date. 2/17/73 

Si 

W~ Lawrence Hebbard 

Second Signature When Required 

.FOR CODE ROOM 

Time R~ceived 7: 30 P 0 M • 
Time Dispatched ___ --'8"-"-: 4~7~P=-'-e=M~· 
Number of Words --~l._..3=6~--
Log ______ ..._1~827......_,6"'-5.___ 

Route ______ B.u.C..,,Ao..._ __ _ 

Operator _____ .._PD....,_ __ _ 

~"': ':.:' 

-~ ..... ' 

·MESS 
/~.; y~U:..e 

INTERNATIONAL MONETARY FUND 

... WASHINGTON D.C . 

·.·, .. 

·. ' .. 

cc: MD 
DMD 
ASD 
LEG 
RES 

To: ~-·~R~j~s~·~E~x~C~$~l~l~e~n~CJ~C~~~~~~~~~~~~~~~~E~1~·Rr-~~~ 

The :Minister of Finance SEC 
Ministry of'. Finenee 'rRE 
Nanchang Street · 
Taipei, Taiwan, Republic of China 

Exeuutive Board took following decision February 17, 1973: 

QUOTE 

· i. The Government o:f the Republic of China has communicated 

to the'Fund a rate of 0.0218144 special drawing right to one 

new Taiwan dollar to be effective as a central rate as of 

February 16, 1973, local time. This rate corresponds to . I ·. . 
~~0193858 gram of fine gold per new Taiwan dollar, 1,604~45 

. new Tai wan dollars per troy ounce of fine gold, and to 

45.8413 new Taiwan dollars per special drawing right. 

2. The Fund notes the central rate communicated by the 

·Government of the Republic of China and thaJit continues 

to avail itself of wider margins under Executive Board 

Decision No. 3h63-{71/126r dated Decen;'.bor 18, 1971. 

··.-.. _;-_ 

Heb bard 
Interfund 

DO NOT TYPE BELOW THIS LINE 
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FEB 16 1973 VIA ITT WORLD COMM 

N 

- ~ 

l.C: I/I{ p,, L 'le-A.Ii 

ZCZC AWA765 VIA ITT TGB570 11661 

UIWA CZ CNTA 094 

F TAIPEI 9~/89 15 1346 

ETAT 

MR PIERRO-PAUL SCHWEITZER THE 

INTERFUND 

WASHINGTONDC20431(USA) 

il~ i>e: uro~ · 
7/l.S ·TY~ 

18 6135 

Orig: ASD 
cc: MD 

!MD 
TRE 
.LEG 
RES 
El'R 
SEC 

PURSUANT TO PARAGRAPH 2(A) OF EXECUTIVE BOARD DECISION 

NUMBER 3463-(71/126) COMMA ON CENTRAL RATE CO MMA EYE 

HEREBY COMMUNICATE TO THE FUND A RATE OF 0.0218144 SDR 

TO ONE NEW TAI WAN DOLLARS AS A CENTRAL RATE TO BE 

EFFECTIVE AS OF FEBRUARY 16 1973 TAIPEI TIME STOP THIS 

RATE CORRESPO NDS TO US 

··• •; . . 

. . 

• 
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PAGE2 

IX>LLAR ONE EQUIVALENT TO NT DOLLAR 38 STOP THE 

OOVERNMENT OF THE REPUBLIC OF CHINA VJILL CONTINUE TO 

AVAIL INSELF OF THE WIDER MARGINS PROVIDED UNDER 

E OF ABOVE MENTIONED BOARD DECISION DECISION 

KT LI MINISTER OF FINANCE ROC 

COL ETAT MR PIERRE-PAUL SCHWEITZER THE MA NAG I NG 

INTERFUND WASHINGTONDC20431(USA) 2(A) 3463-(71/126) 0.0218144 

16 1973 38 

-.. " -- .... --" .... _ ~ ··--·.- .. -·--·-·- -- ' 
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ZCZC AWA607 VIA ITT TGB378 A2023 

UIWA HL CNTA 070 · 

~ TAIPEI 70/68 15 1731 ..... 
· ~ 
~ 

.. .... 

LT 

MR TUN THIN 

DI RECTOR 

'ASIAN DEPT 

INTERFUND 

WASH I NGTONDC 

Orig: ASD 
cc: MD 

DMD 
TRE 
LEG 
RES 
ETR 
SEC 

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 

NT DOLLAR 38 EQUAL ONE US DOLLAR EFFECTIVE 

FEBRUARY 16 1973 STOP OUR MINISTRY 

PAGE2/18 

OF FINANCE WILL 

OFFICIALLY CABLE IMF REQUESTING CENTRAL RATE BE 

CHANGED THIS AFTERNOON STOP REGARDS 

KUO-HWA YU GOVERNBANK 

I ., 

') 



UIWA CZ CNTA 094 

F TAIPEI 94/90 15 1715 

186062 

Orig: ASD 
cc: MD 

· ETAT 

MR PIERRE-PAUL SCHWEITZER THE MANAGING 

DIRECTOR INTERFUND 

WASHINGTONDC20431USA 

('r:/t..~ 
4k.4~ 

SUBSEQUENT TO DEVALUATION OF US DOLLAR BY TEN 

PERCENT IN RELATION TO SDR ON FEBRUARY 12 1973 

COMMA THE GOVERNMENT OF THE REPUBLIC OF CHI NA 

HAS DECIDED TO CHANGE THE CENTRAL RATE OF THE 

~ NEW TAIWAN DOLLAR EFFECTIVE FEBRUARY 16 1973 

---:----

FROM 0.0230263 SDR TO ONE NEW TAIWAN DOLLAR TO 

0.021844 SDR TO ONE NEW TAI WAN DOLLAR STOP THIS RATE 

CORRESPONDS TO US DOLLAR ONE EQUIVALENT TO NT 

DOLLARS THIRTYE IGHT STOP YOUR CONCURRENCE IS 

SOL I CITED KT LI MINISTER OF FINANCE ROG 

COL 0.0218144 0;0230263 

SEC 
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office of the 1'1inis~er 

MINISTRY OF FINANCE 
REPUBLIC OF CHINA 

February 6, 1973 

Mr. Pierre-Paul Schweitzer 
The Managing Director 
International Monetary Fund 
19th & H Streets, N. W. 
Washington, D. C. 20431 
U. S. A. 

Dear Mr. Schweitzer: 

Orig. & en: ASD 
cc: MD 

DMD 
LEG 
RES 
ETR 
SEC 
TRE 

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. 9 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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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 in.fo·rm 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 statistic.s 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 ec anomic development and our 
readiness to continue to work closely with you for our mutual 
benefit. 
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With the compliments of the season, 

Sincerely yours, 

LCJ:it 
K. T. Li 

Minister of Finance 


