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i CENTRAL INTELLIGENCE AGENCY
Directorate of Intelligence
November 1970

=t INTELLIGENCE MEMORANDUM
| , ) Taiwan’s Trade Prospects: A Quantitative Assessment

Introduction

L Taiwan’s economic success since 1960 has been largely due to rapidly
Ce rising exports of manufactures, Because of this cxport-oricnted growth,
Taiwan has been able to finance large increases in imports, to add to its
foreign exchange reserves, and at the same time to climinate its reliance on
US cconomic aid. A continuation of rapid export expansion is required to
‘ maintain economic growth, while allowing Taipei to lower its import barriers
and to lessen its dependence on US military aid. This memorandum
' identifies and quantifies the most important influences on the growth of
Taiwan’s exports. The quantitative relationships derived from the past are
used to project exports and the balance of payments for the 1979-73 period,
taking into consideration the possibility of US restrictions on imports of
A woolen and manmade textile products.

Background

1. In less than a decade, Taiwan has been transformed from a
predominantly agricultural cconomy dependent on US aid for essential
imports to a manufacturing-led cconomy carning ¢nough foreign cxchange to
pay its own way. This transformation resulted largely from Taipei adopting
an export-oriented development policy in the carly 1960s after the
opportunities for efficient import substitution had been largely exhausted.
L Foreign investors establishing export-oriented plants were given tax breaks

2 and substantially reduced duties on imported capital cquipment. The foreign
exchange system was simplified and a realistic exchange rate adopted. This
development strategy paid off handsomely as e¢xports rose more than 20%

Note: This memorandum was produced solely by CIA. It was prepared by tlhe Office of
Economic Research and was coordinated with the Office of Current In telligence.
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per year during the 1960s. While forcign sales of processed agricultural
goods—such as canned asparagus and mushrooms—grew rapidly, the major
export stimulus came from manufactures such as textiles, clothing, and
clectronics, which grew 35% annually during the past decade and their share
of exports increased from less than 40% to morc than 70%. This striking
performance of manufactured exports is doubtless the most important factor
in Taiwan’s growing industrial orientation. Manufacturing’s sharc of net
domestic product increased from 17% in 1960 to 25% in 1969 while
agriculture’s share declined from 33% to 21%.

2. Largely because of higher cxports over the past decade, Taiwan has
been able to reduce its current account deficits.from $125 million in 1960
(when receipts covered 62% of expenditures) to only $50 million by 1969
(when receipts covered 97% of expenditures). Even if the current account
fails to improve further during the next several years, Taiwan still will havo a
favorable balance of payments because the capital account is likely to be in
surplus.

3. Taiwan’s overall balance-of-payments position improved markedly
during 1961-69, with foreign exchange reserves increasing from $117 million
to $477 million. In 1960, US aid covered about 40% of imports. By 1969,
US economic aid had ceased, but nct long-term private capital inflows had
reached $130 million, well in excess of the current account deficit.

Trends in Exports

4. Taiwan’s export success is closely associated with the inflow of
foreign investment. The country offers a highly literate, hard-working but
relatively low-paid labor force while providing tax relief and other incentives
and a highly stable political climate. Even more important, Taiwan has
attracted the kind of investor that supplies not only capital, technical
know-how, and management techniques, but also access to foreign markets.
Many American firms have simnly moved their labor-intensive operations
from the United States to Taiwan. They sell their Taiwan subsidiary the
components for asscmbly and ship the finished product back to the United
States. Japanesc firms make similar use of Taiwan, but export their output
to third countries, especially the United States—not to Japan.*
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5. The United States has been by far Taiwan’s fastest growing market

(see Figure 1). Exports to the United States increased from $7 million in

1956 to about $400 million in 1969. Most US purchases have been

manufactured consumer goods such as radios and other clectronic appli-

ances, textile products, and wood products. Taiwan's exports to Japan have

increased relatively slowly, from $46 million (37% of total exports) in 1956

, to $162 million (15% of exports) in 1969. The composition has changed.

Formerly dominated by sugar and rice, they now consist mainly of

high-value foods, such as bananas, because of rising incomes and a shift to a

' rice surplus in Japan. However, unlike the Uniied States, Japan has not

become an important market for Taiwan’s manufactures, because Tokyo has
continued to severely restrict manufactured imports,

6. Taiwan’s exports to other developed countrics have expanded from
$& million in 1956 to $158 million in 1969. After the United Statcs, this
market, especially Canada and West Germany (see Figure 2), has been the
most dynamic, and its share of Taiwan’s exports increased from 7% in 1960
to 15% in 1969. Processed foodstuffs, especially asparagus and mushrooms,
make up a large share of the increased sales to this group.

7. Taiwan’s exports to the less developed countries grew fiom $€3
million in 1956 to $349 million in 1969, or an average of over 14% annually,
Sot.th Korea, Malaysia, Singapore, Hong Kong, the Philippines, and Thailand
account for about 60% of exports to less developed countries (see Figure 2),
Except those for Hong Kong and Singapore which are mainly foodstuffs;
Taiwan’s exports to less developed countries consist largely of manufactures,
but of a different kind than those sold to developed couniries. They are
generally the products of industries financed by Taiwanese capital and
include commodities such as cement, paper, and traditional Chinese
pharmaceuticals for the overseas communities,

8. The extraordinary growth of cxports (23% a year since 1960) had

) profound repercussions on Taiwan’s cconomy. It opened up the economy to
an accelerated growth of imports (17% a year since 1960) because the new
cxport-oriented manufacturing industries involved for the mezt part the
processing of imported materials and components, and also because the
foreign investors in these industrics imported nearly all their requirements
for capital goods. However, the importation of machinery and equipment for
the new industrics was not a burden on the nation’s foreign exchange
supplies, because it was covered by the inflow of forcign capital.

-3.
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TAIWAN'S EXPORT MARKET
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Projections

9, To project the current account balance through 1973, exports,
imports, and service payments and receipts were cstimated using ‘an
cconometric model.* Past relationships Yetween these current account
categories and those factors affecting them were estimated and the results
used for forccasting.™* Taiwan has good statistics for a developing country.
The problem is that its economy is changing su rapidly that it is difficult to
estimate economic relationships using data for a period long enough to be
statistically significant, yet still representative of current trends.

Exportr,

10. Analysis of the growth of Taiwan’s exports reveals two predominant
influences—aggregate demand in foreign markets and the stock of private
foreign capital in Taiwan.*** But the relative importance of these two
influences varics greatly from one market to the other. Private foreign capital
is the dominant explanation of growth of Taiwan’s exports to the United
States since 1965—it explains 95% of export growth while the growth of US
income explains only 5%. The United States has been the largest and most
open market for Taiwan’s new manufactures. Yet the main imports from
Taiwan still make up only a small share of total US imports in the same
categories so that they can easiiy increase rapidly even when total US
demand is sluggish. : :

11. Taiwan’s exports to other developed countries (excluding Japan)
appear to be influenced t¢ a significant degree by the growth of aggregate
demand in these countrics, but here also the stock of foreign capital in
Taiwan is the most important factor {it explains almost two-thirds of export
growth since 1965). Exports to Japan and to the less developed countries,

25X1

** In general Vhe regressions are based on 1;? or 14 annugl observations covering the
period from the mz‘de 950s to the late 1960s, see the Appendix,

o T/jre stock cf foreign private capital was ca'cvlated by cumulating the inflow of private
Soreign capital, with a 10% arinual deductica for depreciation.
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however, arc explained almost entirely by the growth of ageregate demiand in
these countrics. Foreign capital in Taiwan-is not a factor, because the
exports resulting from it arc not dirccted to these markets, A complicating
element in Japanese demand is the influence of the country’s rice situation,
from deﬁc;t to surplus.

12. Export projections thus require projections of aggregate demand in
the importing countries. The following tabulation shows the average annual
growth rates of the relevant measurcs of aggregate demand in the four
market arcas (in current prices) for various periods between 1956 and 1969.

Percent
Economic Activity GNP .
. ity Less Dewaloped Other Dnveloped US Disposable
Period® Japan GNP Countries Countries Income
1957-60 12.5 55 7.2 4.5
1961-65 15.5 8.8 8.3 6.2
1066-69 171 14.0 8.0 7.4

1957-69 15.0 9.3 ‘ 7.8 6.1

a. Bage verr is the year prior to the stated perliod.

1956-60 growth rates are used for a “low” projection because they represent
the slowest growth for all arcas. Similarly the high 1965-69 rates are used for
a “high” projection for ail areas except ‘‘other developed countries.”

13. Private capital inflow has risen dramatically but erratically, which
makes it difficult to project (see Figure 3). Continuation of the 50% annual
increase of the 1966-69 period cannot be expected. But there continues to
be keen foreign interest in establishing plants in Taiwan and thus we
estimate, as a maximum, that foreign investment will increase at half the rate
of the past four years, or 25% a ycar. At a miniinum we assiume no increase
at all. The high and low export levels obtained under the above assumptions
as to foreign demand and capital inflow are shown in Table 1 and Figure 4.
Both the high and the low estimates show Taiwan’s exports continuing to
increase rapidly during 1970-73. The rather narrow range between the high
and low estimate is due,to the fact that (a) Yor more than half of Taiwan’s
exports—that is, exports to the Uniied States and other developed
countries—foreign capital stock in Taiwan influerices exports much more
than income growth abroad and (b) the foreign capital stock continues to
increase rapidly even if the capital inflow levels off. -

-7-
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TAIWAN: PRIVATE LONG-TERM CAPITAL INFLOWS Figuve 3
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Imports

14. Imports of raw materials, capital goods, and consumer goods are
projected separately. Raw material imports are estimated as a function of
exports of industrial products and of industrial output for domestic use.* As
would be expected, the import content of industrial raw materials for export
goods is high, about 42%, while that of output for domestic consumption is

12%.

* More :pecifically, industrial output for domestic use is GNP less agriculture,
government, and industriagl exports.
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15. Capital goods imports arc cstimated as a function of domestically
financed fixed investment and foreign capital inflow. A high import
content—92%~for foreign-financed investments is obtained, compared with
30% for domestic investment. Consumer goods imports are sim:ply related to
total private consumption—some 3% of goods consumed privately arc
imported.

16. Among the determinants of imports, those reflecting domestic
demand (industrial production for domestic use, domestic investment, and
private consumption) arc assumed to increasc at the 1965-69 rate. The
export-related determinants (exports of manufactures® and the inflow of
forcign capital), however, are the largesi influence on imports. A slowdown
(or increase} in exports of manufactures causes a slowdown (or increase) in
imports regardless of the growth of domestic demand in Taiwan.

Current Account Balance

17. These projections of commodity exports and imports, together with
prejection of earnings and payments on service transactions,** yieid
projections of Taiwan's balance of payments on current account in the form
of a range, 4s shown in the following tabulation:

Million US $

Year Low High
1970 30 Te3
1971 106 175
1972 93 270
1973 51 385

‘ : ' The lower limit results from assuming relatively slow growth of aggregate
-] ; demand abroad and no iucrease in tix inflow- of foreign investment. The

q ' , upper limit results from assuming high demand growth abroad and a 25%

v annual increase in foreign investment in Taiwan.

0 : ~ 18. The results of these calculations indicate that foreign exchange
supplies are highly unlikely to limit Taiwan’s economic growth in the next
5 few years and that a balance-of-payments surplus is likely. Under optimistic

' . * These are estimated as a function of exports to the various markets.

. ¥ Service earnings and pdyments are estimated as a function of total merchandise trade.
o3 _ :
_ CONFINENTIAT. .
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assumptions, which in effect continue
most of the trends of the past few
years, the current account surplus TOTAL EXPORTS
increases rapidly, reaching almost

3400 million by 1973, and the inflow om0
of foreign private capital more than .
doubles, to more than $200 million a
year, in the same period. But even if
the growth of exports slows consider-
ably, there will be more than enough 2500
foreign exchange to support the same
high rate of growth of GDP—-10% a
year—as in the past decade. Under 2260 4
relatively pessimistic assumptions re-
garding foreign markets and the in-
flow of foreign investment, we project 2000,
current account surpluses averaging
about $85 million a year, to which
must be added an inflow of foreign
capital of some $100 miilion a year.
The reasons for this favorable result
are that continued growth of foreign-
owned capital stock insures continued
growth of manufactured exports, 1250
while the leveling off of the inflow of
new foreign capital results in a leveling
off of imports of capital goods for 1000
export industries. In the long run,
however, lack of dynamism in the
inflow of foreign investment would
result in a sharply reduced growth of
manufactured exports and economlc
growth would be slowed.

2750 4

750 4
500 4

‘ Textlles—-A Specm]_Case‘ 250 |

19. Manimade and woolen textiles
have been major items in Taiwan’s 0 . .
rapidly expanding exporis to the e wown e "
United States; they accounted for
28% of the increase between 1965 and
1969. Pending US legislation would 25X 1
reduce these textile imports in 1971 .
~ to the average 1967-69 level and allow
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TAIWAN: EXPORY PROJECTION RANGES Figurn 4
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Low projectians assume growth in economic activity in the market areas equal to the lowast rate expariencod during
any live yarr period (1956-1960) since 1956 and no growth in the private capital inllow
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a 5% annual increase during 1972 and 1973, We have accounted for this
possibility by reestimating the function for Taiwan’s exports to the United
States to exclude the relevant textile products. The derived equation projects
non-textile exports to the United States, to which are added the textile
exports allowed by the proposed legislation and Taiwan’s projected exports
to the other market arcas. The results for exports and the current account
balance are shown below for the lowest and highest cases.

Exports
Million US $
Yoar Low Percantage Growth High = Parcentoge Growth
1970 1296 20 . 1344 24
1971 1430 10 1582 10
1972 1818 13 1933 22
1973 1799 11 2354 22

Current Account Balance

Million US $§
Year Low High
1970 80 103
1971 42 125
1072 15 200
1973 48 288

20. Exports continuc to grow rapidly in all cases. The smallest growth
occurs in 1971 when the textile restrictions are assumed to become effective,
Fven so, under the assumption of the lowest reasonable increase in income in
Taiwan’s markets and constant private capital flows, the cxport growth in
1971 is still a respectable 10%. Except for the final year of the low estimate,
the projections of the current account balance are in surplus.

Conclusions
21. Taiwan enters the 1970s with a highly favorable foreign payments
position. After a decade in which export growth cxceeded import growth by

one-thitd, Tuiwan has almost eliminated its previously large current account
deficits and still receives a fairly large net capital inflow from private sources.

-12-
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22. Projections of Taiwan’s trade outlook during 1970-73 yicld balance-
of-payments surpbases under almost any likely circumstances. Even if
aggregate demand in Taiwan’s export markets expands relatively slowly and
foreign private investment inflows into cxport-related industries fail to
increase over the 1969 level, the current account would still be in surplus.
The outlook is also favorable if the United States restricts imports of
Taiwan’s manmade and woolen textiles.

23. The bright outlook for Taiwan’s balance of payments is bolstered by
a relatively low level of external debt, fairly high foreign exchange reserves,
and a likely continuation of forcign investor confidence. Under these
circumstances, Taipei will likely be in a good position in the next few years
both to incrcase its purchases of military poods—to compensate for any
reduction in US military assistance—and to liberalize somewhat its import
restrictions. Under favorable circumstances, Taiwan would also be able to
greatly increasc its official reserves.

-13-
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Table 1
Taiwan: Projected Exports
With 237 Aancal Growth in Foreign Investment With No Growth in Fereizn Investmant

O - @]
O Eligh « Low?® High s Low?® O
z Value Value Valve Value _Z_
= (Miilica Percentaze (Million Percentaze (Millica Percentsze {Million Percentage —
) o Year '38) Growth 838 9} Growth Cs3) Growth | 9539 Growtik o
Sges £ - —
~7‘- . 1970, . .. 1,344 24 1.297 20 1,244 24 1,297 20 =

= 1971, .. 1.673 23 1,374 21 1,624 21 1,519 i7 Z_
— 1972 . 2,00~ 24 1,534 21 1.625 17 1.731 14 -
; 1573 .. 2,339 23 2,293 21 2.195 3 1,634 12 ;
- * Higth estimates of exports asaumes growth in economic activity in the markes areas egual to the highest rate schisved during o

any five-year perind (1965-89) since 1936,
* Low extimate of exports assumes growth in economic activity in the market areas equai ¢ the Iowest rete schisved daricg any
five-year pesiod (1936-60) since 1935,
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APPENDIX

Methodoltgy

A system of 13 equations is developed to project
Talwan's exports, imports, and servics payments and
receipts in order to detennino the current account
balance. Ten cquations s, stochastic and aro esti-
mated using ordinary least tiuares regression. Exports
are estimited by area deatination and imports by typo
of produdt. Published data on balance of payments,
both export (f.o.lh.) and tmport (e.lf.), are availablo
only as aggregates and differ from customs figures
which do break down the totals. The export series
usrd in this memorandum was derived by applying
the country shares as glven In customs data pablished
in Industry of Frea China to the figure fyr total ex-
ports (f.0.b.) given in the IMF Balance of Payments
Yearbook. The import scries was similarly derived by
applying ihe relative shares glven for eapital goody,
raw materials, and consumer goods given by the Bank
of Taiwan and the Committee for International Eco-
nomic Cooperation and Development published in the
Tatwan Statistical Dota Book 1869, The series derived
are shown In Tables A-1 und A-2.

Exports to Japon

Talwan's exports to Japan are estimated as a func-
tion of Japanese GNP and Japanese rice inventories
using annual data for the period 1950 to 1000, as
foliows: ‘

X]=0094113 JNP~00173 RIJ*°
(437) (7.38) (—873)

RR2®* = 0.84)
pWeet =143

*Figures shown In parentheses below the regrestion coelll.
cients are the t statistics or Stodent’s L

**The coelfictent of detrrmination corrected for degrees
ol freedom.

* 2o The Durbin-Watson Statistic teets whether the residuale
of the regremion equation are independent from ome cherrva.
tion to the pest (ho wvisl correlation). In genensl, for the
vumbers of ohwervations ueed In this model, and with regree.
ione containing one independent vartable, 8 DW stattitic be.
tween 107 and 2,83 indicates virtually no serial correlation,
either potitive or pegative. For regrestions conlaining two of
!mebhlhrwgumlﬂalﬂm!

1.46 o 234, respextively.

- 15

Wheres

X] = Tatwan's fob. exports to Japan {n milllon USH.

JNP==Japan's GNP tn cureet prices in billion USH.

Nt =ftice inventorien held by the Japaness government
at tha end of Octolwr of each year fn thousnd
metric tons,

Exports 19 Less Developed Countrie

Less developed countries are defined to include all
countries except OECD members, Japan, Australia,
und South Africa,

The results uding annual data for the period 185069
are shown below:

NLDC= =719+ 300.0 ACTLDC
(-847) (1530)

np2=0.003

NDWe=173

XLDCw Tatwan's erporta to lem developed countries in
million USS.

ACTLDC = A 1068-based weightsd indes of economic ac-
tivity in six countries which in 1068 scomnted
for (0% of Taiwan't espets 1o Jraa developad
countries, The weights were amigned seconding
1o the tmporting countries’ relative sham of
Tatwan's erports. Tha countries, weights, and
vartahle uwd to mesrire the level of economic
activity are shirwn below!

Cowntey Weizht Nelevend Voriable

Hong Koog A47 1008 tased indexr ol total
esporis

South Korea 091 1008-hased index of GNP
in cotatant prioee

Malsysis and 212 1008.bused indder of oren.

Singapore bned GNP in unrent

prices

Phitippinee LR 1068 based indet of CNP
in cunrent prikee

Thaftand 108 1908-based inber of GNP

in curtent rices
Erports to Other Developed Countrios

Taiwan's exports to other developed countries (Aus.
tralia, South Africa. Belgium, the United Kingdom,
France, West Gormany, laly, the Netherlands, and
Canada) are estimated as & functioc of a weightad
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tnelex of GNI i the countrios, and the stock of foreign
capital in Tatwan ustng annual data for the period
1957.69, as Tollows;

XOD = =50, 74 119 GNPOD 40310 KINVET,
(400) (B.54) (542)

nna—~n.0n)

DW=—1.24

Where;

XOD = Taiwan's expotte to other developed countries in
million 188, .

GNIOD —A 1908 5ased indes of GNP in cyreent priore in
the matket counttier weighted by their elative
shares of Taiwan's eiporte in 1968, ‘The comin-
triry andd welghts are shown below:

Country Weight
Austtalia ARM
South Alrica 0o
Belgium 0624
tUnited Kingdom n54
France 005
West Cenmany aan
Ttaly KibA
Netherlands vy
Canada 115

EINVEL~=The stk of foreign private capital in Taiwan
in million USE The eetics i detived by cu.
mulating the infkrw of ferripn private Jengp.
treen Joane and ditect fnvratment from the bal
ance of papthents fren 1950 1o the year jrricr
to the yeat of edimate with 107 annusl de
preciation. For intance, KINVFL 1637 @
rirmply w;i#-‘l' to the infldw of private capital in
%0, KINVFL 1039 @ equal th 00 KINVEL
1938 phus the Inflrw cf capita in 1978

Faports ta the United States

Taiwan's caports o the United States are cctimatedd
az a function of US disporable perzomal income and
the steck of foreign capital in Taiwan, as follows

UL = 42140107 YDUR LR KNV,
- 148 (1.ah) {§27%)
NG - 059

EIN =2 Y

MG - Tetwan's (b erports ta the Usitedl States s
meitlieny IKE,
YDUS = Dirpemable prpwsnal incorne in the rited States
in Isllwes current US4

elease 2011/10/31 : CIA-RDP85T00875R001600030161-0
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Imports of Raw Maoterisls

Taiwan's e.LE imports of raw materials are estimated
aw a function of (1) the current dollar value of ‘Tai
wan's gross domestie product (GDP) at factor cost
minng the agriculture and public wdtor and industrial
expocts, antd (2) exporte of industiial goods for the
period 1950.07, as follows:
[INDGDE

MIM = 810 + 0.1 100 e xann ! i oae FxiND

(3.12)(1.RR) 7 44)
RB2=0978
DW= RO
Whern:
MREM: = Taiwan's c.if. importe o raw materiale in million
UIss.

FREPNX = Eachange tste for poivatn repewte®

[

*A mn'"p’ﬂ ﬂ!r_'tlnﬁt.’ et eatebed up o juny,
INDCDP=GDPE at factor cont minme GDE in oagtieulturm
amf gml;lh; adminietration srwl lefrnes in cur.
tont New Taiwancee dollare (NTY).
EXIND = Taiwan'e erporte of induttyial producte in mil.
lion USE

Imports of Capital Goods

Taiwan's imports of capital goods are catimated as
a function of domestically financed fixe] investiment
and foretgn fixed investment using annual data for
the prriod 1956-68, as follows:

) HERY
ME~— 012430 077 ';’”'.‘i\.
{--popyez?y’
RN2=0UTR
W =1 44

Wheres;

“INVE, vouzy Invy
T 1]

WKk~ Talwati'a ¢ if, frnpwou te e «:yi!a' pwle i million
LEL1 )

FIMV = Tt fierd fnaretment in Taisman in eoillewa o
current NIt

FRPM ~Fachange fate fon jrivate impmete ®

1V = fnflon of foeeipn periste b tesrm loaamg aeed

direct imerement

Iespoets of Gonrymer (oxsia

Taiwape imposts of comsumer porls are estinated

at a function of tolal private (eniumptivn cgendi
tutes an Taiwan uting annual data for the pericd 16
5 as [ollows:
TS TN unm;f;:;f:;m
(~aS7eioo
RBZ—-0RM
[ -39
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Where:

EnrirMeeExchangs raln for private firgenis ®
e s
*A nilliple eachinipgn anie estated g L 1001,
MC="Tatwan's ¢ 11, Impaotis of conumee gooda in milling
UsY,
CONPRE=Total  privite conmimption  eeponlitines on
Tatwan in million USS,

Exports of Industrial Products

‘Tatwan'a exports of industral products are extimated
as a function of three independent varisbles- exparts
to Japan, exports to less developed countriez, and ex
ports to the United States and other developed coun.
trics combined, as follows:

EXIND = ~31940191 XJ405822 XLDG 103
(XUS4-XOD)
(=201) (073) (204) {7.U9)
AN2 = 0.000
DWw ] 48

Where:

EXIND =Tatwar's fob. etpote of industiial prevducte
in illion USS.
x,e'-Tﬂvtn'I fob. erpraty to ’-pon th million 'R
XLDC=Triwan's Lo b, exports to dewe desvloped comintrics
tn miflions USL
XUS=Taiwan's fob, erporte to the United Matre in mil.
lwon LSS,
XOD = Tatwan's fob. eaponte tn othey develogued comntries
tn milhon 1S

Erports of Services

Taiwan's exports of eervicm are cutimated a2 a fun
tie of the value of total mrrchandise trade uang
annual data for the period 105000, as follows.

XSERVA= =200+ 0153 TMT
{(=500) (2190)

AR2=-0074
NWe107

Where.

XSFRAVS = The s of ErEe erestite uniler 1t f-:ﬂf:viszg
eategraies in the Mas: (ldal fteewst (o
Foproblic of (hine Trom (e JMT Fsiemos
rWD Yorhonid | pvows srvawripey g‘é'!_ (,-ni;-!»:!_
andd inmrence on merrhendise, raber tramgrets
bon, trevel, Brmtrest fnese. passeet
tin, atul oty wrvwwe iy = Tlanm URY

TMT e Tetwen's ttal fob erpewty phar vdad if &
ports i millon ULS

-

CONFIDENTIAL

lmporta of Services

Tatwan's importa of seyvices sre estimated as o
function of the value of total merchamdisr trade using
annual data for the period 196800, ac Follows:

MEERVS = = 11,04 0.0000 TMT
(—148) (1088)

nI2=0.500

DW=2.03

MSERVE = The siiim of giowe debitt under the following
categnries in the fimaje Global Statament for
Republic of China from the IMF Nolance of
Payments Yeathook, non-monetary golid, other
teaneporiation, travel, investmant noomea, g
ernment n.ie, snd other serviens, in million
1353

TMT = Tatwan's fo.h, exports plm edl smporta tn mil-
hon USY,
The Profections

In order to project Talwan's exports and citrent
account balance for the period 1970-73, the sydem of
equations Iy employed along with what we believe
to be a tratonable range of avsumptions lor the
rogonous variahles,

The system of equatinons is as follgws:
I XJ=m941.13 [NF~00173 NI

3 NLDC= =71.94.200 ACTLDC
3 RINVFL.= 9 KINVFL, . 4INVF,,
£ XOD= =574 110 GNPOD 03T KINYVEL
SONUS= =42 140107 YDUS I W KINVE L
fOEXIND= <21 94018) XJ40522 XLIX 4 101
{XUS 4 XOD)

? s.mmmnnmunﬁ‘f.ﬂfé..‘.’f nx-.n £ 0430 ENIND
R m,—mmauam'” DY INVE 0531 InvE

VAL ‘

nmrm

U M- -215 *ﬂﬂ.«*

1 TMT~X] ¢ XUS 4+ 'ﬂ,t)(,atim}# MAM » W MO

1 OXNSFRVES= 2084 Q427 TMT

12 MAERVA = < 1104+ 0000 TMT

1 CAR= X4 XEAXD & XOD 4+ XUS 4 XSERVS - v
C MK MO MSERVS

The atsumprions mads for the perod (77071 inr 1he
rogenmit variables NP, ACTLDC, CNPOD, YDUS,
and INVF werre discusees] catiier. B} ticr inventiniee
in Japun—is held constant becayse Taiwans ciporte
of tiee to Japan have dedined to indgnificance in e
ot year.

i
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The three remaining exogenous varlables are all
related to Tatwan's domestic economy and are all
extrapolations of trends set during the perlod 1005.00),
These three vardables are INDGDP, DINV, and
CONPRL INDGDP ix gross domestie product at fuc-
tor cost originating In mining, manufacturing, con
struction, electricity, gas, water and sanitary services,
transpottation, storage and communications, whole.
sale and retall trade, banking, fnsurance and geal
eatate, and ownenship of dwellings, ‘This variable i
assumed to grow at 13.3% annually, the rate experi-
enced during the petiod 1005.60. DINV s total fixed
investment in Talwan minus the inflow of foreign
private long-term loans and direct investment. Total
fixedd investment is assumed to Rgrow at an annual rate
of 23% as it did during the period 19¢5.00, and the
avumed foreign private capital inflow §s subteacted
to yield DINV., CONPRI is total private consumption
in Taiwan and it is assumed to grow at 11,99 annually
ac it did during the period 106509,

Application of the system of equations listed above
to the exogenous varables given in Table A3 yiclds
the valuces for the endogenous variables given in Tabin
A4

8.

In order to vstinate the offect of the possiblo fm-
position of textile sectrictions by the Unjted States,
Fauation 5 in the system above i replaced for the
years 107173 by Equation 5a, which i1 given helow:

Ba, XUSWT=- 57040100 YDUS 4 103 KINVEY,
(= 0.27) (1 40) (15.64)
RH2—=nuyan
DW~227
Whese:
NUSWT « Tajwan's rrporta to the US erchiling manmadn
and wanben tratite praducte in millions of §.
YDUS = Diepcable pevwnal fncome in the U5 tn inillicne
of §
INVFL=The stk of fiweign private capital in ‘Taiwan
In millions of U5 dbdlar

To this estimate of cxports o the United States §a
added the exporte of the restricted tentile products
which would be prrmitted under the legiclation Ap
plication of the alternd cvslem of rjuatione to the
cxogenons variables given in Talde A3 yielde the
values for the endogrinus variables given in Table

Ah
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Staristics Used i Expert Equaticns

- KLne ACTLOC . YoUs
» u Be EXIND Frevonal o
. P,
~ Figerns Eap KINVFL -~
7 Vo eiisEs Z
z . Caziml Sccek z
- —_—
= . £ =
bt - u:. 12w [1 Pt 375 -
= < ::: : o TEMERTRID. 29 =
/: e g e 45, 34208675 15,12 Z
ok # 15 3 12,31
. 1" PN X5} -
— . 34263 -
) by 1 s3m o -
| -~ tul R B e >
- 1 T13 % -
: LRGN LR o N
i tan
H % :
4300
1o H /‘:’ﬂ
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Table A2

Statistics Used in Import Eguatices

)

N ~
b -4
= CONPEI -~
7 Private >~
. w2

- Y eas =
o . pon PRp— —
—
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v N PR (8 !
- I SA) e
_/: 1902 T h 2.
— (D . 251600 L3T.L00 =
-~ (E28) B 93 11243.000 3.%8 1TNS LG =
jatl vinz , 25 T 3 31706.000 -z
Ky [ ORIU RS RN &34, (0O N
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'. Table A3
¢ Statisties Used in Service Equations
XSERVY  MSERVS T™'T
! Exporta Imports Totnl
of of Trado in
. Year Hervicea Yorvices Uooda
I ! e e Attt i e e e "
[ R1 7] | 16. 400 24,000 340,200
1067... .. e e 20,6500 23,000 303,000
| AU 20,0600 a34.700 420, 300
| £ e 10, 100 S4.,.300 421,200
e weo......... ... B30, 600 GR.100 4560, H00
’ 1oet.... ... P 37,400 34,0500 h27, 000
wez.......... ... 34,500 S47.800 hhD, 200
iy ues.. ... .. O 000 42,400 G691, Koo
B 06 56, 800 al1.400 K05, 800
1965, ... ... 77.600 70,700 1004, 300
ea.. ... L. 117,000 a0, 300 1102, 300
 R171Y S 144,500 4,000 1428,200
ond, ., e 220,200 105,000 1505, 000
; mone. .. . . 248,200 184, 600 2208, 000
. 21 .
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Table A4

Assumed Exogenous Variables ~

- 4

R1 ACTLDC GNPOD INVF INVF C

INP {Thuusand {Index {Index YDUS INDGDP DINYV CONPRI (no growth)  (255¢ growth) Z

Year {Billian US$ Metnie Tuns? 1Ha=1} 1565 = GO} (Billien US$) (Milion US$) (Million US$) (Milicn TSS) (Million T3 (Million TS —

—_— —

High Estizate U

1% ... 194.9 3,%465.0 1.335 119.3 €76.9 2,H8.3 1,222.1 3,033.9 130.¢ 162.5 —

1971 il 3.845.0 .52 12<.9 7207 3.339.4 1,533.1 3.3%6.0 120.0 203.1 =

1972 ... 7.2 3.85.0 1.733 139.2 7323 3,7%3.6 1,915.6 3,776.3 130.0 233.9 Z

1971 2.9 3.445.0 1.975 130.3 ~40.9 4,288.2 2,3%6.1 4,199.3 130.0 3i7.2 —

—

Low Estimate >

1900 87,2 3.545.0 1.235 118.5 6380 2,6453.3 1,222.1 3,033.9 130.0 1€2.5 ':‘
197 . U056 3.8:45.0 1.303 127.0 657.6 3,339.4 1,533.1 3,356.0 130.6 203.1
1 1 S 5.9 5.446.0 1.373 136.1 71%.6 3,93.6 1,915.6 3,776.3 139.0 233.9
1973 5 5.%45.0 1.451 145.9 730.9 4,288.2 2,3%.1 4,199.3 130.0 317.4

Declassified in Part - Sanitized Copy Approved for Release 2011/10/31 : CIA-RDP85T00875R001600030161-0




=t S . A S Y

Release 2011/10/31 : CIA-RDP85T00875R00160003

Table A5
Endogenous Variables Without Textile Restrictions
Million TSS
Year XJ XLbC  KINVFL XO0D XTs EXIND MRM MK MC TMT XSERVS MSERVS CAB
High Estimate With X0 Growth In INVF
O 1970. ... ... ..., 159.9 403.9 371.4 201.7 343.7 935.6 T14.5 493.7 8§3.4 2,635.8 294.8 225.1 +122.3 O
O 197 ... ...l 227.7 476.3 464.5 242.3 677.8 1,207.9 327.8 589.2 82.9 3,134.0 336.2 276.1 +200.3 O
z 1992 . ... ... 271.9 332.9 315.0 280.8 799.4 1,421.3 944.6 706.6 103.6 3,659.8 421.0 317.6 +252.6 Z
1973. ...l 327.3 640.4 624.1 317.6 909.6 1,625.9 1,067.0 $51.0 115.4 4,228.3 491.0 368.9 +283.6 —t
= =
- ' Low Estimate With No Growth In INVF U
U e 181.2 372.9 3714 200.7 541.7 962.0 707.3 493.7 83.4 2,581.0 288.1 220.1 +79.9
ey} . 207.7 397.4 464.5 240.0 173.6 1,156.2 §12.3 58¢.2 92.9 3,013.0 341.3 253.2 +106.4 t:;
z 237.6 423.3 548.0 277.1 792.8 1,336.4 919.2 706.6 103.6 3,460.1 396.4 +99.6 +9s8.2 Z
— 27101 430.7 624.1 312.4 800.0 1,503.9 1,029.5 §51.0 115.4 3,930.1 454.3 542.9 +50.6 b—i
P
— ]
> High Estimate With 2557 Growth In INVF >
ri 159.9 408.9 371.4 MN1.7 543.7 955.6 714.5 513.7 §3.4 2,A35.8 206.8 226.8 +102.6 r‘
227.7 476.3 497.0 252.5 722.7 1,264.7 §44.8 634.1 92.9 3,251.0 370.0 280.6 +196.8
271.9 552.9 650.4 312.9 940.7 1,599.9 998.2 782.7 103.6 3,862.9 457.5 344.3 +306.6
327.3 640.4 539.2 354.9 1,206.4 2,003.9 1,179.5 966.1 115.4 4,820.0 363.0 422.2 +433.8
Low Estimate with 255 Growth In INVF
181.2 372.9 371.4 200.7 H1.7 962.0 707.5 513.7 83.4 2,601.1 290.0 221.9 +60.0
207.7 397.4 497.0 230.2 718.8 1,213.0 529.3 634.1 92.9 3,120.4 335.1 269.7 +103.2
237.6 423.3 630.4 309.2 934.1 1,515.0 972.8 /2.7 103.6 3,763.3 433.0 326.8 +151.12
271.1 450.7 839.2 379.7 1,196.8 1,5878.9 1,142.0 966.1 115.4 4,521.8 526.3 395.3 +-205.8
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Table A6
Endogenous Variable With Textile Restrictions
Million GS$
Year XJ XLDC  KINVFL XOD XUSWT EXIND MRM MID MC TMT XSERVS MSERVS CAB
High Estimate With No Growth In INVF

O 189.9 403.9 371.4 201.7 543.7 985.6 714.5 493.7 4 2,635.8 294.8 225.1 +122.3 @]
o 227.7 476.3 464.5 242.3 592.0 1,119.5 §01.3 559.2 92.9 3,021.8 342.4 252.9 +137.4 o
Z 271.9 552.2 548.0 250.8 680.0 1,308.6 910.8 706.6 103.6 3,516.6 403.3 304.7 +173.2 Z
- 327.3 640.4 624.1 317.6 779.5 1,494.9 1,026.8 851.0 115.4 4,038.0 470.0 333.6 = 188.v _
T
—- Low Estimate With No Growth In INVF 5

U 181.2 372.9 371.4 200.7 541.7 962.0 707.5 493.7 8§3.4  2,551.0 28¢.1 220.1 +79.9
=i 207.7 397.4 464.5 240.0 585.4 1,065.4 785.0 589.2 92.9  2,897.6 327.1 248.7 +41.8 =
Z 237.6 423.3 518.0 277.1 679.7 1,219.9 S84.2 703.6 103.6  3,312.1 378.2 286.2 +15.3 z
- 271.1 450.7 624.1 312.4 765.2 1,365.1 987.8 $51.0 115.4 3,75L.7 432.6 326.1 —48.3 .d:
— —
> High Estimate With 255 Growth In INVF >
— 189.9 408.9 371.4 201.7 543.7 685.6 714.5 513.7 §3.4 2,553.8 296.8 226.8 +102.6 e

227.7 476.3 497.0 252.5 625.5 1,164.6 814.8 634.1 92.9  3,123.8 354.3 269.1 +125.4

271.9 552.9 650.4 312.9 795.5 1,450.3 953.3 T82.7 103.6 3,772.8% 434.2 327.7 +200.1

327.3 640.4 839.2 35%4.9 1,001.1 1,792.4 1.116.1 966.1 115.4 4,351.3 529.9 39S5.0 +288.G

Low Estimate with 259 Growth In INVF

181.2 372.9 371.4 200.7 541.7 962.0 707.5 513.7 83.4 2,601.1 200.0 221.9 +60.0

207.7 337.2 497.0 250.2 61S.9 1,112.9 798.5 634.1 92.9 3,062.7 246.8 263.6 +31.9

237.6 423.3 650.4 309.2 783.2 1,363.4 926.7 782.7 103.6 3,568.3 409.0 309.2 +42.1

271.1 450.7 839.2 379.7 6S6.8 1,667.4 1,077.1 966.1 115.4  4,246.9 492.5 370.5 +51.7
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