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SECRET .

Economic Stabilization Board
Execuntive Yuan

ESB-D-111 MEMORANDUM July 27, 1955.

To : Mr, Martin Wong

Secretary General, CUSA 2
From : C. T, Chien

Executive Secretary, ESB ).

0ol 9 = -

Subject : Status of Implementation of EAG Report

Reference is made to Mr. Brent's letter, MC-2655, dated June 14,
1955 requesting some knowledgeable group such as the Secretariat of the
ESB, to prepare a progress summary on the implementation of the recommenda-
Tions of the Economic Advisory Group by the Chinese Government. I take
Pleasure to make a brief review on the status of this subject.

Only three copies of the EAG report were available to the Premier
during mid-October, 1954. After the completion of the translation and
stenographing work contributed by CUSA, ESB, MOF and IDC » about ten copies
of the Report in English and fifty copies of its Chinese translation were .
available as classified information for selected circulation. The Executive -
Yuan issued a directive on December 18, 1954, to relevant agencies calling
for the submission of their comments on the chapters concerned, later setting .
the limiting date as of January 15, 1955. ESB comments were dated Jan. 14,
endorsed by the Minister of Finance, Minister of Economic Affairs, and the
Director General of Budgets, Accounts and Statistics, and circulated at the
42nd ESB meeting on January 27, 1955. Additional copies may be supplied as
attachment to this memorandum,

b

The lack of a complete or summarized list of recommendations
aprended to the Report made the process of approval by the Executive Yuan
rather difficult. As I understand, the Report was taken up at two sessions
of cabinet meetings late in January and rouse deep interest of the members.

A directive has been issued to relevant agencies to study and implement the
recommendations contained in the Report, and the cabinet members have been
solicited to submit their independent comments, but there has not been any
formal decision on the acceptance of the Report as a whole or in specific
parts, For my own study, I have counted about 85 points of concrete ideas

in observations or recommendations in the Report, and in my opinion 47 have
been implemented or are being implemented, with the rest under study. These
points are not of the same standard in Scope or in importance, I only

passed along my list of selected points for the personal reference of the
Secretary Generzl of the Executive Yuan with the understanding that it should
not be quoted officially. For the same reason, I prefer to treat in this
memorandum various chapters in a general way without attempting of verifi- & .
cation by tabulation.

Chapter I has served well in clarifying our conception of a free
competitive enterprise system of cconomy, what the government should do and 7
should not do, as against the misconception of a laissez faire attitude.
Ideas like the establishment of Working Group on Marketing, the equal treat-
ment of overseas Chinese investment with the foreign investment regarding
remittance of principal ard interest, strengthening the inspection of export
goods, high level liaison group with the overseas Chinese giving necessary
assistance and encouragement to their investment plans, selling of public
enterprises, (four already sold) have been followed.
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Regarding Chapter IT, the regent changes on foreign exchange and
trade control taking effect since March 1 differ .somewhat on the FAG recom-
mendation of a unitary rate at US$1.00 to NT$18-20, The ideas of the reten-
tion of defense tax on imports and outward remittances, abolishing of export
subsidy, more severe punishments to importers violating the regulations,
lowering the interest rate, have been followed. With the recent contention
of ICA/CM in interpreting defense tax as a part of foreign exchange rate apd
the application of certificate rate to all imports of U,S, Aid commodities,
the eventual evolution will point to a unitary rate at a level of US$L.oC
to NT$24.78. ' -

The recommendations in Chapter IIT are involved and any imple-—
mentation will require long preparation for necessary legislative procedure.
However, some of the recommendations are being implemented in the Revised
Income Tax Law expected to be passed by the Legislative Yuan in September,
and some recent revisions on tariff matters. No increase in the monopoly
price for wine and tobacco will be mede until it can be ascertained that
the operation cost of WIMB cannot be further reduced. No increase in the
budget of any agency will be made without additional assigned activities,
The application of the principle of additional tax to beneficiaries is
exemplified in the case of gasoline surtax earmarked for the maintenance
of the county and rural roads.

Scme of the recommendations in Chapter IV are being followed, such
as: strict control of the budget of civil agencies, scrutinizing the military
budget by high civilian authority, stricter enforcement of Treasury Law, and
the improving of the statistical analysis. A recent executive order has .

prohibited government agencies to obtain loans from the Bank of Taiwan
eXcept to apply fund according to budget from the Treasury.

The recommendations contained in Chapter V are many and diversified
but most of which have been implemented. To mention some particular points:
the strengthening of Bureau of Standards, promotion of Shihmen project,
raising the electricity rate, expansion of textile industry with export pro-
ceeds of textiles, expansion of fertilizer industry, weight and quality control
of export coal, Bank of Taiwan rediscount of some of the commercial bank loans,
no BOT loan to public enterprises on capital expenditures, lowering the deposit
percentage in opening L/C's for commercial procurement, tax rebate on exports,
promotion of industries using local raw materials.

I do not think the economic situation in Taiwan has worsened since
the EAG visit. Adverse factors such ase budget deficit and some necessary
control measures are mainly the results of military situation caused by the
threat of communist aggressicn. Generally speaking we are moving farther
ahead toward free economy and priyvate enterprises. For an account of the
economy in Taiwan from July 1954 to June 1955, 1 have recently finished a ~
paper to be sent as official information for the use of the 1955 Economic
Survey of the Economic Commission for Asia and the Far East of the United
Nations. Copies will be distributed to ESB members and observers next week.
I will be glad to furnish additional copies to ICA/CM to be forwarded to the
members of EAG,

ce: Mr, C. Y. Chen, EY
Members & Observers, ESB
Mr. 5. C, Pang, BBAS
Mr. J. L. Brent, ICA/CM (6 additional copies)
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SECRET ’

ESB-D-81 Economie Stabilization Board Jarary 5, 1955.

To : Minister P. Y. Hsu, Convener, Committee "A"
Minister P. Y. Hsu, Convener, Committee "C"
Minister K, Y, Yin, Convener, IDC

From : C. T. Chien, Executive Secretary, ESB -

Subject : BESB Opinions on HAG Report {f _f /{;;{1Z¢f/

o

The Executive Yuan has referred to the Ministry of Finance,
Ministry of Economic Affairs, and the Bureau of Budgets, Accounts and
Statistics to convene meetings with relevant agencies in studying various
chapters in EAG Report and in submitting their recommendations. The Economic
Stabilization Board has been instructed to submit its comprehensive opinions
on the entire Report before Jan. 7th, 1954. The Executive Secretary has
arranged for some extension of the timé limit. Chairman C. K. Yen wishes
to request the conveners of appropriate Committees and the Industrial Deve-
lopment Commission to conduct regular or special meetings in reviewing the
relevant points in the Report and submitting their opinions within ten days.
(PTegerably'to be ready for the next ESB meeting on Jan. 13th - Secretary's
Note

For convenience of discussion, the Executive Secretary has
made excerpts of the EAG recommendations involved and attached herewith for
Committee or IDC discussions. Some recommerndations connected with more than
one gommittee are referred to all relevant committees duly indicated. It
is suggested that the Convener or some representative of Committee "D" be
requested to attend IDC discussion on Economic Development. Concrete results
may be attained at such meetings with the conveners reading over the attached
EAG recommendations point by point and classify the concensus of opinion in
any of the following ways:

1. In favor of immediate adoption of a particular measure.

2. Same as (1) with some modifications

3. Supporting the recommendation in principle but request time
for more detailed study by appropriate agency or agencies,
e.g. certain tax reforms.

L. Against the recommendation with appropriate reasons.

5. Will reserve for further study.

a2
Y
J

You are reguested to expedite the discussions, so that a
summarized report may be submitted to the Executive Yuan by the Board in
the immediate future. The Secretariat does not have extra copies of EAG
Report in English for distribution, conveners are recuested to bring their
own to the meetings for reference. However, the Secretariat has Chinese
translations of the report which may be loaned to the conveners to serve
as reference to the members during discussions,

4 8.2
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cec: To ESB Members and Observers.
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EAG Report Recommendations for the Discussion of
Committee "A", ESB

Chapter I. Introduction
1. Every effort should be made to encourage the employment of capital
in Taiwan by overseas Chinese. (also IDC)

2. How the Chinese investors may get an equal opportunity as foreign
investors in the matter of convertibility of currency - as a long
range aim. (also IDC)

3. Establishment of a Working Group on Marketing - in exports.

4. The establishment of a wigorous and responsible private enterprise
system, ——— with minimum government control on incomes, salaries,
and decisions on profits and prices. (also IDC)

Chapter II. Foreign Exchange

1. Devaluation of NT$ to US$1 for NTS19-20. E

2. Retention for the time being the present foreign exchange allocation
system.

3., The Eliminatien of export subsidies.
L. Retention of defense tax on most of imports and outward remittances,

5. Levy some defense tax on raw cotton and wheat, higher defense tax
on luwxury items. .

6. Exemption of defense tax on machinery and equipment for new
development projects.

7. Lowering of interest rates.

8. More severe punishment for traders violating foreign exchange
control regulations.

9. Doubts on the advisability of present linking of import privilege
with exports, resulting in the import of less essentials.

10. Further cut of the number of registered traders, with or without
the admission of new traders.

11. Establishment of Inspection Bureau for export merchandise.
Chapter V. Economic Development

1. Establishment of a free stock exchange with trading floor. (also IDC)

2. BOT to extend credit to commercial banks, which in turn will extend
credit to private enterprises. (also IDC)

3. Provision for the institution of private banks. (also IDC)

L. Institution of proper auditing and examining bodies of banking
institutions under MOF with competent accountants.

5. Extension of clearly defined rediscount privileges to commercizal
banks by BOT. (3-men committee with BOT Chairman as Chairman,
Minister of MOEA and MOF or their representatives as members,
assisted by a consultant group with representatives from private
banks, industry, mining and agriculture).

6. Institution of a "Development Bank" with predominently private
capital, (three territorial branches, three divisions on mining,
industry and agricultural loans) under a competent president.
(also"IDC)

7. BOT should not loan money to the government indusiries for capital
puUrposes. s\ ¢ AN 3
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8. They should be allowed to build up surpluses out or earnings at
O

the expense of dividends. (also Committee ngn)

9. Reduce down payments on letter of credit to promote international
trade.

10. Promote Tourist trade.
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EAG Report Recommendations for the Discussion of
Committee "C", ESB

Chapter III. The Revenue System
(A) Expenditures:

1. No increase in public civilian sector expenditures for existing
functions. Try to maintain downward trend per capita of public
expenditure.

2, Increase of public expenditures permissible if services of direct
benefit to identifiable groups can be recovered in assessments
and fees, e.g. harbor dues, insect control, livestock inspection
and educational fees.

(B) Revenues:
Direct Taxes: A
1. Personal Income Tax. Study and lesson tax burden especially double
taxation. Adopt principle of moderate taxation and strict enforce-
ment. Attention to be paid for proposals not incorporated in thex
revisions under consideration by the Legislative Yuan.

2. Business Income Tax, Conversion into a withholding tax with 10-point
recommendations.

3. Estate Tax., Change into a cumlative and progressive tax on gifts
and bequests along the line of Shoup Report to Japan.

L. Household Tax. Change it in the nature of 'tangible property tax"
against the thing not the person (in rem not in persomm),

5. House Tax, BRepeal and incorporate in lHousehold tax applied to
property.

6, Rural Land Tax. 1l-point recommendations.
Indirect Taxes:
7. Custom Duties. 7-point recommendations.

8. Business Taxes. Two alternatives for reform. B

9. Commodity Taxes. Abolishing all except wine and tobacco. Substi-
tute with custom duties and countervailing excises.

10, Government Monopolies. Economime TWMB operations before any raising
in prices.

11, Profits from Government Enterprises. Disposal to private ownership
whenever satisfactory terms can be arranged. Expect equivalent
return in indirect taxes. (also IDC)

12. Stamp Taxes. Re—examine and eliminate those yielding little
revenue and causing much inconvenience to the citizens.

(€) Inter-Covernment Fiscal Relations:

1. "The Public Revenue and Demarkation Law" should be periodically
revised to compensate the revenues of wvarious levels of governments
after taxes revisions.

(D) Other Recommendations:

1. Lowering penalties.

2. Eligibility to appeal.

3, Rewards to informers --- excluding public officials.

4. Pay public servants on cash basis ——- if othep.privileges in kind
are included as part of payments, considerafidiis shopid foefmadey
in tax evaluation. PRI 'y i
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Chapter IV. Fiscal System and Economics of the Budget.

1. Lack of special treatment for capital expenditures in the budget.
Better classification of budget items recommended.

2. Criticism towards budget procedure according to articles la and 13
of Budget Law as unnecessary.

3. Take accounting work out of the Budget Department of BBAS and
strengthen it.

L. Slight strengthening of the Statistical Dept. of BBAS for research
and analysis will produce marked improvements.

5. Personal staff to the Prime Minister in the matter of budget
preparation.

6. Lack of fiscal control on the administrative efficiency. Establish
some performance standard for budget preparation. Some research
and analysis work in & small scale can be made with the existing
persomnel, #

7. More strict enforcement of Public Treasure Law.

8. Exert every effort to avoid deficit financing by open account or
keep it to a minimum. BOT executive officer should take part in
the budget preparation. (Chapter V.)

9. Develop a systematic plan for repayment of open account borrowing.

10, Pay interest in the overdraft loans negotiated to finance any
future deficits.

11, Studies of inflationary pressure for various means of balancing
budget —— selling bonds, public properties, U, S. aid, taxes and
profits from enterprises.

Main Recommendations:

12. A more detailed and stronger review of the military budget by
some civilian authority.

13. A more careful and closer scrutiny of civilian department budgets.

14. The use of sample techniques of analysis of procedures, work load,
etc. to develop performance standards upon which budget estimates
could be more carefully constructed. Development of a comprehensive
internal audit system.

Chapter V. Economic Development

1. Tax and tariff rebate on export mamufacturing products, such as

plywood.
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EAG Report Recommendations for the Discussion of The

V.
1.

2.

7.
8.
9.
10.
11.
12,

13.

15.

16.

Industrial Development Commission, ESB

Introduction.

Every effort should be made to encourage the employment of capital
in Taiwan by Overseas Chinese. (also Committee "A'")

There should be a continuing high level group to contact and
encourage Overseas Chinese to engage in projects or to participate
in projects already established in this country.

Question of the possible misunderstanding to foreign investors
toward the inclusion of the word "expropriation" in article 15

of Foreign Investment Law of July 14, 1954. Some modification or
interpretation through further regulations may be advisable.

How the Chinese investors may get an equal opportunity as foreign ,
investors in the matter of convertibility of currency -- a long
range goal. (also Committee "A")

Establishment of a Committee to Encourage Investment under MOEA,
with suggested composition and functions.

Further selling of public enterprises, especially those in com~
petition with private enterprises. Immediate sale of government
shares in commercial banks.

-

Steps to ensure competitive conditions.

Establishment of a vigorous and responsible private enterprise
system — with minimum government control of incomes and salaries,
decision on profits and prices. (also Committee "A")

Economic Development:

Establishment of a free stock exchange with trading floor. (also
Committee "AM)

BOT credit to Commercial Banks which will extend credit to private
enterprises. Rediscount privileges. (also Committee ngn)

Reevaluation of the assets of all enterprises for proper depre-
ciation- 3
10 questions for promoting private initiative in enterprises.
Institution of a private capital "Development Bank'. (also Com. M"AM)

BOT should not loan money to public enterprises for capital purposes.
They should be allowed to build up surpluses out of earnings at
the expense of dividends. (also Committees "A" and ngn)

Telephones: Charge higher rate to enable expansion.
Petroleum. Extensive exploration with private or foreign capital.

Strengthen Bureau of Inspection or Bureau of Standards for export
promotion.

Support Shihmen Reservoir project.

Favor adequate rate for Tai Fower.

Possibility of textile export to earn foreign exchange for further
eXpansion.

Develop fertiligzer industry against possible trade set back with
Japan and with a view of export possibilities.

Cattle raising appears worthy of close attention.

Four Year Flan. Development of industry must not be accentuated.
to the disadvantage of agriculture.

Study substitute of local protein for soyabean import.

5,
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17. Expand pineapple industry for sxport.

18. Study rice production and distribution problems with a view of
more rice export.

19. Better sales and advertizing effort for straw weaving products.

20. Maintain quality and weight. standards of coal export.

21. Additional expenditures on reforestation for long range results,

22, Encourage plywood products export with tax rebates. (also Com. ngn)
23. Promotion of tourist trade. (also Com. "A")

24, Building up a reasonable stockpile,

25, Technical know-how including salesmanship.

26. Encourage development of industries using local raw materials.

g4z
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