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INTERNATIONAL BANK FOh. R.LCO\!STRUCTION AND DWEVILOPMENT
OFFICE 1MORANDUM

TO: Staff Economic Committee

FROM: Stanley Nehmer DATE: June 5, 1959

SUBJECT: Staff Economic Committee Meeting on China (Taiwan)

The Staff Economic Committee met on Tuesday, June 2, 1959,
to discuss the draft of a report entitled "Economic Report on
China (Taiwan)." The report was prepared to assist in advising
the newly organized Industrial Development Corporation in Taiwan
by (a) evaluating the future prospects of the Taiwan economy and
(b) making suggestions on determining interest rates against an
inflationary background. The Committee's discussion centered
about three major points: (a) the inflationary situation; (b) the
role and future prospects of U.S. assistance; and (c) export
prospects.

1. Inflation. The Committee discussed the report's conclusion
that over the next five years, there was likely to be less inflation
than had been the case over the last five years. Although the
state of war which exists can lead to intermittent periods of mone-
tary and price instability, developments over the last couple of
years would indicate that there is little likelihood of a recurrence
of runaway inflation in the future. Of particular importance has
been the downward trend in the velocity of money circulation,
although velocity is still high in comparison with other countries.
If the inflation should slow down as forecast, a further lowering
of interest rates would be in prospect.

It was noted that the main source of inflation had been the
expansion of credit available to the public and private sectors.
It was also noted by the Committee that an important factor in
softening the effect of monetary expansion was the absence of
shortages in the economy. Furthermore, the Committee noted the
decline in interest rates over the last several years, which together
with the reduction in velocity of money circulation, meant that an
improvement in the inflationary situation had taken place.

2. U.S. Aid. The overriding importance of U.S. aid to the
Taiwan economy was discussed by the Committee. It was pointed
out that U.S. aid was equal to about 9% of GNP and that the great
bulk of development in the public sector had been financed by such
assistance. The Committee discussed the report's conclusion that
although there was little question that U.S. aid to Taiwan would
continue, the chances were that such aid would level off and actually
decline in relation to GNP growth. In this regard it was pointed
out that a leveling off of U.S. aid and rather unfavorable export
prospects were major factors in forecasting a slowing down of GNP
growth to around the level of population growth. The Committee
noted, however, that this was not unfavorable since population
growth was over 3% per annum.



3. Export Prospects. Taiwan's export prospects are not con-
sidered favorable and the Committee discussed the elements in this
conclusion. Sugar exports, the major foreign exchange earner, are
not expected to return to the 1958 level in the near future. In
the case of rice, rising domestic consumption will most likely pre-
vent any increased export availabilities and the recent decline in
world prices will keep earnings below 1'58 levels. Prospects may
be more favorable with regard to such industrial exports as cement,
glass, and cotton textiles, but as yet these are small in the overall
picture.

4. Conclusions,. The Committee agreed with the report s conclusions
that over the next five years Taiwan could expect a slowing down in
the rate of inflation, the leveling off of U.S. aid, a stable level
of export earnings, and a slowing dowm in the growth of GNP to
about the level of population growth. The report will be revised
to give a more distinct treatment to general economic appraisal
on the one hand and technical problems affecting the Development
Bank on the other.

cc: Staff Loan Committee

Staff Economic Committee: Messrs. Rist, Prasad, Hoffman,
Adler, Alter, Avramovic, Baranyai, Gilmartin, Kamarck,
Larsen, Lipkowitz, and Weigel.

In attendance: 1iss W hite and l'aessrs. Tolley and Wishart.


