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ABSTRACT
Taiwan, often neglected in the past, is being rediscovered by

the rest of the world, post-Tiananmen. Taiwan, mor@ver, is
increasingly conscious of the political leverage accming from i.ts sratus
as the world's eleventh largest trading economy. It is, for example, a
more important rnarket for Australian exports than China, and its
importance as a regional economic actor is growing rapidly. Last year
it was one of the biggest investors in ASEAN, China, Hong Kong and
Indochina. Domesticalln Taiwan is in transition from 4 Kuomintang/
mainlander dominated polity to one that is more attuned to the socjal,
political and economic needs of the Taiwanese people. Any
assessment about Taiwan, however, must be balanced by
consideration of certain risk factors, first and foremost amongst which
is the insistence by both Beiiing and the Kuomintang on reunificatiory
an objective currently unacceptable to most Taiwanese except on
conditions unacceptable to Beijing.

A specialist workshop on modern Taiwan was held in August
1990 by the Australian National Universi$/s Northeast Asia Program.
Subjects discussed covered Taiwan's economic modernisation formula
and its relevance for the 1990s; Taiwan's membership of regional
economic organisations; the two Chinas issue; Taiwan's growing
commercial ties with the mainland; the background to and current
developments in Taiwan's internal political development; the
military/Kuomintang dynamic; and the Australia-Taiwan
relationship. Papers from the workshop have been updated and
revised for inclusion in this monograph. They have been
supplemented by two detailed studies on Taiwan's maritime industry
and Taiwan's economic relationship with the United States.
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PREFACE

Stuart Haris

Taiwan was reported to have put its troops on full alert at the
time of the Tiananmen Square tragedy. In contrast, when I was in
China in August 199O academics in Xiamen University spoke of
ringrng their colleagues in Taiwan by $fD.

Despite some decline in the immediate post-June 1989 period,
Taiwanese investrnent in China now seerns to be at historically high
levels and in Fujian Province for the first time, it exceeds all other
sources. Apart from the obvious Taiwanese interest in profitable
invesbnent outlets, this trend is also consistent with Taiwanis offensive
designed to win the hearts and minds of those on the mainland by
exposing them to the Taiwan experience.

China, which generally gives preferred treatment to overseas
(including Hong Kong) Chinese, gives a higher preference to
inveshnent from Taiwary and despite continued restrictions formally
in place on investment by Taiwanese authorities, some of the largest
Taiwanese companies are interested in investing on the mainland.

So things are obviously changing rapidly and importantly for
Taiwan. It was generally agreed that Taiwan gained from the fune
evenb in Beijing, and that Beijing was on the defensive internationally.
On balance that remains true, particularly to the extrent that various
ambiguities in the relationship have been removed.

Yet Taiwan has lost the diplomatic battle, with Saudi Arabia,
Indonesia and Singapore opening diplomatic relations with China, and
South Korea possibly to follow. Taiwan on the other hand made only
marginal gains with Grenada and Liberia. It is not a battle Taiwan can
win. Pragmatism however is a worthwhile policy for Taiwan. The
Taiwanese authorities therefore have gone down the track of looking
to develop commercial and trade linkages using Taiwan's substantial
strength to advantage. Taiwan's pragmatism can also be seen in the
decision to develop laws dealing with its relations between Chinese on
both sides of the Taiwan Straits. This seems farsighted, and it is also a
significantly realistic acknowledgement of the existence of the
mainland government.
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At the same time Taiwan, which has effectively been an
independent society, has to handle this aspect sensitively, especially as
it moves away from an anachronistic mainland-based political system
to a parliamentary system that is more representative of Taiwan's
modern circumstances and one in which the difference between self-
determination and independence becomes less dear.

Obviously the Taiwanese sense of threat from the mainland
remains but new dimensions seem apparent. The threat of a blockade
or, as it is called, an interdictiory seems to be fading although increased
investnent on the mainland may make Taiwan hostage to the situation
in the future.

What we are seeing would aPPear to be a major
transformation in the development of relations between Taiwan and
China, and in Taiwan's handling of its own political and economic
development.

Our own relations with Taiwan are of maior interest, but they
need to be seen in their broader context. For example, if we accept that
one effective way into the Chinese market is through the overseas
Chinese, then the Taiwanese are clearly one of the more effective ways
this could occur. The public debate on Australia's position on its
relations with Taiwan has always reflected the fact that our
understanding of Taiwan is incomplete. Policy development is
handicapped by Taiwan's special position for which we lack
international models to follow, and it is made more comPlex by the
rapidity with which changes are taking place.

The following chapters are the proceedings of a oneday
seminar on modern Taiwan in the 1990s, the first we have had at the
Australian National University on the subject of Taiwan. With the
addition of the major study by Peter Rimmer on Taiwanls shipping
links with the rest of the world and another by Jiann-jong Guo and
Raymond Chang on Taiwan's economic ties to the United States, these
collected papers are intended to help fill some of the gaps and to
provide some underctanding of the changes under way inTaiwan and
likely to occur in the future. They are also intended to make clearer
what questions we still need to address. How has Taiwan succeeded
so well despite its handicaps? Where is it going economically? Where
is it going politically? How should Australia's policy respond etc.?



Preface xvii
This monograph gives some of the answers to these questions as well
as providing the background for an assessment of Taiwan's prospects
in the 1990s.





C}IAPTER 1

THE POIITICAI AND ECONOMIC SETTING

Raymond Chaog

From 1895 to 1945 Taiwan was under |apanese colonial rule.
|apan implemented a pollcy based on developing agriotlture in
Taiwan and industrialisation in fapan. Taiwan supplied 75 per cent of
fapanese sugar needs, and 30 per cent of fapanese rice needs; 40 per
cent of Taiwanese farmers were tenants, T-6 per cent were part-owners
and 34 per cent were ownercultivators. The rent payable was around
5G75 percent of annual yield.

Subsequently, reforms were carried out in Taiwan in three
phases between 1949 and 195.3. First, rent reduction set a limit of 37 per
cent of yield as farm rent. Second, the sale of public farmLand, and
third, a land to the tille/ program which forced private landholders to
sell their farmland to the government.

The interesb of the landlords were better protected in Taiwan
than in |apan. landlords were paid 2.5 times the annual yield, and
payment included compensation for immovable iEms like houses and
fruit trees. Seventy per cent of the compensation to the landlord was
paid in land bonds and 30 per cent in public enterprise stocks. These
stocks gave the vendors an important stake in Taiwan's industrial
development.

I would like to explain the social and political factors which
enabled the Kuomintang government's reform program to sucteed
after its mainland failure.

First, a strong and authoritarian goverilnent categorised the
domestic socio-political structure in Taiwan, which is quite different
from regimes in rnost developing countries, such as those in Latin
America. Before World War II, Taiwan was colonised for 50 years by a
strong alien state - fapan - and the native Taiwanese had never
organised themselves island-wide to govern Taiwan, prior to the
arrival of the Nationalist government in 1949.
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The rnainland inflow of over one million people induded the
military officers, high-ranking officials, bchnocrab and bureaucrats
etc. They had previously governed a population of 0.6 billion on the
mainland but suddenly found themselves confined to governing one
srnall island. On Taiwan however the organisation of the Nationalist
goverrunent was maintained as if it were still in China: governrnent
officials were preparing to return to the mainland. Thus a well-
organised and well-armed state administration, designed and
constructed to fight against Chinese warlords, and the fapanese and
Chinese communists for over thirty yean, easily dominated Taiwan.

The second factor was the weakness of sociepolitical intercst
groups on Taiwan. Taiwanese society lacked any form of organised
political power. In the months after February 1947, two years before
the land reforms comrrcnced, most of the Taiwanese intellectual,
political and social elite had been eliminated in confrontations between
mainlanders and Taiwanese. Mainlander suppression of local
opposition thus preempted political conllict over land reforrn

The third factor was the cnoperation of US aid agencies and
the Taiwan government on the landlord issue. The Korean War taught
Washington that prosperity and stability in Taiwan could help Prevent
communist penetration of Asia. Thereforc, from Washington's
viewpoinL the reorganisation of the farmers and the land reform were
seen as powerful weapons that would Prevent peasant radicalism in
Taiwan during ttre containment era.

The fourth factor was the will and the determination of the
Kuomintang government. The failure of land reform on the mainland
because of resistance from the landlords and warlords was an
important reason behind the Kuomintang's failure in mainland China.
The leaders of the Kuomintang on Taiwan fully recognised that the
only way to survive in Taiwan was to successfully implement land
reforms. It was partiorlarly significant therefore that the landlord and
warlord interests - the main obstacle to land reform in China - were
eradicated after the Kuomintang withdrawal to Taiwan from the
mainland.

The land reform program on Taiwan was important because it
secured the political loyalties of the peasants whilst removing the
political influence of the landlords. The Kuomintang Sovernment
received 74 per cent of the vote in local govemment elections before
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land reform. With land reform, the vote for the goverrunent increased
rapidly to 87 per cent in the 1954 elections and 90 per cent in7957.

land reform was important for social stability. Ordinary
peasants played a dominant role in the countryside and farmers'
associations throughout Taiwan. By easing the tension between
landlords and peasants, causes of social unrest and potential
confrontation were mitigated and social stability was thereby greatly
improved.

Economically, land reform played a very important role in
paving the way for Taiwan's later industrialisation and the
development of its exportJed economic strategy. First, it provided the
source of savings for capital accumulation. The economic incentives
that flowed from land reform encouraged agricultural production and
created the abundant agricultural surplus crucial for industrialisation.
The growth rate of agricultural production increased rapidly and
averaged 72.4 per cent over 1945-52. (This was much higher than in
Japan where for the same period the rate was 4.4 per cent.) It is
estimated that the capital outflow from the agricultural surplus in
Taiwan constituted 34 per cent of capital accumulation in 1950s. That
is remarkable.

Second, land reform generated the foreign exchange for
importing industrial equipment. In the 1950s, 8&90 per cent of
Taiwan's export earnings came from agricultural products and
processed agricultural products.

Third, land reform helped landlords to establish businesses
with the revenue they acquired from selling land to the government.

Fourth, the government's agricultural policies led to a surplus
of labour in the rural sector. Taiwanese farmers thus became the
reserve army of industrialisation by supplyrng the labour demanded in
a growing industrial sector.

In summary,land reform provided an excellent political, social
and economic foundation for Taiwan's economic development and, in
particular, for the governmen(s consistent and persistent obiective of
developing outward-oriented trade policies.

In other developing countries, in the Proc€ss of poliry reform
towards export promotion, the increasing burden of international



4 Modqn Taiwan in the 1,990s

payments and the conflict between various interest groups and
goverrunent may erode the goverrunent's determination to overcome
the difficulties it faces.

In Taiwan's case, however, the government did not encounter
strong resistance from entrenched interest groups, although many of
them incurred losses in the process of industrialisation and the general
reform. Iand reform played a very important role in this regard. So
too did the commitrnent of the government to formulating a trade
policy and implementing it.

How relevant are these factors today? First, the overwhelming
power of a strong authoritarian state, desperate to survive, no longer
edsts in Taiwan today. The old mainlander-controlled military
intelligence and bureaucratic networks have been weakened and are
largely inactive in the political process. Younger political leaders have
grown up with other social and economic leaders in Taiwan. The
function of the Kuomintang state machine is eroding as a consequence
of political democratisation and economic liberalisation.

Secondly, the relative importance and influence of various
business and social interest groups is rapidly increasing. New political
interest groups are becoming organised, particularly since 1986 when
martial law was lifted. The civil society in other words is becoming a
mapr actor in the shaping of Taiwanese politics. In any event, the
function of government is being diminished as a mafter of government
policy. Nonetheless the government, although playing a a minor role,
remains very effective - for example in its control of the supply of land
for the industrial sector.

A third factor is the changing relationship between Taipei and
Washington. The United States has long been a vital foreign policy
interest for Taiwan. In the past Taiwan loined with America in
opposing communist expansionism. However, that basis for the
relationship changed when the US established diplomatic relations
with mainland China. Subsequently, the rising American trade deficit
and Taiwan's large reserves of foreign o<change have forced Taiwan to
liberalise its economy and seek a different role in the international
economic arena.
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American influence in Taiwan in future will not be a strong as
it has been over the last thirty years. The nature of the relationship is
changing.

The US wants Taiwan to open its market and we have done
iust that. The only thing that we have got to negotiate with the US is
the extent of our overseas development aid and assistance. That will
become a major concern in the near future. For instance, Washington
has asked Taipei to participate in the Brady plan - a mini-Marshall
plan - to help the Philippines and to participate in assistance proirts in
Central and Latin America.

Taiwanese businessmen are flexible and attuned to
international market signals. They can adiust very quickly. For
instance, as a response to American protectionisr& Taiwanese business
switched to Asian counFies, the Soviet Union and Eastern Europe.

In summary, I expect internal democratisation and external
trade liberalisation will continue to Progress in Taiwan in the future
under the combined pressure of anti-protectionists in the West and the
rising influence of new political and economic interest gouPs inside
Taiwan.

Concerning the mix between Taiwan's state and private
enterprises, there has bcan a clear trend towards domination of the
economy by private enterprises. State-owned enterprises were
responsible for 36 per cent of capital accumulation in 1952-61 but this
figure had declined to 21 per cent in 198G88. In terms of salaries paid,
the share of state-owned enterprises decreased from 17 per cent to 9
per cent and in terms of value-added, it decreased from 20 Per cent to
12per cent over the same time frame.

Privatisation of state-owned enterprises is well supported by
the government, officials, intellectuals and business and by society
generally, although there is some resistance from vested interest
groups. The law to privatise state-owned enterprises is presently with
the Legislative Yuan. Once it is passed, the role of state enterprises in
Taiwan will be even further diminished.

I would like to focus now on Taiwan's international economic
policy.
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Taiwan is an island country about 14,000 square miles.
Australia, by comparison, is almost 190 times the size of Taiwan.
Taiwan is poorly endowed with natural resources, but it has the
second highest population density in the world. Because it has an
uncomfortable relationship with mainland CNna it has, for security
reasons, spent a very high proportion of is resources on non-
productive activities, e.g. &10 per cent of total labor resources is used
to maintain an arrny and up to 10 per cent of Gross National Product
(GNP) is spent on non-productive military expenditure.

What are Taiwan's culrent international bade policies ?

In terms of import barriers, tariffs on imports into Taiwan are
considered as the most significant barriers to hade. Taiwanls tariff
rate is a little bit higher than that in developed countries.

First, Taiwan is not a member of the General Agreement on
Tariffs and Trade (GATI), and has therefore not participated in several
multinational negotiations for common tariff reductions under the
auspices of GATT. Taiwan's high tariff rate moreover had not draw
any international attention until the recent upsurge in the U$Taiwan
trade imbalance.

Second, it has been difficult for Taiwan to reduce tariffs as
quickly as might be desirable because of government revenue
shortages. However with the benefits of recently inplemented tax
reforms, the government was able to cut the tariff rate by 50 per cent
over 80 per cent of total items, and it expects to cut the tariff to the
level of developed countries in three years.

In terms of manufactured products, non-tariff barriers in
Taiwan are not as significant as most people believe. The proportion of
non-tariff barriers to total manufactured import in Taiwan is much
lower than in |apan and the United States.

Taiwan has protected some agricultural products, but the
subsidies on its agricultural producb are much lower than in the
United States and most of the developed and developing ctuntries.

Taiwan's comparative position on agricultural subsidies from
7982-86 was as follows:



US
fapan
EEC
Canada
South Korea
Taiwan
Australia
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24.5 per cent
71.7 per cent
35.4 per cent
31.0 per cent
59.0 per cent
19.2 per cent
11.0 per cent (the lowest)

Many people believe that Taiwanese exporb benefit from
unfair trading practices adopted by Taiwanese businessmen and the
Taipei government. It is worth noting, however, that in investigations
in the United SAtes on antidumping and countervailing duty over the
perid 7979-85, Taiwan (the fourth largest exporter to the United
States) was ranked ninth. fapan was ranked first, West Germany was
second and Italy was third. South Korea was sixth. Only half of the
sixteen cases involving Taiwan were decided in the affirmative out of a
total of 342 dumping investigations.

In 352 countervailing cases investigated by the United States
over the period, Taiwanese government subsidies for export products
were shown to be very limited. Of the total of six cases brought
against Taiwary only two were confirmed. Arnongst countries
involved in the countervailing cases, Brazil was ranked first with 37,
Mexico was second with 29, and France was third with27. South Korea
was ninth with 12.

So we can qcnclude that, compard to other countries, unfair
export trade practices are quite limited as far as Taiwan is concerned.

On the exchange rate issue, we understand that unlike the
tariff and non-tariff barriers which affect only specific industries,
exchange rate adjustments affect all export and import competitive
industries. Taiwan's NT$ has appreciated dramatically following the
German mark and fapanese yen and appreciated much faster than the
Singapore dollar and South Korean won.

After reviewing Taiwan's import barriers, its export practices
and its exchange rate policies, the data show that the percentage of
imported goods to GNP in Taiwan is far above the world's average,
particularly when the size of the country is considered.



8 Modern Taiwan in the 1990s

I would like to suggest a trade formula for the 1990s. We
know that Taiwan is the world's thirteenth largest trading country,
with industrial output accounting for 94 Per cent of its total exPorts,
and around US$75 billion in foreign exchange holdings, the second
largest in the world. The average annual per capita income of Taiwan
now stands at about the same level as that of such European Economic
Community (EEC) members as Spain and Greece while it higher than
Portugal and Turkey. Taiwan understands the principles of the GATT
and the need to maintain a liberal international economical order. It
fully realises that maintaining orderly international economic
cooperation and a free economic system is the best way to solve
current international trade imbalances and the Third World's debt
problem. In recent years Taiwan has taken the initiative to loosen
control on foreign exchange, to lower import duties and to strengthen
protection on intellectual property rights.

Taiwan also realises that as a mairr tading country it is
obliged to make good use of its huge foreign exchange reserves to
promote its economic development experience and help other
developing countries. This will help boost international economic
cooperation. Taiwan therefore has established an Overseas Economic
Cooperation Fund with US$1.1 billion to provide capital and
technology to developing countries in need of economic development
assistance.

In the past, Taiwan played only a tiny role in the international
economic arena. However since the 1980s, Taiwan has gained strength
from ib growing export and import balance and huge foreign
exchange holdings. It is now convinced that it has the responsibility
and the capability in the 1990s to ioin in coordinating international
economic affairs in such intemational organisations as GATT, Asia-
Pacific Economic Cooperation (APEC), Pacific Economic Cooperation
Committee GECC) or even Organisation for Economic Cooperation
and Development (OECD). I hope the international community will
encourage this trend.

Taiwan's smallto medium-sized industrial firms constitute 97
per cent of the total number of companies, 70 per cent of the total
workforce,55 per cent of the total value added and 66 per cent of total
exports. These figures are much higher than the other Newly
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Industrialised Economies (NIEs) - Singapore, South Korea and Hong
Kong.

In the 1990s, because of the appreciation of the Nn$, small
firms were forced to move abroad to Malaysia, Thailand, Indonesia,
the Philippines and even to mainland China. Taiwan is the biggest
investor in Thailand, Indonesia and the Philippines, and is second to
]apan in Malaysia.

I predict this will create another trade triangle between the
United States, Taiwan and Asian developing countries. That is, Taiwan
will export machinery, technology and intermediate goods to the
Asian developing countries. The Asian developing countries in turn
will export commercial products to the EEC, USA and other developed
countries.

In future the trade balance between Taiwan and Asian
developing countries will increase in favour of Taiwan, while the trade
balance between the United States and Asian developing countries will
increase in favour of the latter. Trade between Taiwan and the United
States will correspondingly decrease. This triangular phenomenon is
similar to that which existed between IaPan, Taiwan and the United
States over the past thirty or forty years.



CHAPTER 2

CHINESE NATIONALIST POLITICS
IN TAIWAN UNDER THE TWO CHIANGS

]. Bruce Jacobsr

The death of President Chiang Ching-kuo on 13 January 1988
signalled a new political era for Taiwan. For over four decades,
Chiang Ching-kuo and his father, President Chiang Kai-shek, had
exerted strong leadership over the island stimulating substantial
economic reform and, as this paper demonstrates, a modicum of
political reform. However, in the eighteen months prior to his death,
Chiang Ching-kuo implemented three unprecedented and unexpected
reforms. These reforms, discussed at the end of this chapter, tolerated
the existence of an opposition party, abolished martial law, and
permitted Taiwan residents to visit the Communist mainland.2

I gratefully acknowledge that grants from the Australian Research
Crants Committee assisted much of the research that underpins
this paper.
I believe Chiang Ching-kuo
wished to lay a foundation
Although Chiang Ching-kuo came to be perceived as a reformer
in the early 1970s, earlier descriptions focused on his control of
the various military and security agencies, e.g. Allen Whiting,
'The United States and Taiwan', in The United Stata and the Far
Easf (The American Assembly, New York, 7956), p.185 and Peter
Schmid,'Letter from Formo sa', Cotnmentary, Y ol. 3Z No. 4, April
"19&,p.69. However, Schmid also suggests Chiang's 'personality
is wholly at odds with the myth. [People] describe him as ... a
reasonable pragmatist who wears no blinders, and is
astonishingly open in conversanon' (ibid.). Allen Whiting, who
knew Chiang Ching-kuo well in the early 1950s, also says Chiang
had reformist inclinations at that time (personal communication).

took these measures because he
for reform prior to his death.



Chinese Nationalist Politics in Taiwan Unilq the Two Chiangs 77

These dramatic changes and the subsequent important post-
Chiang developments in Taiwan's politics did not occur de norn, To
seek the roots of these final Chiang reforms, we must trace the four
decades of political development under the Chiangs.3

Politics in Taiwan from the Late 1940s to the Early 1980s

During World War II the Chinese Nationalists under Chiang
Kai-shek made clear their determination to return Taiwan to Chinese
control. F{owever, documentary evidence from the period indicates
the Chinese Nationalists had ambivalent feelings towards the
Taiwanese. On one hand, the Nationalists perceived the Taiwanese as
Chinese compatriots being returned to the Fatherland. Yet the Chinese
Nationalists also viewed the Taiwanese, rnany of whom had been
conscripted and fought in Japanese armies against the Chinese or acted
as |apanese spies, with suspicion. Thus, when Chinese Nationalist
leaders sent military forces to Taiwan to accept the fapanese surrender,
they failed to clarify in their own minds whether they were
dispatching armies of liberation or of occupation.4

This ambivalence towards the Taiwanese combined with a
cultural gap between the Chinese mainlanders and the Taiwanese to
create an explosive situation. When Chinese soldiers, who had never
seen a bicycle, tried to ride and fell off, they looked ridiculous to
Taiwanese. So did Chinese soldiers who bought taps and could not

Readers unfamiliar with Taiwan prior to the early 1980s may wish
to consult Taiwan: A Comprehensiae Bibliograptry of English-
language Publications; compiled by f. Bruce Jacobs, Jean Hagger
and Anne Sedgley (Borchardt Library La Trobe University and
East Asian Institute, Columbia University, Melbourne and New
York, 1984). The essay by |. Bruce facobs, 'Introduction: . The
Study of Taiwan', ibid., pp. 1-15, discusses the usefulness of
Taiwan in comparative studies and surveys the state of research
about Taiwan in a variety of disciplines.
For details, see J. Bruce |acobs, Taiwanese and the Chinese
Nationalists, 7937 -1945: The Origins of Taiwan's "Half-Mountain
People" (Banshan Ren)', Modqn Chitu, Vol. 14 No. 1, January
1990, pp.104-108.
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understand why water did not flow when the tap was placed against a
wall and turned on. Naturally, Chinese soldiers resented the laughs of
the Taiwanese and linguistic barriers made communication difficult.
In addition, small Taiwan received little attention during the great
storms of civil war which were building on the mainland. The Chinese
Nationalist cenhal govemment in Naniing (Nanking) made little effort
to control corrupt officials in Taiwan.

This explosive mixture finally ignited in the incident on 28
February 7947. Nter some demonstrations and brief rioting, Governor
Chen Yi agreed to negotiate Taiwanese demands. While ostensibly
negotiating, Chen brought in boops from the mainland who rutNessly
suppressed Taiwanese leaders around the island, killing several
thousand.s The resulting rift between Taiwanese and mainlanders
remained the island's rnost important political cleavage for many years
and still continues to influence the Political Process today.

On 1 October 1949 the Chinese Communist leadership in
Beiiing proclaimed the establishment of the People's Republic of China
(PRC). In south China, the Communists continued to defeat Chinese
Nationalist forces. Finally, in late 1949, Chiang Kai-shek left the
Chinese mainland for Taiwan, where he hoped to rebuild his strength
for a counter-aftack against the Chinese Communists.5 Most observers
believed the Chinese Communists would 'liberate'Taiwan sometime
during 1950.

In mid-1950 two developments, one external and one internal,
combined to grve the Chinese Nationalists in Taiwan a reprieve. The
North Korean invasion on 25 |une 1950 of South Korea persuaded
President Truman - uncertain whether the North Korean action was
local or a prelude for further Communist military action in Asia
and/or Europe - to place the Seventh Fleet in the Taiwan Straits to
prevent both the Chinese Communists from attacking Taiwan and the
Chinese Nationalists from attacking the mainland. This external
American intenrention in the Chinese Civil War gave the Nationalists a

The classic description of the 28 February 1947 incident is George
H. Kerr, Formos Betrryed (Houghton Mifflin, Boston, 1965), PP.
787-330; Ker was the American ViceConsul in Taipei at the time.
Chiang never again left Taiwan, dlnng there in April 1975 at the
age of eighty-seven.
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second opportunity to institute their 'levolutiona4y' goals, but the
intervention itself could not force the Nationalists to implement their
long-proclaimed programs.

fust prior to the Korean War, however, the Chinese
Nationalists, realising they had failed in their fistorical mission',
began their Party Reform of 195G1952. This internal development,
though an apparently crucial event in the post-1945 politics of Taiwan,
has received little attention from scholars. Preliminary interviews
suggest the Party Reform had two major, intenelated asPects- First,
theNationalist Party (Guomindang, Kuomintang) purged corruPt and
uncommitted Party members. Chiang lGi-shek specifically asked
several Nationalist officials, who held high office on the mainland, rof
to come to Taiwan or else to leave the island. For example, Chen Lifu,
the powerful Central Committee (CC) or Organisation Clique leader
on the mainland, left Taiwan to raise chickens in New fersey for
several decades until he was perceived as too old to wield political
power. Others received 'prestigious'positions remote from genuine
policy-making. The Party also conducted a complete re-registration of
Party members, thereby eliminating many uncommitted members and
preventing incompetent and cormpt elements from rc'entering the
Par$. Second, the Party Reform enabled the party leadership to
rebuild the Party organisation. Although the Part;/s founder, Dr Sun
Yat-sen, had attempted to re'organise the Nationalist Party with
Comintern assistance on democratic<entralist principles in 1924, the
Nationalist Party organisation on the Chinese mainland never attained
these objectives. After the Party Reform of 195G1952, the Nationalist
Party tightened its organisation considerably, though it never became
as strong or centralised as the Chinese Communist Party (CCP) or the
Communist Party of the Soviet Union (CffSU).

Politically, the 1950s in Taiwan had two important features.
First, an emphasis on control and security characterised politics during
the decade. At least six security agencies kept tight reins on political
activity and little political dissent was registered on the island.
Second, the government instituted land reform in the countryside. In
addition to important economic aspects, the land reform had trvo
important political consequences. First, land reform eliminated the
economic basis of the Taiwanese politicd elite and thus reduced the
threat of Taiwanese opposition to the Nationalists. However, some of
these former Taiwanese landlords did become very wealthy as
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industrial stocks, which they received in compensation for land,
appreciated sharply during Taiwan's economic growth. Second, land
reform gave the Nationalists considerable support and legitirnacy
among the rural Taiwanese population.T

During the 1950s two factors helped change the nature of
Taiwanls political leadership. First, age and death forced rnany of the
security<onscious leaders, who had been prominent on the mainland
prior to 7949, to leave Taiwan's political sc€ne. Second, the rapid
economic growth of the 1960s gave economic specialists and
technocrats a new voice and status within the political system. Thus,
by the end of the 1950s, Taiwan's top leadership included relatively
young, well-educated technocrats as well as increased numbers of
native Taiwanese.8

In the early 1970s a new spirit of reform and liberalism swept
through the political system. Many more youn& well-educated people
obtained high-level political positions, as did suhtantially increased
numbers of Taiwanese natives. The governrnent allowed inurnals of
opinion to publish 'constructivd criticism and the parameters of
political debate broadened considerably. New controls on cormptiory
never particularly flagrant in Taiwan since the early 1950s, were
enforced. International and domestic factors contributed to this new
liberalism. Internationally, the People's Republic of China (PRC)
replaced Taiwan in the United Nations in October 1971, President
Nixon visited Beiiing in February 7972, andJapan granted diplomatic
recognition to the PRC in September 1972. With the increasing threat
of diplomatic isolatiory Taiwan's leadership optred for openness in its
efforts to strengthen and unify the island's population.g Domestically

This comment is based on two years of field research which the
author conducted in rural Taiwan during the 1970s.
For details see f. Bruce lacobs, ?ecent lcadership and Political
Trends in Taiwan', The China Quartuly, No.45, fanuary-March
1971,pp.729-154. This article (pp.143-146) contains an analysis of
Chiang Ching-kuo's rise to power in the late 1960s.
Drrirg the early 7970s, Taiwan's most ubiquitous slogan, from
President Chiang Kai-shek's speech of 15 June 1971 to the
National Security Council, was: 'If we can all seriously and
honourably strengthen ourselves, the changes in the world will
not alarm us'.

7

E
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Chiang Ching-kuo, the eldest son of ltesident Chiang IGi-shek, began
tbe de facto suctession of his father by becoming Premier inMay 7972.
Chiang Ching-kuo, desiring to obtain as much support as possible in
the early days of his premiership, encouraged the liberalism and
reform, but in 1973 the goverrunent again began to reduce the scope of
political debate.lo

During the mid-1970s, Premier Chiang Ching-kuo basically
consolidated the gains of the early 1970s. In the late 1970s, however,
three important political events affected Taiwan's political future.
First, the Nationalist Party organisation attempted to increase greatly
the role of the Party in local politics.lr As part of this trend, the Party
exerted unprecedented pressure in the election of 19 November 1977.
Voters reacted negatively to this pressure and Nationalist Party
candidates suffered some stinging rebukes at the polls.l2 Following

On the liberalism of the early \970s, see Mab Huang, lntellectual
Fqmant for Political Reforms in Taiwan, 1,97L-7973 (Center for
Chinese Studies, University of Michigan, Ann Arbor, '1,970. For
background see Sheldon Appleton, Taiwan: The Year l1971,1ft
Finally Happened', ,Asian Suroey, Vol.12, No.l, fanuary 1972,
pp.32-37; f. Bruce Jacobs, Taiwanl9T2: Political Season, Asian
Suroey, Vol.13, No.l, fanuary 7973, pp.l02-712; and J. Bruce
Jacobs, Taiwan 1973: Consolidation of the Succession', Asiaz
Suroey, Vol.14, No.1, January 1974,pp.22-29.
This is documented in J. Bruce facobs, Local Politics in a Rural
Chine* Cultural Setting A Fielil Study of Mazu Towttship, Taiwan
(Contemporary China Centre, Australian National University,
Canberra, 1980, pp.29-30, 773-205.
For contemporary analyses of the November 7977 eler:tions see
Gerald McBeath, Taiwan in 1977: Holding the Reins', Asrlez
Sunny, Vol.18, No.l, fanuary 7978, pp.25-28 and f. Bruce facobs,
Taiwan 1978: Economic Successes, Intemational Uncertainties',
AsianSuruq, Vol.19,No.l, fanuary 7979,pp.20-23. A much more
comprehensive analysis of the November 1977 election, placing it
in historical perspective, appears in j. Bruce |acobs, ?olitical
Opposition and Taiwan's Political Future', The Australian lourwl
of Chinae At'fairs, No.6, July 1987,pp.27-35. A detailed view of the
election in one rural township appears in facobs, Incal Politics ...,
pp.782-202.

1l
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ttris electoral 'defeat', Chiang Ching-kuo sacked Li Huan, the liberal
Director of the Party's Organisation Department, and the Nationalist
Party began implementing internal reform.l3 Second, in May 1978
Chiing Ching-liuo shifted from the Premiership to the Presidency,
though he retained his post as Chairman of the Nationalist Parly.l4 As
President, Chiang Ching-kuo became less involved in day-today
administration. Ttrird, Tiiwanese observers argued that a new type of
political opposition came to prominence during the aborted-campaign
ior the 23 

-D-ecember 
1978 election (which was PostPoned following the

announc€ment on 15 December that the United States would recognise
the PRO. Actording to interviews conducted at the time, this new
type of political opposition - younger and befter educated than its
freOeceslors - demanded fundamental change in th9 poli$ul system.
in mid-1929 it established the Formos Magazine (Meiliilao), which
published four issues during August-November and conducted
numerous political rallies throughout the island.

The Lei Zhen case of 1960, when I.ei and several other persons
attempted to establish a china Democratic Party, confirmed that the
Nationalist Party would not tolerate a genuine opposition ?arty. In
May 1979, Shi Mingde, a former political prisoner who would become
aliey Formw Magazine leader, told the writer that the new political
opposition intended to organise a party, but that they would not use
the word 'pary. Subsequently, the Formos Magazine group did
establish a strong organisation with a 'Service Office' in each county
seat and municipatity. when the Formosa Magazine demonstration in
Gaoxiong (IGohsiung) for World Human Rights Day on 10 December
l9Z9 turned violeni, the conservatives in the Nationalist Party
prevaild, and a massive crackdown on the Fwmos Magazine
organisation led to many arrests and long prison terms.lS

The unwillingness of the Nationalist authorities to tolerate an
opposition political organimtion thus provides a first explanation for
thc crackdown. A second explanation relates to the fear in Taiwan due
to the impending termination of the Mutual Security Treaty with the
United States. Although the United States recognrsed Beiing from 1

On these Party reforms see Jacobs, Taiwan 7978',pp.22-24.
Ibiil.,pp.2*26.
For more details and analysis, see Jacobs, ?olitical Opposition ...',
pp36a0.

l3
l4
l5
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lanuary 1979, the Mutual Security Treaty continued in force for a year
as the United States, in accordance with the trea$/s provisions, had
given one yeay's notice. Thus, the apparent security danger escalated
on 1 fanuary 198O and the non-partisans' actions, whidt appearcd to
threaten solidarity in a time of perceived crisis, received less sympathy
both in and out of the Nationalist Party than they might have received
in more secure times. Finally, as dirussed in the next section, the
Nationalists have emphasised 'social stability', and the non-partisans'
actions, (especially the violence in Kaohsiung), threatened this
stability.ls

Both the Nationalist Party and the non-partisans argue that
Taiwan's voters cast their ballots on the basis of party affiliation.
However, detailed observation of three elections during the 1970s17
and a statistical analysis of the 79n electionl8 demonstrate
conclusively that Taiwan's voters, at least in the 1970s, cast their
ballots on the basis of particularistic ties Quanrt) rather than party
affiliation. In the early 1980s, several family members of imprisoned
Formosa Magazine leaders won election to posts, but 'sympathy votes'
Gongqing piad nther than support for the Formos Magazine Programs
apparently accounted for much of their electoral success.l9

Two Paradoxes of Politics Under the Two Chiangs

In order to understand politics under the two Chiangs, we
must analyse two paradoxes of politics in Taiwary both of which may
be unique among the world's variety of political systems. First,
despite its proiection of a strong conservative, anti{ommunist image
externally, the Nationalist system has implemented progressive social
policies. Second, the Nationalist system has simultaneously
incorporated elements of 'liberal democrag/ and 'kninist
authoritarianism'.

In its international contest with the PRC from the 1950s to the
1970s, the Nationalist government on Taiwan had to seek support from

16 For further details and analysis, see ibid.
r7 Jacobs, Local Politics..., chs.7{.
18 facobs, ?olitical Opposition ..;,pp.U-35.
19 On'sympathy votes', seeJacobs, Iocal Politia ..., pp.7il,166'.
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foreign anti{ommunist'conservatives' because liberal' and left-of-
centre elements almost invariably supported the PRC. This, together
with the reactionary impressions of the Nationalists remaining from
the pre'1949 mainland period, gave the Nationalists on Taiwan a very
conservative image. In fact, the Nationalists implemented quite
progressive social policies in Taiwan.

The Nationalists attributed their downfall on the mainland to
social instability whictr, according to Nationalist analyses, the
Communists used to undermine the Nationalist regime.
Consequentlt the Nationalists have placed a high priority on 'social
stabilit5/ Ghehui anilinfl in Taiwan. According to senior Nationalist
officials, nothing creates greater social instability than hunger. Thus,
the Nationalists have created both forrnal and inforrnal welfare
networks to take care of needy families and individuals. My own
research in the Taiwan countryside, as well as newsPaPer articles,
revealed that the local Party organisation would mobilise its resources
and supporters when a family encountered difficult circumstances or
children were left orphaned.

This emphasis on social stability induced policies which
created considerable equality in income distribution during Taiwan's
outstanding economic growth. In 1952, the top 20 per cent of Taiwan's
families had 15 times the income of the bottom 20 per cent but, by
1970, the top 20 per cent earned only 45 times more than the boftom 20
per c€nt.20 Anyone familiar with rural Taiwan during the 1970s can
testify that even in the poorest sector of Taiwan's economy, the
agricultural countryside, new prosperity reached almost all
households. A recent longitudinal study by David Schak dramatically
illustrates the upward socio-economic rnobility which exists in Taiwan.
In the early 1970s, Schak deliberately selected two of the poorest Taipei
communities for field research, a beggars' den and a welfare
community. When he conducted follow-up studies a decade later, he
discovered that most of his subjects had'bettered their socioeconomic
position, both absolutely and relative to the wider society ... [I]n
Taiwan ... absolute poverty is no longer Present and ... the means exist
for families to move from poverty to a mainstream standard of

20 These statistics come from K.T. Li, The Erperience of Dynamic
EconomicGrowth onTaiwan (Mei Ya Publications, Taipei and New
York,7976), p.150.
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living'.2l Thus, despite their conservative external image, the
Nationalisb have pursued progressive social policies.

The Nationalist system on Taiwan also combined seemingly
contradictory democratic-liberal and Leninist-authoritarian elements.
The system exhibited many characteristics of a L,eninist one-party
system, yet the Nationalist Party exposed itself to relatively free
elections in which its nominees lost with surprising frequency.22 No
less an authority than Professor fuan Linz believed this combination of
features unique in the world.23

The Three Refornrs otl98fil987

The preceding analysis shows that the dramatic reforms in the
last eighteen months of President Chiang Ching-kuo's rule had
important antecedents in the previous decades. As noted above,
Chiang Ching-kuo recruited increased numbers of younger, better
educated persons as well as more Taiwanese into high political
positions, beginning in the late 1960s. Until the 7970s, rnost of the
Taiwanese who gained political power under the Nationalists in
Taiwan had gone to the mainland during the fapanese colonial period
(1895-1945) and rehrrned with the Nationalists after 1945. Taiwanese
referred to these returning Taiwanese as tralf-mainlanders' (banslnn

David C. Schak,'Socioeconomic Mobility and the Urban Poor in
Taiwan', Moilern China, Vol.15, No.3, fuly 1989, pp.34G373. The
quoted passages are from pp.346,373. For an excellent, recent
analysis of Taiwan's relative equality, see Susan Greenhalgh,
'Supranational Processes of Income Distribution', in Edwin A.
Winckler and Susan Greenhalgh (&s), Conteniling Approacha to
the Politictl Eanomy of Taiwan (M.E. Sharpe, Armonk, New York,
1988), pp.67-100.
A more extended analysis appears in J. Bruce Jacobs, 'Paradoxes
in the Politics of Taiwan: Lessons for Comparative Politics',
Politia, Vol.13, No.2, November 1978, pp.239-2a7.
At a conference on Taiwan held at Columbia University in New
York during December 1980.

2l
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reil.24 However during the 1970s two groups of Taiwanese both
without mainland experience, gained new political prominence.

The first group won office through electoral politics, usually
becoming county exeortives, the highet popularly elected executive
office in Taiwan. Chiang Ching-kuo, finding this group capable,
appointed its members to higher offices in the Provincial and Central
goverrunents. For example, after winning election as Nantou County
Executive in 1,967-1972, Lin Yanggang was appointed Director of the
Provincial Governmenfs Departrnent of Construction (7972-1976),
Mayor of Taibei (197G197U, Governor of Taiwan (1978'1981), Minister
of the Interior (1981-1984), Premier (19U-7987), and Head of the
|udicial Branch lyuan) (1987-present).

The second group, who achieved eminence as technocrats,
were later recmited to political office. For example, [,ee Teng-hui, a
specialist in agricultural economics, obtaind postgraduate degrees
from lowa State and Cornell universities. He gained renown working
in the Joint Commission on Rural Reconstruction $CRR). Later he
became Minister without Portfolio (1972-1978), Mayor of Taibei (1978-
1981), Governor of Taiwan (1981-1984), and Vice'President (1984-1988).
After Chiang Ching-kuo died, Lee succeeded to the Presidency of the
Republic of China on Taiwan, and won a sixTear term as President in
1990.

As noted at the beginning of this paper, President Chiang
Ching-kuo implemented three important reforms in the last eighteen
months of his life. The first reform permitted the existence of an
opposition political organisation, the Democatic Progres.sive Party
(DPP), which the non-partisans (dangwai) founded on 28 September
19t!6. On the basis of precedents, discussed in this paPer, the DPP
leaders would have been arrested, yet they continued their activities
and contested the December 1985 election under the DPP banner, and
have continued to remain active to the present. Whether the
Democratic Progressive Party can actually replace the Nationalist
Party as the ruling party remains to be seen, but existence of a legal,

24 On these tralf-mainlander'Taiwanese, see ]acobs, Taiwanese and
the Chinese Nationalists'. On the term banshan ren,literally tralf-
mountain person', w ibiil., p. 86.
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opposition political party has fundamentally altered the nature of
Taiwan's political system.

In his second important reform, Chiang Ching-kuo abolished
martial law. On 15 October 1986, less than three weeks after the
founding of the DPP, the Nationalist ParV announced the decision to
end martial law, a decision which was implemented in luly 1987.
Martial law had existed in Taiwan since 1950, and had been used by
foreign critics to demonstrate the authoritarian nature of Taiwan's
political system. In fact, martial law did not affect the vast rnaprity of
Taiwan's residents; it manifested itself primarily in arrests by the
Taiwan Garrison Command and in miliary court (rather than civil
court) trials for important political prisoners. Academics and others
had long called for the abolition of martial law, arguing that Taiwan's
security did not require martial law and that it impeded Taiwan's
foreign relations. Thus the abolition of martial law in 1987 changed
very little in itself; it had primarily symbolic value.S

President Chiang Ching-kuo's final reform took place in
October 1987 when Taiwanese were allowed to visit the mainland.
This decision followed considerable lobbying and demonstrations on
the part of retired mainlander servicemen desiring to visit their native
places before dyr.g. Although only persons with relatives on the
mainland who did not hold government positions in Taiwan were
originally allowed to visit the mainland, in fact these restrictions have
loosened dramatically and many thousands of Taiwanese have visited
the mainland as tourists. For almost forty years Taiwanese had not
been allowed news of the mainland, and many felt the mainland could
not be as bad as Nationalist anti{ommunist propaganda had
portrayed. The visits, in perhaps their most important, though
unintentional, consequence, punctured the myths about the mainland
which existed on Taiwan. The Taiwanese visits to the mainland,
which the PRC welcomed (together with the Beijing massacre) more
than any other single factor have damaged the prospects for
implementing Beijing's 'one nation, two systems'policy.

25 At the conference which led to this book, Dr C.L. Chiou, while
basically agreeing with this analysis, stressed the importance of
the abolition of martial law to the leaders of Taiwan's political
opposition.
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The world has focused on Taiwan's dramatic economic
successes. Yet this economic development, and its attendant socid
consequenc€s, could not have occurred without political will and
direction. This paper has shown that Taiwan's political system cannot
be easily described or categorised. Nor can we easily pedict its future
direction. Yet should Taiwan peacefully evolve from dictatorship to
democracy, a distinct possibility, the Taiwan case will have
extraordinary importance to mankind.



CHAPTER 3

THE RELATIONSHIP BETWEEN THE
KUOMINTANG AND THE MILITARY IN

TAIWAN

Brian G. Martin

This article discusses the political relationship between the
military and the Kuomintang (KMT) in the Republic of China (ROC)
on Taiwan. In approaching this subiect two observations can be made
at the outset.

The first is the relative scarcity of studies which analyse the
role of the military in the ROC's political development.l This is
sulprising, given the fact that the ROC has had many of the
characteristics of a garrison state for most of its history, with the result
that the military have played a key role in the counb/s evolution that
has gone well beyond the function of providing for the extemal
defence of the state. The military, through its role in the martial law
regime, was in fact an integral part of the authoritarian Party-State
system which developed in the ROC between 7949 and1987.

In the second place the ROC armed forces consume enonnous
human and fiscal resources of the state. They rank among the largest
armed forces of any in the world, as a proPortion of the population.
The active military, for example, numbering 405,000, rePresent 2 Per
cent of the island's population; but if the reserves of 1,657,800 are
included, this figure rises to a significant 10 per cent of the population'
The ROC's spending on defence, which stands at 35 per cent of the
government's total budget for Fiscal Year (FY) 7989/90, is the highest
in Asia (in relative terms).2

A partial exception is the recent workby Cheng Hsiao-shih, Party-
Military Relations in the PRC and Taiwan: Paradoxa of Control
(Westview Press, Boulder, Colorado, 1990r.
Pacific Defence Reportu, 1990 Annual Reference Edition, P.172;
T aiwan: Country P r ofile 1.9 89 -90, p.6.
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The present article falls into three parts. It begins with an
outline of the main elements which have helped shape the militaq/s
political role during the martial law period. It then moves on to a
discussion of the readiustment in the military's political role in the
post-martial law period which was initiated by Chiang Ching-kuo's
ieforms of 19t36/87; and it concludes with an assessment of the
militarS/s continuing political role in the ROC in the 1990s.

Factors Shaping the Military's Role in ROC Politics
During the Period of Martial Law,1949-87

The militar/s role in the politics of the ROC for most of its
perid on Taiwan (1'949-87) has been shaped by a number of factors, of
which the following are perhaps the most significant.

First, the ROC armed forces constitute a Party Army and ate,
therefore, an integral element of the KMT Party-State- The
reorganisation of the KMT on a Leninist basis by Sun Yat-sen in 7924
involved the adoption of the Soviet model of an ideologically
motivated military- To achieve this the Whampoa Military Academy
was established in Canton to train an officer corps for the new army,
and its program devoted as much time to political indoctrination in the
KMT's revolutionary ideology, which was based on Sun Yat-sen's
Three Peoples Principles, as it did to military training. In this way a
politically indoctrinated officer corPs was creatd. The Whampoa
graduates were instrumental in the success of the Northern Expedition
192G28, which brought the KMT to power. In the 1930s and 1940s
they formed the inner circle of the KMT military. It was from their
ranks that Chiang Kai-shek drew his key military advisers.3

At the same time, a system of political commissars, known as
the Party Representative System, was established within KMT
military units.4

Although less emphasis was placed on ideological
indoctrination after 192& the Central Military Academy in Nanking

F.F. Liu, A Military Hbtory of Moilun China,l'924-'1.949, (Princeton
University Press, Princeton, NJ, 1956), pp.8-35, 74-80.
Cheng Hsiao+hih, Par$-Military Relations "., pp.18-?3.
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did continue to combine military training with some form of political
indoctrination. The latter emphasised anti-communism and extolled
Chiang Kai-shek as the supreme leader of the nation. All officer
graduates had to be members of the KMT.

After their defeat in the Civil War in 1949 and the subsequent
retreat to Taiwanby the Kuomintang the system was overhauled. One
key aspect of the reorganisation of the KMT Party-State canied out in
1950-52 was the re-establishment of a system of political commissars in
the military. Their role was summarised by Chiang lGi-shek in a
speech in January 1952 as follows:

The political officer not only should be the pioneer of
the troops in war, but should serve as the protector of
the rank and file, the bridge for the military and the
civilian sectors, and the coordinator of the Party, the
government and the military.s
In fulfilment of these functions, therefore, the political

commissars established KMT party cells in the military units and
conducted political indoctrination of a strong anti-communist
character. As a result of this reorganisation roughly 35 per cent of the
military (that is, 210,000 out of 600,000) were KMT party members by
79Y.6 Secondly, these institutional links of the military with the
Party-State were reinforced by strong links of personal loyalty to
Chiang Kai-shek. This was especially the case among the officer corps.
Chiang was the Superintendent of the Whampoa Military Academy
from 1924 to 1,926; and after 1928 he was Head of the Military Affairs
Commission (MAC) through which he controlled the military
resources of the KMT state. He was thus the predominant figure in the
KMT govemment. Throughout the 1930s CNang dominated the
civilian Party leadership and his military headquarters became a de

facto alternative government. By 1937, in fact, he had successfully
transformed the Party into an instrument of his personal power.

This state of affairs continued on Taiwan. After 1949, Chiang
Kai-shek ensured that the reconstituted KMT remained under his

s lbid.,p.42.6, Hung-mao Tien, The Grut Transition: Political anil Social Change in
theRepublic of China (Hoover Institution Press, Stanford, C4 1989),
P.68.
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control. This was in part the purpose of the Party reorganisation of
195&52. At the same time Chiang made certain that his son, Chiang
Ching-kuo, also developed important links with the military. He
delegated the task of establishing the system of political commissars in
the military in 195G52 to Chiang Ching-kuo; and from this period the
younger Chiang developed a close relationship with military
intelligence and the Taiwan Garrison Command.T By these means the
institutional allegiance of the officer corps to the Party-State becarne
inextricably entwined with ie personal loyalty to Chiang Kai-shek,
and later to his son Chiang Ching-kuo. In other words the ROC
military was an important instrument of Chiang's personal rule and a
mapr prop of the so-called Chiang dynasty'.

The third factor which defined the military's role in the KMT
Party-State prior to 1987 was the martial law institutions themselves.
It was the unresolved civil war and the ROC's claim to rule all China
which provided the context for the enhanced political role of the
military on Taiwan from the 1950s through to the 1980s. The two
institutions through which it exercised a degree of domestic political
control in this period were the Taiwan Garrison Command and the
National Security Council. The Garrison Command was established in
1950 to adrninister the martial law regime instituted in December 1949
for the duration of the perid of tommunist insurgeng/. With a total
complement of 5,000 men it operated under the auspices of the
Ministry of Defence and exercised extensive police and iudicial Powers
over the civilian population: it tried those accused of 'treason',
censored the media, controlled ingress and egress to and from Taiwary
and maintained social order.

The military, through the activities of the Garrison Command,
exercised powers which contravened the provisions of the 1947
Constitution. Hung-mao Tiery for example, has estimated that in the
3Gyear period 195G,'1986, about 10000 cases involving civilians were
decided by militaqy courts, in violation of Article 9 of the

7 Hung-mao Tien, Thc Grut Transitbn; Simon [ong, Taiwan to
1993: Politics aercus Prospnity, Economist Intelligence Unit, Special
Report No.1159, fune 1989, P.5; John F. Copper, tnding Martial
Iaw in Taiwan: Implications and Prospects', Iournal of Northeast
,4sian Studia, Summer 1988, p.5.
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Constitution.8 In 1970 the powers of the Garrison Command were
increased by the Ministry of Defence to include restrictions on such
civil rights as the right to publish, the right to practice religion,
freedom of speech, freedom of assembly, privacy of correspondence,
the right to petition and to give academic lectures.The official
justification for these further restrictions on civil rights was the state of
war which the govemment argued continued to exist between the
ROC and the People's Republic of China (PRC).

Two dramatic examples of the use of coercive power under the
martial law regime were the Kaohsiung incident of 1979 and the
murder of Henry Liu in 1984. A violent clash between opposition
Tangwai demonstrators (who belonged to the Broup associated with
the iournal Formosa) and security forces in Kaohsiung on 10 December
1979 resulted in 50 activists being tried under martial law and
sentenced to prison terms of three years to life. It has been alleged that
the security and intelligence organisations manipulated or even
instigated the Kaohsiung riot in order to create a pretext for the
authorities to eliminate the Tangwai movement, and that the seorrity
forces mobilised local gangsters for this purpose.9

The murder of Henry Liu, a prominent critic of the KMT and
of Chiang Ching-kuo, in Daly City, California in October 1984 caused
serious tension in ROC-USA relations. From an investigation of the
murder, undertaken at the insistence of the USA" it emerged that the
Director of the ROC's Military Intelligence Bureau, Wang Hsi-ling,
plotted with the leaders of a gangster group, Chen Chi-li and Wu Tun
of the Bamboo Union (Chu-lien-pang), to kill Liu. Wang was tried and
sentenced to life imprisonment on 19 April 1985. Chiang Ching-kuo
did not remain unscathed by the incident: allegations that Liu had
been killed on the orders of Chiang's sory Chiang Hsiao-wu, gained
sufficient currency to compel the younger Chiang to deny publicly that
he had any gangster connections.l0

E

9
Hung-mao Tien, The G r eat Tr ansi tion, p.1.1"1..
C.L. Chiou, 'Politics of Alienation and Polarization: Taiwan's
Tangwai in the 1980s', Bulletin of Concuned Asian Scholars, Vol.18,
No.3, july-September 1.986, p.22.
,Asia Yurbook 7986, pp.242, 272; Far Eastern Economic Reuieu)
(FEER), 31 |anuary 1985; FEER, 21 March 1985; FEER, 4 April
1985; FEER, 2 May 1985.
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The second important martial law institutiory the National
Searrity Council (NSC), was created in 7967 as an instrument to
implement the Temporary Provisions (whose full title is the
Provisional Amendments for the Period of the Mobilisation of the
Communist Rebellion). These were first promulgated on 10 May 1948
and subsequently amended three times, in 1960, 1965 and 7972. The
purpose of these provisions was to broaden the executive Power of the
President by circumventing the constitutional constraints on the
exercise of that power. Specifically, the Temporary Provisions give the
President the power to extend indefinitely his term of office beyond
the two'term restriction prescribed by the Constitution; to make
changes in the organisation and personnel of the central Sovernment
and to alter the membership of the three national representative bodies
(the National Assembly, the Legislative Yuan and the Control Yuan);
and to 'take emergency measures to avert imminent danger to the
security of the State or of the People - without being subject to the
procedural restrictions prescribed in ... the Constitution'.ll Under
Chiang Kai-shek and Chiang Ching-kuo the NSC became one of the
power centres in the executive goverunent, and its Secretary€eneral,
who was always a military figure, consequently became one of the
most powerful advisers to the President. The current Secretary-
General is Chiang Wei-kuo, the half-brother of Chiang Ching-kuo.

A fourth factor which accounts for the importance of the
military in the ROC system is the fact that the officer corps has
constituted a major element in the mainlanders'Power structure in the
ROC. From the 1950s through to the 1970s senior and middle levels of
the Officer Corps were almost entirely mainlander in composition.
Over the past forty years of the ROC on Taiwan, from 1950 to 1988,
mainlanders constituted an average of 91.84 per cent of all generals,
lieutenant-generals and mairrgenerals; 79.67 per cent of all colonels,
lieutenant-colonels and majors; and 67.73 per cent of all captains and
lieutenants. Although the dominant position of mainlanders in the
officer corps has declined since the 1950s, nevertheless they still
constitute a clear maiority in all ranks of the officer corPs, and an
overwhelming majority of senior officers. Until very recently, when
senior Taiwanese-born officers were under review for promotion they

ll Hung-mao Tien,The Great Transition,pp.2T3-274.
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were asked invariably whether they considered themselves Chinese or
Taiwanese.l2

Finally, the military has developed extensive economic
interests in the ROC, through the activities of the conglorrrerab set up
by the Veterans' Administration, VACRES (Vocational Assistanc€
Commission for Retired Veterans); and subsequently by the creation of
an indigenous military/industrial complex. VACRES was established
in 1954 to provide medical, educational and employment services to
veterans. Mobilising the labour of the able.bodied veterans, it
subsequentlybecame involved in a number of economic activities, the
most important being the construction business. It is cutmtly a rnapr
conglomerate ernploying 13,000 people with an annual turnover of
us$500,000,000.13

Since the late 1970s the ROC government has developed a
military/industrial complex in response to the increasing prcblems in
gaining access to stateof-the'art US military technology after
normalisation of relations betwcren the US and PRC. The key
institutions in this complex are the Chung Shan Institub of Science
and Technology, which is the ROC's main facility specialising in
defence research and developmeng and the Aero-Industry
Development Centre. These institutions are currently involved in the
development, intn alia, of modern guided missile frigate (based on
the US Navy FFG class); an indigenous defence fighter (IDD; and the
production of air-to-air, anti-ship and surfaceto-air missiles. There are
also persistent allegations of the involvement by the Nudear Energy
Research Institute, a subordinate organisation of the Chung Shan
Institute of Science and Technology, in the development of nuclear
weapons technology.l4 The activities of the ROC's military/industrial
complex ensure that the military continues to play a mairr role in the

lane's Defence Weekly,9 December 1989.
General T.R. Milton, (ret.), Taiwan Goes it Alone: A Situation
Report on Independent Taiwan at Age Thirt/, Air Forcc lvlaguine,
January 1980, pp.4742; Jotur Mingsien Lee, 'Existential
lmperatives and the Future of the Kuomintang', ,4sian Affaba,
Summer 1986,p.74.
Republic of China 7987, p.172; FEER, 30 |uly 1987;Dt Peter Kien-
hong Yu, 'Taiwan: Island Still Has Vital Role', Pacift Defence
Rqortn,May 7989, p.51; FEER,31 March 1988.
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industrial/high-tech economy of the ROC, which in turn strengthens
the militarS/s influence in the political process.

The Military and the Politics of Transition Since 1987

Given that the Party Army is an integral part of the Party-
State, reform of the latter would necessarily have implications for the
forrner. The reforms initiated by Chiang Ching-kuo in 1986{7 (the
abolition of martial law), together with the demands of significant
sections of the population (notably the business community) for closer
economic relations with the PRC, undermined the two rnaiJr
justifications for the military's involvement in the domestic politics of
the ROC, the martial law regime and an active and uncompromising
anti-communism.

Chiang Ching-kuo's decision to introduce reforms and lift
martial law was a response to a combination of domestic (Taiwanese)
and foreign (US) pressures. It reflected a general realisation within the
KMT political elite that the existing structure of the KMT Party-State
had to be recast to ensure its survival in rapidly changing domestic
and international circumstances. Such major changes involved a
reconsideration of the role of the military and a definition of its
relationship with the state. Chiang Ching-kuo had long dernonstrated
a concern about the military's political role under the martial law
system. Throughout his presidency he had used the system of regular
rotation of military leaders, for example, a9 a means to limit their
penchant for interference in domestic politics.

Events in the early 1980s brought these concerns to a head.
During 1981-83, when Chiang was incapacitated by serious illness
(diabetes and major eye surgery), an ad hoc leadership group known as
the 'I-iu Shao-kang Office' became the de facto power centre in the
government. This organisation, which was established in 7979, was
controlled by General Wang Sheng, Director of the General Political
Warfare Department and a member of the KMT's Central Supervisory
Committee (CSC - the KMT's equivalent of the Politburo). Chiang,
alarmed by Wang's political ambitions, ordered the Office disbanded
in May 1983, removed Wang from his post as Director of the General
Political Warfare Departrnent, and sent him into virhral o<ile as the



The Relationship Betwem the Kuomintang anil the Military inTaiwan 31.

ROC's Ambassador to Paraguay.ls Over a year later, in October 1984,
the involvement of ROC military intelligence in the assassination of
Henry Liu, as noted above, was the cause of a maior international
embanassment for the ROC. It threatened the ROC's relationship with
the USA at a sensitive time. The ROC was then dealing with the
problem of continued US military support created by the second
Shanghai Communique of 1982.

It would seem that these developmenb had persuaded
Chiang, by 1985, that the military should play no role in choosing his
successor as president. In an interview with Nauswe*in October 1985,
in response to a question about the possibility of the military asserting
itself after his death, Chiang Ching-kuo stated categorically:
'Absolutely not. I pointed out last year there would be no military rule
whatevey'.

In june 7987 a new National Security law replaced the long-
standing provisions of martial law. The new law sought to define state
security in a way which drastically reduced the opportunities for
military control over the activities of the civilian population. As Mah
Soo-lay, the General Secretary of the Kuomintang, stated in October
1986: 'lJnder the new national security law the military's role in
governing civilians will be reduced as much as possible'.l5 In
conformity with this approach the National Security Law provided
that no civilians would be subject to military trial (Article 8); and that
entry and exit from Taiwan would no longer be controlled by the
Taiwan Garrison Command (Article 3).17

With the end of martial law, political critics of the government,
mainly associated with the newly legalised opposition Democratic
Progressive Party (DPP), have called for the severance of the links
between the military and the KMT. They want, in other words, an end

15 Hung-mao Tien, The Grut Transitian, p.81; Cheng Hsiao-shih,
Party-Military Relations ..., p.56.76 FEER,30October 1986.17 \lational Security law During the Period of National
Mobilization for Suppression of the Communist Rebellion' in |ohn
F. Copper, A Quiet Rnolution: Political Daneloryent in the Rqublb
ot' China (Ethics and Public Policy Center, New York, 1988), pp. g-
51.
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to the phenornenon of the ROC military as a Party-Army. They have
also demanded that significant reductions be made in the defence
budget and standing army, and that the military be held more
accountable to the civilian process. Some progress has been made in
this direction. Since 1989 the Ministry of Defence has had to report
regularly to the Legislative Yuan on the status of ib policies and
various defence proiects.l I

On the other hand, it can be argued that important aspects of
the political culture of martial law still continues in the ROC. Military
leaders, such as General Hau Pei-bun (the former Chief of the General
Shff and culrent Prime Minister), remain apprehensive about the
effect of political reforms on intemal security and stability. When
President Lee Teng-hui held an emergency meeting in the wake of the
serious riots in Taipei of 20 May 1988, for example, some participants
at the meeting suggested the need to impose a 'partial state of
emergengy' to counter'urban guerrilla' type fighting. The advice was
rejected by L"ee.tr

At the same time, key elements of the former martial law
reguLations have been retained in the new National Security Law.
Artide 1, for example, states that the purpose of this law is to
'safeguard national security and maintain social stability during the
perid of national mobilisation for suppression of the Communist
rebellion' (which suggests that the temporary provisions which give
extraordinary powers to the President remain in force). Article 2
forbids the advocacy of Communism or Taiwan independence (the
division of national territory); and Artide 5 gives the Minisbqy of
Defence the power to designate certain geographical areas (coastal and

FEER,18 May 1989.
These riots began as a relatively peaceful farmers' protest which
quickly deteriorated into a seventeen-hour riot after riot police
prevented some of the demonstrators from trying to storm the
Legislative Yuan. Many observers considered these events to be
the wont rioting in Taiwan since the infamous incident of
28 February 1947 when the KMT military massacred up to 20,000
native Taiwanese who were in revolt against the cormption of the
newly imposed KMT regime; FEER, 2 fune 1988. On the 28
February 1947 incident see the first-hand account by George H.
Kerr, F ormox Betr ry eil (Houghton Miffl in, Boston, 1 965).
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mountain areas) or important military facilities as 'restricted zones'.
Finally, Article 9 rules out any appeal to civilian courts against
convictions already made by the military courts under martial law
provisions.20 These regulations met the regime's Political needs by
providing the military with considerable Powers (similar to those
which it enjoyed under martial law) to intervene in domestic affairs in
the event of threats to national security, without the politically
embarrassing over-intrusive aspects of martial law. They also impose
significant conshainb on the major opposition Ptt!, the DPP (under
Article 2). The security law, furthermore, is complemented by a
vaguely worded Law on Sedition which could be used effectively
against political critics of the regime. This law prescribes, intq alia,
prison sentences of seven years to life for those convicted on charges
of 'disseminating false news with the intent of confusing public
opinion' (Article 6), and a minimum imprisonment term of seven years
for those 'providing propaganda benefit to the bandit rebels [i.e. the
communistsl with writing, illustration or speech'(Artide 7).2t

The majority of the iudiciary, police force and military,
furthermore, remain members of the KMT. Although members of the
military are now allowed to ioin other political parties, in fact
membership of the DPP and other parties is explicitly and implicitly
discouraged and membership of the KMT continues to be promoted.
Those who have joined opposition parties, for example, have been
subject to officially sponsored harassment. In political propaganda
conducted among the troops the implicit message is that the DPP and
other opposition parties 'are being manipulated by the communists,
and are therefore a risk to national security'.22

The death of Chiang Ching-kuo in |anuary 1988 had important
consequences for relations between the military and the KMT.
Chiang's death posed something of an identity crisis for the ROC
officer co{ps. For the first time since 1924 they had no member of the
Chiang family leading them - the link with the Chiang dynasty had
been broken. The new situation focused attention on the question of
the militar5/s relationship with and loyalty to the KMT and the Party-
State.

Copper, A Quiet Raolution, pp.49-57 ; FEER, 9 luly 1987.
FEER,15 December 1988.
FEER, 29 September 1988; FEER, 24 November 1988.
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The new president Lee Teng-hui, was a technocrat and had no
military background nor any close links with the officer orps, so the
question of military support for Lee's government became a key
political issue in early 1988. The military, for ib part, was faced with a
dilemma: the old bases of its political influence and power were being
eroded by the reforms which had been set in train by Chiang Ching-
kuo. To ensure the continued exercise of its power, an agrreement was
reached between Lee and senior members of the military which gave
both something of what they needed: Lee strengthened his 1rcwer and
authority, while the military gained recognition of their continuing
role in the ROC politics. A smooth leadership was assurcd by the
cooperation of the military leadership when General Hau Pei-tsun,
then Chief of the General Staff, and 24 other militaqy leaders pledged
their loyalty to [.ee Teng-hui.23

This allowed I-ee to stabilise his power over the last couple of
years, and it was one of the important factors enabling him to
overcome the opposition of 'diehard' KMT leaders to his election as
President in March 1990. These crcnservative KMT leaders had put up
Chiang Weikuo - Chiang Ching-kuo's half-brother - as a rival
candidate, but Chiang Wei-kuo withdrew his candidature before the
ballot.2a Tl'e quiil pro quo has been that Lee, since early 1988, has had
to moderate his reformist policies and to periodically shess the
importance of maintaining security and stability.2s

Hau Pei-tsun, meanwhile, has progressively consolidated his
political position over the last two years. He has become an
indispensable ally for Lee Teng-hui. He delivers the military while Lee
has consistently promoted him. In November 1988, Lee extended
Hau's term as Chief of the General Staff to an unprecedented eight
years (the legal limit is six); and in December 1989 he appointed FIau
Defence Minister. Finally, in May 1990 he appointed Hau as his Prime
Minister, a move which could be interpreted as a quid pro quo for Lee's
own election as President.26 At the same time Hau has maintained his

Hung-mao Tien, The Transformation of an Authoritarian Party-
State: Taiwan's Developmental Experience', lssurs anil Stuilia,
Vol.25, No.7, July 7989,p.174.
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influence within the senior officer corps. During his tenure as Chief of
the General Staff in the 1980s, Hau moved rurny of his trusted aides
into senior military posb, and thus ensured that his influence within
the military would remain unimpaired.2T

As Prime Minister, Hau can control the pace both of the
reform program and the developing relationship with the mainland.
On both issue he takes a shongly conservative position, stressing that
any developments in either issue should not be at the expense of
national security and social stability. Hau is in a good positiory for
example, to influence the passage through the Legislative Yuan of
important legislation to revise the temporary provisions scheduled to
be liftd in May 1991. Hau is shongly opposd to the advocacy of
Taiwan independence, and in mid-June 1990 he de<lared that such an
outcome would be a 'general disastey' for the ROC.28 Subsequently, in
a speech inaugurating the eighty-sixth session of the Legislative Yuan
in September 1990, he described advocates of such a position as
representing an 'adverse current' and stated categorically that 'the
ROC govemment will never tolerate a division of the nation'.29 Such a
hard-line position leaves little scope for any accommodation with the
opposition parties, especially the DPP.

As Premier, Hau has stressed caution in developing close
business links with the PRC and has called for 'controlled' relations
with the PRC, especially in indirect and direct economic relations, on
the grounds that the PRC is using 'united fron( tactics to undermine
Taiwan's economy and make it overly dependent on the PRC.30 In
particular, Hau has expressed concern about the level of smuggling by
PRC fishing boats between the mainland and Taiwan, an activity
which he considers constitutes a possible cover for PRC subversion of
the ROC. In mid-199Q Hau despatched several naval vessels and

FEER,18 May 1989.
Foreign Broadcast Information Service, China: Daily REort,
(hereafter FBIS), 15 |une 1990.
The Free China lournal, 1 October 1990.
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Third Seria: Far East, (hereafter BBC:Sl4ts), 27 lune 79XJ;
BBC:SWB,18 fuly 1990.

27
28

29
30



36 ModernTaiwan in the'1.990s

military police to Taiwan's east coast to establish an anti-smuggling
command HQ.3l

Hau's extremely conservative approach to ROC-PRC relations
has inhibited certain govemment initiatives in this area. It is widely
believed, for example, that the opposition of Hau and the military was
behind the government's partial pull-back from the poticy of 'One'
China Two-Governments' shortly after it was first proposed in April
1989.n In mid-1989 Hau, then Chief of the General Staff, placed the
military on full alert in response to the first demonstrations in Beijing
in April 1989 so as to emphasise the importance of the military as the
defender of the ROC.3 This was intended as a signal to Taiwan's
civilian leadership of the indispensable role of the military in a crisis
situation.

Conclusion: Prospects for the 1990s

Despite the concerns raised in some quarters by F{au Pei-
tsun's appointment as Prime Minister, the restoration of martial law or
a military coup are not imminent ProsPects in the ROC. The
agreement which was reached in 1988 between the civilian leadership
of President Lee Teng-hui, and the military, represented by General
Hua Pei-tsury will probably endure, at least through the first half of
the 1990s. From the militar;/s point of view, this agreement rePresents
the best available shategy for shoring up its political influence in
conditions where the martial law regime has been eliminated and
political change is the order of the day. With Hau as Prirre Minister
the military has a strong guarantee that its views will be taken into
account in the process of political reforrn

Nevertheless, important question-marks over the future
political role of the military in the ROC remain. The effective
depoliticisation of the military, for example, is a necessary
precondition for the success of the transition from the authoritarian
system of the martial law period to some form of limited democracy
(dominant party or other). This means breaking the nexus between the

3l FBIS,9 July 1990; FBIS,25 fuly 1990; FEER,21 June 1990.
32 FEER,18 May 1989.3il Sydney Morning Heralil,S June 1989.
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KMT and the ROC military leadership, with the purpose of creating a
truly apolitical, professional military. Such a move strikes at the heart
of the power arrangements which have supported the KMT Party-State
since 1949 and it is, therefore, a difficult task for the KMT itself to
undertake, particularly in a period of uncertainty and political change.
Such a course of action also means changing the political outlook of the
military itself. The military needs to redefine its role in the context of a
reformed (or partially reformed) Party-State systern This involves a
need to moderate its claim to 'guardianship' of the ROC's political
identity, and broaden its definition of that identity in order to
recognise the legitimacy of political actors other than the KMT, notably
the DPP. It must cease to regard non-KMT political parties as actual or
potential traitors. There is a nced, also, to revise the National Security
law to remove the ambiguous constraints on political activity.

Over the long term, questions remain about the military's
response to more thorough domestic political reform or any
fundamental change in the relationship between Taiwan and the PRC.
What would be the response of the military leadership to the
possibility of the DPP emerging to a position of power in the course of
the 1990s, perhaps in some form of coalition with the KMT? What
would be the military's reaction to foreign policy changes in the 1990s
that involvcd substantial accommodation with the mainland? Both
these developments would be inimical to the world view of the
military, as revealed by its narrow definition of the ROC's political
mission: to resist communism, and maintain national unity and the
state's claim to rule all China.

It is possible that such developments could provoke the
military to intervene directly in ROC politics in support of its self-
proclaimed role to be the 'genuine' heir of Chiang Kai-shek. A political
crisis in the PRC, perhaps as a result of a disputed political succession
or the mismanagement of the political transition in Hong Kong, could
strengthen the militaq/s position in ROC politics and dramatically
slow down the process of political change in Taiwan.

On the other hand, however, the military now operates in an
increasingly more complex political and social environment, where
demands for political change are coming from within the KMT (among
the younger cadres) as well as from outside the Party. There is the
emergcnce of a rclatively affluent urban middle class. For them the
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militaq/s mainland vision is not only a remote dream but it would
also threaten the prosperity achieved by the ROC's economic policies
over the last twenty years. These forces might well act as a brake on
the political ambitions of the military. And as the militar/s political
vision becomes ever more divorced from the realities of Taiwan, it
might hasten the process of change within the military itself.
Nevertheless such an outcome cannot be taken for granted, and the
possibility of the military playing a future spoiler's role in the politics
of reform in the mid-1990s cannot be dismissed altogether.



CHAPTER 4

DEMOCRATISING TAIWAN: THE 1990
NATIONAL AFFAIRS CONFERENCE

C.L. Chiou

Pre-1990 Taiwan: From Hard to Soft Authoritarianism

The Nationalist government that was led by Chiang Kai-shek
was defeated by the Communists in 1949, retreated to Taiwary
declared martial law, suspended the 1947 constitution of the Republic
of China (ROC), and enacted the 'Temporary Provisions During the
Anti{ommunist Period' (the sole constitutional base of government).
The Nationalists went on to rule Taiwan for the next forty years as one
of the most successful authoritarian political system in Asia, not only
in terms of effective and stable government but also economically.

The Temporary Provisions changed the original ROC
governmental structure. They gave the president unlimited Power
over the premier and his cabinet, (contrary to the 1947 constitution
which calls for a parliamentary cabinet system headed by the premier
rather than a presidential system of the American style). By 'frezing'
the constitutiory they extended the terms of the presidency to as many
terms as the National Assembly would condone. In the subsequent
political manoeuwes, President Chiang Kai-shek asked the Grand
Council of Justices, the highest iudicial body, to interpret the
constitution so as to extend the tenure of members of the National
Assembly and the legislative and Control Yuans - the three chambers
of the parliament of the ROC - until elections could be carried out in
the whole of China. This effectively resulted in life'long parliamentary
seats for members of the three chambers.l

Due to the subject matter, the Wade{iles system is used
throughout the paper. The summary of events before 1986 is
based on the authoy's article, ?olitics of Alienation and
Polarization: Taiwan's Tangwai in the 1980s', Bulletin ot' Concerneil
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Thus, Chiang Kaishek made himself a virtual dictator for life.
He died in office in 1975 after serving five terms, three more than the
1947 constitution allowed. Although the Nationalists began to carry
out'supplementaq/ elections in 1969 to make up for the loss by death
or infirmity of old members, the number of the new members has been
small. As late as December 1989, when the last supplernentary
election for the Legislative Yuan was carried out, old members in all
three chambers still outnumbered the new.

When called upon to retire the old parliamentarians would
insist that they represented their constituencies on the Chinese
mainland and that their very existence maintained the 'falungi
(tradition of legitimacy) of the ROC as the true legitimate govelTunent
of the whole of China, including of course the mainland. With the
president and the legislators all claiming their constitutional rights to
hold offices for life, Taiwan's authoritarian Power structure was
rigidly established in terms of both political culture and political
institutions. Chiang Kai-shek and son, Ching-kuo, were thus able to
rule Taiwan effectively for four decades, with the powerful support of
course of their loyal military, the secret police and a Leninist party, the
Kuomintang (KMT).

Chiang Kai-shek's 25-year rule of Taiwan was harsh and
ruthless. He did initiate land reform, which he had failed to do on the
mainland, and laid the basic capitalist economic infrastructure for the
eventual economic miracle of Taiwan. However, he did not allow any
organised political opposition. In the 7960 Free Chitu Fortnightly
incident, he put his former political adviser, lci Cheng, the publisher
of the irurnal, in jail for ten long years, just because Lei tried to form
an opposition party, the Chinese Democratic Party. He jailed Lei and

Asian Scholars, Vol.18, No.3, fuly-September 7986, pp.lG28. For
more details, see Marc f. Cohen, Taiwan at the Crossruils, (Asia
Rource Center, Washington, DC, 1988); Hung-mao Tien,TheGrut
Transition: Political and Social Clange in the Republic of China,
(Hoover Institution Press, Stanford, C-a, 1989); f. Bruce |acobs,
'Political Opposition and Taiwan's Political Futurd, Australian
lournal of Chin*e Affairs, No.6, july 1981, pp.2244; Chen
Guuying,'The Reform Movement among lntellectuals in Taiwan
since 1970, Bulletin of Concerned ,4sian Scholars,Yol.l4, No.3, July-
September 1,982, pp.32-38.
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his followers, according to the official court records, not because of
their prodemocratic activities but because of their 'links' with and
'propaganda' for the Communists. The charges of treason against
them were of course totally groundless. The political persecution
against Lei destroyed the only meaningful democracy movement in
Taiwan in the 1950s and brought in a cold political winter for the
island state for the whole of the 1950s. Indeed, Chiang lGi-sheKs
authoritarianism was as hard as that of any other authoritarian
government in the world.

Politics in Taiwan befiun to change in the early 1970s, when
the old Chiang became old and ill and the young Chiang increasingly
took over the running of the KMT organisations. Chiang Chiang-kuo
took over the premiership in 1972. He began to push for a series of
'reform and protect Taiwan' policies. In the face of the enormous
international political pressure caused by the admission of the People's
Republic of China GRC) to the United Nations in 197l and the official
or semi-official recognition of the PRC by |apan and the United States
(US) in 1972, Chiang Ching-kuo convened the first National
Construction Conference in7972 and invited more than one hundred
scholars, many of them from the US, Japan and other cpuntries, to give
him policy advice. He also appointed Taiwanese to high party and
government positions, thus starting the so-called Taiwanisation
Process.

It was only limited reform. Nonetheless the young Chiang
gave the distinct impression that he meant to democratise Taiwan or at
least soften the authoritarianism he inherited from his father. It was a
sort of 'Taipei spring' that lasted from 7972 until the violent Chungli
incident of 1977.

Supporters of Hsu Hsin-liang, an opposition candidate for
Taoyuan county magistrate, suspected that the goverrunent was
rigging the election. They rampaged at Chungli, the maior city of
Tao;ruan country south of Taipei, and burnt down the police
headquarters. The incident intemrpted Chiang's liberalisation
process. It caused the chief architect of the reforrry lce Huan (then
organisation chief of the KMT and generally regarded as the second
most powerful man in Taiwan), to step down and the number one
conservative general, Wang Sheng (then head of the Political
department of the ministry of defence and in charge of intelligence
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and security matters), to become one of the most powerful men in the
KMT hierarchy. By accepting advice from General Wang and his
security apparatus, Chiang Ching-kuo seemed to have lost his earlier
liberal reformist drive although his authoritarianism was not as hard
as his fathey's.

The Chungli incident led to further polarisation and
confrontation between the KMT and the increasingly vocal, militant
and popular Tangwai (literally, outside of the KMT) movement. The
Tangwai was born in the early 1970s. It gained nonetheless from the
1975 Taiwan Politiul Rniat incident, in which the govemnnnt,
shocked by the sudden popularity of the new opposition irurnal,
overreacted by banning the purnal. This generated massive
demonstrations both in Taiwan and overseas. Tangwai then rapidly
developed into a sort of quasi political party.

US diplomatic ties with Beiiing in 1979 did not help the
political situation in Taiwan. The KMT was forced, due to lack of
confidence in itself and Taiwan, into an even more authoritarian
political shell. Confrontations followed on l0 December \979, in the
Kaohsiung or Formos incident, in which the militant Tangwai faction
led by the Formw Monthly caried out a huge sheet march in the port
city of Kaohsiung. Confronted by equally militant riot police and
martial law troops, the demonstration became the bloodiest political
event since the 28 February 1947 massacre.2

On 13 December 1979, the government began to round up the
Tangwai activists. More than sixty were sentencd to long prison

T\e'1,947 incident saw the Nationalist army kill most, if not all,
the Taiwanese socio'political elite and prevent them from
establishing an independent state of Taiwan. The incident was
cause by a series of island-wide demonstrations against the newly
arriving cormpt Nationalist administration. More than 10,000
Taiwanese were killed. For details on the 28 February 1947
incident, see George H. Kerr, Formos Betrayeil (Houghton
Mifflin, Boston 1965); Peng Ming-min, A Taste of Freedom: Menroirs
of a Formoun Inilepenilence Luils (New Yorl 1972). For the trial
of the Formosa defendants, see John Kaplan, The Court-Martial of
the Kaohsiung Det'ndants (lnstitute of East Asian Studies,
University of C-alifomia, Berkeley, 1981).
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terms, ranging from three years to life. Eight of them - Huang Hsin-
chieh, Chang Chun-hung, Yao Chia-wen, Lin Yi-hsiung, Lu Hsiu-lien,
Chen Chu, Lin Hung-shuan and Taiwan's Mandela', Shih Ming-te
(who served two prison terms totalling nearly 26 years), were court-
martialled and harshly treated.

On 28 February 198O an unknown assassin or assassins broke
into Lin Yi-hsiung's house and murdered his mother and two
daughters. It was one of the darkest periods in recent Taiwanese
political history.

However, the KMT miscalculated the political situation in
Taiwan. Instead of wiping out the opposition movement in one
sweep, the brutal oppression of the KMT only strengthened the
opposition movement. The Tangwai was widely perceived to be a
legitimate democratic force capable of checking and balancing the
authoritarian power of the KMT. Many Taiwanese pmple saw the
need for democracy as part of Taiwan's modernisation Process. In the
1980 and 1983 elections, the Tangwai put up wives, brothers and
defence lawyers of the jailed comrades to contest county executive,
city mayor, national and local legislative positions. They won
handsomely. It was clear that the political opposition had become a
permanent, though not yet institutionalised, part of the Taiwanese
political landscape.

Still, in spite of the success of the Tangwai movement in the
aftermath of the Formosa affair, the conservatives in the KMT
continued to maintain an oppressive attitude towards the opposition.
During the first half of the 1980s, there was little political liberalisation.
The Taiwanese political horizon was increasingly polarised, with the
goverrunent taking an unlelding and threatening Posture, while the
Tangwai was forced to take militant actions in the streets.

As late as December 1985, when three highly respected
professors from the National Taiwan University (Hu Fu, ke Hung-hsi
and Yang Kuo-shu) decided to intervene, they called the KMT and
Tangwai together to mediate their differences, but the KMT was not
ready to change. ll,te Tangwai was thus forced to take even more
radical measures.3 Although government had warned that no

From the author/s lengthy interviews with Hu Fu, Lee Hung-hsi,
You Ching, Kang Ning-hsiang and others in fanuary 1986.
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organised institutionalised forms of opposition would be tolerated,
and it was aware that if it attempted to organise as a political party,
the full weight of martial law would bear down on it like a ton of lead,
tlrcTanguni formed a quasi-political Party called 'Tangwri Supporting
Association'. It was to be a campaign organisation for the December
1986 elections. When the government declared that such an
organisation was against the martial law and threatened to arrest the
organisers, theTangwaidecided to call the government's bluff.

On 28 September 1986, the Tangwai leadership met at Taipei's
Grand Hotel to launch the new organisation. However, more radical
elements among the delegates led by You Ching (now rnagistrate of
Taipei county) and Chu Kao<heng (now a member of the Legislative
Yuan) decided to go for broke. They called for the immediate
formation of aboru fide political party. The motion was unanimously
passed and, in less than one hour, the meeting also accepted the
recommendation of Hsueh Chang-ting (now also a member of the
I-egislative Yuan) and named their new Party the Democratic
Progressive Party @PP). Thus the first political Party, though still
illegal and taking 36years to aPPear, was finallyborn in Taiwan.

Next day, the new DPP leaders went home expecting to be
arested. Chiang Ching-kuo took a couple of days to respond. In the
end, he announced that circumstances had changed. He would lift the
martial law in the immediate future and carry out political and
constitutional reforms to meet the new political conditions. In a
masterly stroke, Chiang had solved an explosive political crisis. With
the pending lifting of the martial law, there was no need to take drastic
action against the DPP because the ban on the formation of political
parties was abolished. Ttre Tangwai had successfully'smuggled'the
DPP into existence.4

In the December 1986 elections, the infant DPP put uP a very
respectable, if not spectacular, show, winning about 25 Per cent of
votes and increasing its number of seats both at county-city, executive
and national legislative levels. During the last year of his life, Chiang
Ching-kuo, although seriously ill, carried out many far-reaching
political reforms, including opening up towards China. The reforms

Based on the authoy's interviews with both the DPP and KMT
leaders in November-December 1985.
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represented the dismantling of the authoritarian power sbucture of
the Chiang dynasty. It was an impressive show of strength and far-
sightedness by this enigmatic political leader. He died in fanuary
1989.

Snow Begins Melting

President Lee Teng-hui observed in 1990 that the snow had
begun to melt. Taiwan's authoritarian political structure began_to
diJintegrate and political power began to spread, split and pluralise.S

ke, the Vice'President, a Japanese and American educated
PhD in agro-economics and, more importantly, a Taiwanese rather
than a mainlander, succeeded Chiang on 13 fanuary 1988. He
immediately faced a conservative challenge from within the KMT
power base. Even the 90-year-old Madame Chiang Kai+hek emerged
irom retirement to oppose Lee's appoinbnent as Acting Chairman of
the Party. However the liberals, led by Lee Huan and fames Soong,
then the Party Secretary General and Deputy Secretary General
respectively, prevailed to prevent the party elders from carrying out
their restorationist 'palace coup d'6tat'.6

At the l3th Party Congress in fuly 1988, the conservatives
again attempted to stop Lee, a Taiwanese presiden( from becoming a
Taiwanese KMT chairman'. However Lee's liberal and reformist
supporters again thwarted the mini-coup and went on to consolidate
their power. They began to push for reform much more firmly and
confidently.T

Still Lee was hampered by the consistent power struggle in the
Nationalist party. The result was a much weakened and disunited
party that was shocked by the 'defeat'in the December 1989 elections
when the KMT lost significant support. It received less than 60 per
cent of votes, down from about 70 per cent in the 1986 elections. The

From the author's audience with President Lee on 5 |uly 1990.
For the complex events on the KMT power struggle, se Chitu
Times (CT), and Indepandence Eoening Post UEP),14Ianuary to 10

fuly 1988.
lbid.,8 July 1988.
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DPP won about 35 per cent of the votes and doubled its seats in the
Legislative Yuan, Taipei city council and, most importantly, county
executive offices. It captured Taipei county, L.ee Teng-hui's honre
$found.E

Even more alarming for the KMT was the impressive showing
of the leftist wing of the DPP, the New Tide faction. It based its
election campaign on the controversial issue of Taiwanese
independence, a cause that is still illegal according to the National
Security Law that replaced martial law in 1987. The New Tide faction,
however, won most of the seats it contested. Because of the electoral
verdict, the government was reluctant to persecute the trlew Nation
Alliance' candidates of the New Tide faction. This further strained
KMT factional politics.

By late February 199O when the KMT met to choose its
presidential and vice'presidential candidates for the March elections,
factional fights got into full swing. The Chiang 'palace coup'
machinations continued. Ching-kuo's younger brother, Wei-kuo,
supported by some retired generals and old national assembly mery
began to threaten Lee's position by declaring himself 'waiting to be
elected but not campaigning for the electioni. Wei-kuo was able to
persuade one of the most powerful Taiwanese politicians, Lin Yang-
kang, President of the fudicial Yuan, to be his running mate, initially
as vice-presidential but ultimately as presidential candidate. The
challenge to Lee was substantial.9

Meanwhile Premier Lee Huan ftrought back to power by
Chiang Ching-kuo in 1987 after a decade of internal exile from Taipei)
sensed that Lee Teng-hui would probably not retain him. I.ee Huan,
with the support of large numbers of loyal followers within the party,
allied himself with Lin and Chiang to form a powerful 'non-

CT, Capital Morning Posf (CMP) and lEP, 7-5 December 1989.
Lincoln Kaye, ?opularity Prelude', Far Eastqn Economic R@im)
(FEER), 30 November 1989, pp.1,9-20; 'Separatist Sentimenb',
FEER, 23 November 7989, pp.38-39; 'Opposition Onslaughf,
FEER, 14 December 7989,pp.22-23.
CT, CMP,IEP, February-March 1990.
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mainsheam'faction.lO The Party had formally, openly and seriously
split.

To counter the worsening political crisis, Lee Teng-hui invited
eight of the old KMT elders, including a former vice'president, Hsueh
Tung-ming, a former president of the Iudicial Yuary Huang Shao-ku
and a former party and presidential secretary general, Y.S. Tsiang
(Chiang), to mediate. More critically, both Lee Teng-hui's mainstream
and Chiang Wei-kuo's non-mainstream factions were forced to court
the support of the old National Assembly men. This over-inflated the
political ego and power of the old guard. The life-long National
Assembly men, called 'old thieves' by many Taiwanese people,
suddenly regained self-confidence. They believed they held the
'legitimate tradition' of the ROC in their hands and should exercise
their powers not only to elect the next president but also to 'save' the
nation from such forces as the DPP, whom they perceived as bent on
destroying their Republican revolution and their 'mandate of heaven'
to govern the whole of China.ll

The 'old thieves'began to play power politics between the
mainstream and non-mainstream factions of the ruling Pafty. In
addition, they wanted more money and power. They asked for
massive increases of their salary and benefits and declared their
intention to pass a new constitutional provision to give themselves
new powers of legislation.

There was little the KMT or DPP could do. I-ee Teng-hui
needed their votes and was not in a position to antagonise them. The
handful of DPP members, facing about 700 KMT members, could only
resort to interrupting the proceedings, even to the point of using
physical violence to prevent the old Assembly men from reporting to
duty or mounting the podium to make their speeches. In the end, the

The author had a long interview with Lee Huan on 6 February
1990. See also ibid., March-May 1990.
See the newspaper reports from Cll, CMP,IEP and lndryndare
Morning Post (lMP'),10 February to 25 March 1990. Susumu
Awanohara, 'Echo of a Dynasty' , FEER,1 March 7990, pp.14-15.
Lincoln Kaye, 'Disunited Fronf , FEER,15 March 7990, pp.12-13;
'Leader in Limbo',FEER, 22 March 1990,pp.2G21.
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DPP members were banned from attending the meetings and were
forced to protest in the streets.r2

However, both the KMT and the old National Assembly men
totally misiudged the mood of the people, particularly the generally
docile and obedient students. Unlike their counterparts in South
Korea, Taiwanese university students are the most Confucian,
apolitical, conserwative and nonviolent in Asia. They had never
carried out any protest dernonstrations against the government in the
last rtO years because the KMT's soft but tight control of Taiwanese
youth had always been effective. On this occasion, the students were
disgusted by events. On 17 March students from the National Taiwan
University sat at the gate of the Chiang Kai-shek Memorial Hall in the
center of Taipei to protest the election of Taiwan's president. The
numbers of dernonstrators swelled quickly, udth most tertiary
institutions and even some high schools represented in this mini-
Tiananmen denncracy movement. On 19 March 1990 there were more
than 3,000 students atEnding the sit-in with about 20,m0 members of
the general public standing behind them.t3

Their demands were abolition of the anarchronistic National
Assembly, termination of the meaningless 'anti{ommunist rebellion
mobilisation period', convening of the National Affairs Conference
(NAO to resolve the constitutional and political crises and a prornise
of a definite reform timetable.l4 The demands were simple and
straightforward and the message was loud and clear. The students got
instant popular approval and support from the Taiwanese people.
This shook the very foundations of Taiwan's political Power structure,
and the political legitimacy of the KMT regime. Earlier DPP
demonstrations, and an attempt by a DPP delegation to discuss the
deepening political crises with the President, met with little response.
The students, however, caught the immediate aftention of the
president and the KMT ruling elite. And because of the shrdent
demonsbation, Fresident lee was forced to agree to meet the DPPs
Chairman Huang Hsin<hien to discuss the ongoing political crisis,

CT, CMP,IEP, and IMP,70-27 March 1990; Lincoln IGye 'Rule of
the Wrinklies', F EER, 29 March 1990, pp 34-35.
CT, CMP,and IE\ 18-23 March 1990.
tud.

t2

l3
t4



DmtwatisingTafumn 49

whereas only a few days before he had been thrown out of the
Presidential Palace by the military police.ls

It was also because of the students that the 668 old National
Assembly Members were forced to give up their demands fo1 more
power and more money. They dutifully voted Lee_Teng-hui to his first
ieal term as ,the Taiwanese president' on 21 March. After his election
lee Teng-hui talked to student representatives and promised to hold a
National Affairs conference immediately after his inauguration on
20May. He also promised that the conference would deal with the
constilutional crisis and map out an extensive political reform agenda.
Included on the conference agenda was the question of Taiwan's
relations with and policy towards China.l5

Thus, the first and only real mass student demonstration for
democracy in Taiwan won a great victory of a kind that the Tanguni,
the politiial dissidents inside and outside of Taiwan and even the
legitimate opposition political party, the DPP, had struggled-for over
dJcades bui could not win. The students succeeded in their first
attempt to push Taiwan towards continuous liberalisation and
genuine democratisation. The KMT's authoritarianism has not iust
become softer: it has indeed begun to melt.

From Liberalisation to Democratisation: The NAC

As promised, on the same day that he secured his electiory Lee
met the students and appointed his chief adviser Y.s. Tsiang, Premier
Lee Huan, Vice'President-elect Lee Yuan<hu and KMT Secretary
General james Soong to a PreParatory group to organise the NAC.I7

On April 2, President [.ee met Chairman Huang of the DPP,
thereby spelling acceplance of the DPP by the KMT as its worthy loyal

76
77

lbid. T\e author was able to know of the intricate negotiations
between the students and the presidential office and between the
DPP leadership and President Lee's intermediaries through Kang
Ning-hsiang, a friend of the author, who was intimately involved
in the negotiations.
See the newspaper reports, ibid., on 22 March 1990.
rbid.



50 Modern Taiwan in the 1990s

opposition'. More importantly, it indicated once and for all that one-
party dictatorship in Taiwan had ended and that a two-party
democratic political system had emerged. However, it also created
doubts and worries among the KMT non-mainstream factiory most of
whose members are mainlanders. They began to question the new
emerging power alliance in which a KMT led by a Taiwanese
president was cooperating with a DPP made up of Taiwanese and
even Taiwan independence activists.lS The mainlanders, led by Lee
Huan and John Kuan, then the Deputy Secretary General and the
powerful organisation head of the KMT, beg* to call this political
phenomenon the 'I-ee Teng-hui complex'.

On 4 April President Lee announced a 24-member preparatory
NAC committee, including two political scientists from National
Taiwan University, Hu Fu and Lu Yali; a political scientist from
Wisconsin University, Hung-mao Tien; a law professor, Chiu
Hungdah, from Maryland University; as well as four DPP
heavyweights. Although the radical faction of the DPP, the New Tide,
was not happy with the composition of the committee, particularly
because of the total absence of DPP membets, a sufficient number of
DPP representatives supported the NAC. They managed to persuade
most of the DPP's party rank and file to go along with the idea of the
NAC, and accept it as a proper democratic constitutional reform
Process.

The preparatory committee went into action, setting up
numerous task forces, research teams, seminars and conferences to
search, collect and compile relevant materials, opinions and talents for
the fune.fuly formal sessions of the NAC, both in Taiwan and
overseas. More than 30 preparatory committee meetings were held in
the US alone.

Meanwhile however a maicr confrontation between the two
Lees emerged. It became clear by mid-April that President Lee was
going to dump Premier Lee after 20 May and that the Premier was not
going take it lying down.

On 25 April Lee Huan declared that 'if called upon to serve
agairy I would not escape the duty and would devote 100 per cent of
my efforts to the office'. This clearly reversed his earlier stand that he

18 lbid.,3-10ApriI1990.



D emouatbing Taiwan 5'1.

would not ask for the job and would prefer a Taiwanese to be the next
Premier.l9 The President was visibly cornerd and upset by the
Premier's power tai-chi (Chinese boxing) play. Both in terms of
seniority and power position in the partf , the President knew he was
no match for his Premier.

The President and his mainstream supporters felt that the
division between Taiwanese and mainlanders both in the country and
in the KMT was going to blow up and create another unmanageable
crisis. There were rumours that, in desperation, the non-mainstream
faction might invite the Chinese Communists to take over power, the
socalled 'bringing Ching troops into the Great Wall' syndrome.2O
Real or imagined, the President felt seriously threatened. On I May he
revealed that he did ask the Premier to stay but that the Premier had
refused.2l On 2 May, to the surprise of almost every political
commentator and probably upsetting most KMT leaders, he
announced that a four-star general, Hau Pei-tsun - former Chief of
General Staft Minister of Defence and certainly the most powerful
military general in Taiwan - would be his next premier. It was a
bombshell on the Taiwanese political landscape.22

Students, professors and DPP followers took to the streets
again. They surrounded the Legislative Yuan and burned one of its
buildings. The rekindled political crisis lasted until 20 May, when
President Lee was inaugurated. As the event unfolded, General Hau
became an asset for the President because, in one dangerous but clever
move, Lee was able to totally discredit and neuhalise the Premier's
power position. He did pay a high price for it, but more so among the
intellectuals than the masses at large.

During this crisis the DPP absented themselves from the NAC
preparatory committee meetings and threatened to pull out of the
fune-|uly formal NAC convention. They returned, however, when the
President, in another bold, unexpected move, pardoned nearly all
political prisoners, including the controversial Formosc defendants,
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CT,CMP,28 April to 20 May 1990.
lbid.,2 May 1990.
lbid.; Lincoln Kaye, TIau Now Sacred Cow', FEER, 77 May 1990,
p.16; 'In Like a lamb', FEER,31 May 1990, pp.10-11.
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and restored their political rights. When Hsu Hsin-liang and Shih
Ming-te steppd out of the jail on the same day that President Lee took
his new office, everyone in Taiwan knew that the political games
would be played in a totally different fashion in the future.23 Hsu, a
potential future presidential candidate, immediately proved himself to
be a powerful and skilful opponent to the KMT government at the
NAC.24

In another important move, Lee promised in his inauguration
speech to terminate the hnti{ommunist rebellion mobilisation
perid'and abolish the temporary provisions within one year. This
step would inevitably, conclusively and constitutionally end the
authoritarian rule of the KMT state.25

In addition, Taiwan's Grand Council of fustices handed down
a new constitutional interpretation, No. 261 that said all old members
of the parliament elected in 1947 should retire by the end of 7997.26
This helped Lee Teng-hui hammer the last nail in the coffin of the old
KMT-ROC political system.

When the new cabinet was formed with only a few new faces
and for the first time a civilian, Chen Li-an, as defence minister, Ie
Teng-hui's political crises seemed to be over. All he had to do was
convene the NAC to endorse the legitimary of his goverrunent and his
presidency to form a new constitutional base.

There was some disappointment over the composition of the
NAC invitees. The most famous Taiwanese political dissidents, such
as Professor Peng Ming-min, Hsu Hsin-liang, Lu Hsiu-lien and Yao
Chia-wen, and even some pro-Taiwan independence advocates, such
as Chang Fu-mei of Stanford and Liao Shu-chung and Chen Tung-
shan, were invited, but only l0 per c€nt were DPP members, about 30
per cent were liberal reformists and less then 30 per cent were scholars
with some political, Iegal and constitutional training. The

The author was involved in this part of the DPP activities.
As a personal friend of Hsu, the author has paid great attention to
Hsu's performance before, during and after the NAC. For his
arrest and trial, see Lincoln Kaye, ?rison before Pardon', FEER,
4 fanuary 1990.
CT, CMP, and Naz York Times, 27-22 May 7990.
See the newspaper reports, CT, CMP, and IEP, on 22 june 1990.
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overwhelming majority of delegates, more than 70 per c€nt, were
conservative KMT members and supporters.2T

Nonetheless, Taiwanese politics has already fundamentally
changed. Even the KMT is no longer united, and it is certainly not so
I-eninist any more. The New KMT Alliance' faction, for example, was
bitterly opposed to the NAC even though one of its most famous
members, Legislative Yuan member fao Shao'kang, attended the
conference. The'Lee Teng-hui complex', moreover, has cteated a new
power configuration in the par$, and the liberal<onservative line is
no longer so clear or decisive. Consensus depends on the issue. If it is
a highly sensitive one such as abolition of the 1947 Constitution and
establishment of a true presidential system, KMT delegates could end
up in opposite camps. In short, the battle lines in the NAC could not
be drawn purely on traditional party, ideological and power divides
any more.28

Most importantly, by 28 ]une,when the formal NAC sessions
were convened, all principal political and constitutional issues had
already been thoroughly debated in the media and in seminar and
conference presentations. The documentation collected by the NAC
preparatory committee was fairly objective, nonpartisan and complete
in terms of facts, figures, ideas and theories. It was a very impressive
constitution-making exercise and vindicated Lee Teng-hui's sincerity
and determination in pushing for genuine political and constitutional
reforms.

The five major issues to be dealt with by the NAC were:
. First, how should the parliament be reformed?

Should the three-chamber parliament be substantially
restructured, such as abolition of the National
Assembly and the Control Yuan?

. Second, how should local self-government be
implemented in the vastly changed political condition
of Taiwan? Should Taiwan be divided into several,
(five or six) provinces, increase its yuan-hsia cities (the
municipalities, such as Taipei and Kaohsiung, under

lWd.,'1,4-16 |une 1990.
lbid.,75 fune to 10July 1990.
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direct administration of the Executive Yuan, the
cabinet), or abolish the provincial-level government as
in Japan?

o Third, how should the central government be
reformed and reorganised? Should Taiwan adopt a
government system similar to the US presidential,
British parliament<abinet or French 'semi-
presidential'system? Or should Taiwan continue the
fiveYuan system designed for China by Sun Yat-sen
in the early 20th century?

r Fourth, after the termination of the 'anti{ommurtist
rebellion mobilisation period' and thus the inevitable
abolition of the temporary provisions of the
constitution, should Taiwan 'defre.zn' and reactivate
the 1947 constitution; amend the constitution to meet
the present Taiwanese political condition; or continue
to 'freeze' the 1947 cortstitution but adopt a 'basic law'
like West Germany's or the DPP's 'Democratic Great
Charter' to meet the new political challenges; or most
drastically make a new constitution to replace the old
one, thus creating a new political system, a new
goverrunent and even a new state or a new republic?

o Fifth, what should be the ROC policy towards the
PRC?29

Of course, the problems are immensely complex and difficult.
The power, poliry and ideological lines cross each other at some points
and tangle at others. The best example was the preconference debate
between two of the most authoritative constitutional scholars in
Taiwan, Hu Fu and [.ee Hung-hsi. For the last two decades, Hu and
Lee stood at the forefront of Taiwanese constitutional reform and
political democratisation. Both are liberaldemocratic scholars and
were actively involved in the dangerous confrontationist politics
between the KMT on the one hand and the Tangwai and DPP on the
other. Their contribution to Taiwan's political liberalisation and
democratisation was impressive. However, at this crucial historic

2e From the NAC documents prepared by the preparatory
committee.
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moment, they parted company. Hu advocated a return to an amended
1947 Constitution and Lee, who believed the old constitution could no
longer meet the democratic needs of Taiwary supported the basic law
option. On the eve of the NAC grand opening, both withdrew and
this author was temporarily forced to carry Professor l€e's
constitutional reformist banner.30

Still, the battle lines were fairly clearly drawn when the official
sessions of the conference were under way. The KMT conservatives
represented by elders such as Lin Tung, chairman of the party policy
committee and Wang Ti-wu, publisher of the United Daily News,
preferred the status quo. Other than restoration of the old
constitution, they supported only minor change to the existing
political and constitutional systems. The KMT liberals, led by James
Soong, Ma Ying-jeou, Chairman of the Research, Development and
Evaluation Committee of the Executive Yuan, and Cheng Hsin-hsiung,
Deputy Secretary General of the Party, supported Professor Hu Fu's
more extensive constitutional reform position.

The KMT delegates split, substantially along the Taiwanese.
mainlander divide, over the central goverrunent system, with the
New KMT' people, such as jao Shao-kang, and non-mainstreiuners,
such as Chen Charng-ven, chief legal advisor to Premier Hau, pushed
for a system of cabinet govemment, while President Lee's supporters,
such as Kao Yu-jen, Hsieh Chen-shan and Koo Chen-fu (all members
of the powerful Central Standing Committee of the Party) quietly but
forcefully worked for adopting a presidential system of government.
The DPP, meanwhile, were united in pushing for the drafting of a
'Great Charter' that would convert Taiwan into five or six provinces
and thereby make it look more like an independent Taiwan than a
mere province of China. The DPP also wanted to abolish the National
Assembly and Control Yuan, change the central government into a
French or American style presidential system, and have the president
directly elected by the citizens of Taiwan. On the difficult question of
mainland China policy, only the KMT liberals advocated more
opening up to China, while the rest called for caution, lest Taiwan fall

30 See the newspaper rePorts, CT, CMP,IVfP and IEP, on 28-29 fune
1990.
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into a Chinese Communist trap.3l Both sides tacitly agreed to not raise
the sensitive issues of reunification with China and independence of
Taiwan.

Between the two extremes were the liberal scholars, like Tien
Hung-mao, Chiu Hungdah, Parris Chang of Pennsylvania State
University, IGo Ying-mao of Brown University, Peter Chen of Wayne
State University, Byron Weng of the Chinese University of Hong Kong
and the author. We were squeezed in the middle, trytng very hard to
advance our long-cherished reformist democratic goals while
simultaneously mediating between the KMT and DPP to avoid
confrontation and a possible break-up of the conference. Our
demands were less dogmatic, more flexible and less united. We
wanted to see the instihrtional democratisation Process, firmly set in
motion. The few political dissidents from overseas, such as Chang Fu-
mei, Wang Kuei-iung of the Formosa Association for Public Affairs
and Huang Yang Mei-hsin, a Taiwanese activist in the US, were
moderate independence supporters and prefened to see a new
constitutio& a presidential government and a more sovereign, even
independent, state of Taiwan emerging from the convention.

In the end, during a hectic sevenday conference, we saw a lot
of trorse trading'. It was amazing to see the two major rival political
parties getting together to rationally discuss important national affairs,
to try and reach consensus or compromise and to democratically settle
their differences and achieve maior reforms in Taiwan's political-
constitutional structures. When james Soong and Chang Chun-hung,
the Secretaries General of the two rival parties, sat on centre stage to
co.chair the final plenary sessiory the political image and message
broadcast through the media to the Taiwanese people was dramatic. It
had a maior social, political and psychological impact on the people of
Taiwan: Chang, after all, had only been released from prison in
January 1990 after being court-martialled and sentenced to 12 yearc in
prison by the KMT in 1980.

Although we liberal scholars did play a lubricating role by
reading all relevant documents, writing all the reports, explaining the
fine points of political and constitutional theories and practices to the

31 See the NAC documents and the position paper put out by the
DPP and the Institute of National Policy Research, Taipei.
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'real'politicians and power players and even Emporarily playing the
roles of mediators or referees, we knew we were oubide of the
boundary of Taiwanese power politics.

We were quite realistic. With a loose coalition of the
reformists, including the DPP members, nonPartisans, liberal scholars
and overseas dissidents, we tried to push for drastic constitutional
changes. Our aim was to achieve only two mairr goals: first, to
establish a constitutional referendum Proc€ss and second, to set up a
new presidential election system in which the next ROC president
would be elected directly by the people. We knew that to achieve
consensus we would need the support of many KMT liberals and
reformists and we also knew we could get them to suPPort the latter
but not the former.

Battles were fought, won and lost on the secondary and less
controversial issues, such as local govemment autonomy and
mainland policy. As expected, the reformists defeated the last ditch
aftempts by the KMT conservatives and some New KMT' suPPorters
to water down the most important NAC resolution and attained their
main goal of having the next ROC president elected by the citizens of
Taiwan.32 Once that change was implemented, it would effectively
force the abolition of the National Assembly, change the central
goverrunent structure and alter the basic spirit and letter of the
constihrtion, no matter whether the reform was ultimately carried out
by a constitutional amendment or the drafting of a new constitution.

First Step of Democratic Institutionalisation

All agreed that the greatest winner of the NAC was [ee Teng-
hui.33 Lee had gone through a political minefield in the previous few
months, when Taiwan's authoritarian power structure had broken
down into a series of bitter power struggles. His shaky presidency

32 See the NAC documents.33 The 1\lew KMT' legislators carried a series of bitter attacks on the
NAC right after 4 fuly and organised a number of mass meetings
in the following week to discredit the resolutions of the
conference. See the newspaper reports, CT, CMP,IEP and lMP, G
15 |uly 190.
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did not get real political legitimacy from the 541 national assembly
men who voted him into office on Yangminshan on 21 March. That
only came through the NAC.

The stage is now set for institutional democratisation in
Taiwan. No one is yet optimistic about ib ultimate outcorne.
Nevertheless, the increasingly popular lee Teng-hui, with his declared
commitrrrent to serve only one term and meanwhile work for real
democratic reforms, is probably in the best position to achieve the
long-awaited political mirade in Taiwan.

Not many political observers or scientisb would have forecast
such a dramatic change before March 1990. The most generous
assessments of political development in Taiwary such as those by
Huntington, Lucian IJre, Robert A. Scalapino, Tien Flung-mao,
Thomas B. Gold, Constance S. Meaney, and Edwin A. Winkler, were at
most cautiously optimistic.3{

In a 1986 article on Taiwanls political development, Pye
concluded that Taiwanls 'system is still authoritarian in comparison
with Western democratic ideals'. Pye said:

Chiang is running out of time, and the KMT is
running out of anti{ommunist rhetoric and political
excuses. Soon they have to face the rapidly evolving
democrari"ation question in Taiwan. The Tangwai,
alienated, frustrated, polarized, and fragmented
though it may be, is still potentially the most viable
and powerful political force that the KMT will have to
deal with either in a democratic situation or in a
revolution. When the time comes, more likely sooner
than later, if democracy is still not a viable alternative,
another Chungli or Kaohsiung violent cpnfrontation
will quite probably challenge the KMT again on the
'Island China'.35

S€e the works cited below.
Lucian W. t?e, Taiwan's Developrnent and Its Impacts for
Beijing and Washingtor{, Asian Suroey,Yol.27, No.6, }une 1986,
p.61,4.

34
35
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T\e Tangwai, however, broke the martial law barrier and
formed the DPP. It successfully contested the next two elections in
December 7986 and December 1989 and emerged as an
institutionalised opposition. At the 1990 NAC the DPP became a
meaningful loyal opposition and was, according to Hsu Hsin-liang
(the DPP's foremost political strategist), ready to take power in three
years'time.

Since the NAC, many would agree that the KMT-DPP two-
party system has become a firm and viable institutional reality in
Taiwan's rapidly democratising political situation.

In a conference on democratisation in the ROC at the Institute
of Intemational Relations, Taipei, in |anuary 1989, Samuel Huntington
and others praised the successful Taiwan experience'. In his keynote
speech Huntington, though cautious about the difficulty of meaningful
democratic institutionalisation, suggested that Taiwan was in a good
position to make such a transition. Seymour Martin Upset suggested
that Taiwan's economic miracle, coupled with its high educational
level and other favourable social conditions would lead the island into
a substantive democratisation phase. Both Huntington and Lipset
were however, careful not to predict that real democratisation would
take place in Taiwan in the very near future.36

Constance Meaney, from the Center for Chinese Studies,
University of California, Berkeley, pointed out in a PaPer
'Liberalisation, Democratisation, and the Role of the KMT'given at the
same conference that:

Events to date in the ROC can be called liberalisation
but not, as yet, democratisation. They create
neccssary but not sufficient conditions for a transition
from authoritarian rule to institutional democratic
rule. Liberalisation refers to relaxation of repressive
measures and (restoration) of civil liberties. The
ending of martial law, relaxation of press reshictions
and permission for demonstrations fall into this
category. Democratisation involves a fundamental
change in the character of the regime and
institutionalisation of democratic processes. Some

36 Chiou, ?olitics of Alienation...', p.28.
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changes in recent years in Taiwan do come dose to
tNs category. At the national level the most obvious
perhaps is permission for Tangwai candidates to run
and be elected, and later for the DPP and others to
oqganise (though this is still formally illegal).37

Edwin A. Winckler, a researcher from the East Asian Institute
Columbia University, and a long-time observer of Taiwanese politics,
in his paper, 'Taiwan Politics in the 1990s: From Hard to Soft
Au thoritarianism', said :

... this author does not anticipate the beginnings of a
transition from authoritarianism to democracy until
the mid-1990s, probably after the 1995 presidential
election and the 1997 retrocession of Hong Kong are
safelY over.38

In their conference paper entitled Transitions from
Authoritarianism in East Asia: Empirical Observations', Thomas B.
Gold and Gwo-Shyong Shieh stated:

Taiwan has passed a major crisis in its transition to
democracy, and its institutions appear to have
outlived their creators. It has yet to have a founding
election to test the viability of the transition but an
election for national and local bodies is on the books
for December of 1989. Prior to that, authorities are
working out a way to restructure the national elected
organs to reflect more closely the actual population
under the government's control, and the fact that so
many of the elected officials have died or left the
countr)'.39

The optimism of Gold and Shieh seems fairly perceptive given
the sequence of events leading up to and including the NAC.

In an article, 'Democratising the KMT Regime in Taiwan',
another conference attendant, Tun-ien Cheng, from the Graduate
School of International Relations and Pacific Studies, University of

CT,10,72 fanuary 1989.
lbid.,pp.4546.
lbiil.,p.18.

37
3E

39
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California, San Diego questioned whether or not Taiwan's incipient
democratic institutions would grow and endure.'l0 He cited Robert
Dahl's conclusion that once a repressive regime moves away from
total control and begins to allow some opposition, there is no natural
end-point unless one reaches full-scale political competition or
reimposes total control. New democracies have lapsed in the past.
However, Cheng concludes that there are enough reasons to suggest
that Taiwan may be on an irreversible course of democratisation.

In his paper at the conference, 'Liberalisation and
Democratisation: Taiwan's Developmental Experiences', and in his
new boo\41 Hung-mao Tien (a strong supporter of Lee Teng-hui) is
most optimistic. He believes Taiwan's one'party system has dearly
come to an end although the ruling KMT will probably continue to
dominate the political scene in an emerging 'dominant Party
system'.42 He emphasises that 'the substantial liberalisation and
democratisation that has taken place in Taiwan makes the ROC
political system unusual'. The political changes already underway in
Taiwan suggest a once exclusionary authoritarian system is now in
transition, and if 'the current pace of liberalisation continues, an oPen
society on Taiwan is just around the corne/.43 However, Tien still
cautions that:

Given popular demands for institutional reforms and
democratisation, there is growing Pressure for
separation of the state from the party, a task that will
be difficult to implement, and resistance to proposed
institutional reforms, especially of the three national
representative bodies, has shown little sign of
subsiding.aa

Robert A. Scalapino, in his recent article published in Foreign
Affairs, states that:

lbid., pp.41.42.
Hung-mao Tien, The Grut Transition: Political anil Social CJunge in
the Rqublic of China (Hoover Institution Press, Sanford C-a, 1989).
From his confcrence paper,p.29.
The Grut Transition ..., p.252.
From his conference paper, p.30.

40
4't

42
43
M
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In Taiwan, political developments also warrant
cautious optimism. As in all societies, certain special
circumstances prevail, in this case the division
between mainland refugees and their children on the
one hand, and the Taiwanese on the other. But the
Taiwanisation process has now encompassed the
ruling Kuomintang itself, and the December 1989
elections went smoothly if raucously, with genuine
political competition yielding a dominant party
system for the present ... The situation is one
demanding wisdom on the part of those wielding
power. The independence issue was openly debated
for the time being. Constitutional revision lies ahead,
an extremely delicate matter, but the moderates both
in the Kuomintang and in the opposition have thus far
Prevailed.45
Lucian tle in an address to the American Political Science

Association in 7989, discusses the current global crisis of
authoritarianism, the 'Great Transformation' and the transition from
authoritarianism to democracy.'16 He said that it was unlikely that
Taiwan could have put off political reform indefinitely, given its rate
of development. Then he explained the psychological element of fur
in authoritarian government:

Montesquieu long ago taught us that fear was the key
sentiment basic to tyrannies; and wNle we now, sadly,
have abundant experiences with state-induced fear,
we are very short of knowledge about the after effects
of reigns of terror. In some cultures the receding of
fear of state power seerns to ignite hope, which in turn
can open the floodgates to enthusiasm and activism.
The resulting state of public mind is one that
liberalising authorities may welcome and exploit, as in
Taiwan and South Korea, or find threatening, as in

Robert A. ftalapino, 'Asia and the United States: The Challenges
Ahead', F or eign At'fairs, Vol.69, No. 1,1 990, p. 1 1 1.
Lucian W. Ile, 'Political Science and the Crisis of
Au thoritarianism', Am eri can P oli tical S ci ence Rarieu), Vol.&4, No. 1,
March 7990,pp.T19.

45
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China with the Tiananmen incident, when hope and
enthusiasm gave way to disillusionment and anger
and when, in the words of the Chinese Poet Li
Shizheng, "We hear again the urgent knocking of red
terro/.47
Red or white terror in Taiwan however has by and large

ended and enthusiasm and activism have proved the democratising
impetus in Taiwanese politics, particularly in 1990. It is Huntington's
institutional democratisation process that has finally emerged in the
NAC. It is still in a very preliminary stage but the transition fiom
authoritarianism to democratisation in Taiwan is definitely underway.
With the emerging two-party system and evolving constitutional
reforms, as well as the distinct possibility that both the central
government structure and the presidential election system will become
irreversibly democratic, Taiwan has finally passed the liberalisation
and soft authoritarian stage. It has reached the true democratisation
phase in its political development.

In the immediate aftermath of the NAC, with the conservative
and New KMT' forces carrying out a series of political campaigns
against l-ee Teng-hui and his mainstream reformist policies, it will not
be easy for Lee to keep all his promises and fulfil all his democratising
programs.48 However, I believe Taiwan has crossed the point of no
return on its road to democracy. Although it may still ake sorne time
and a great deal of hard work, Taiwan has finally beg,tn a genuine
iourney towards true democracy, and it was the NAC that was the
crucial historic turning point.

lbiil.,p.l3.
Under great pressure from the conservatives and the ttrew KMT'
members, Lee could not push through a NAC proposal to form
an inter-party committee to supervise the implemeltation- of the
NAC resolutions. It was a great disappointment to the DFP and
other reformists. Kang Ning-hsiang informed the author about
this development in a lengthy telephone call in early August 1990.

47
48
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Conclusion: Theory and Practice

There are nevertheless many independent and uncontrolled
variables. There is, for instance, the uncertain political development in
the PRC, whidr will inevitably affect Taiwanese internal politics.
Taiwanese independence or reunification with China is such an
integral part of the island state's political future that to Prevent a
forceful intervention by the mainland will exhaust the ROC's socio-
economic-political resources. The constant threat from the mainland
could render Taiwan's democratisation process exhemely difficult, if
not impossible.

However, there is little the ROC can do about the internal
political condition in the PRC. An argument put out by Professor Tsai
Tung-iung of the University of New York, a sbong advocate of Taiwan
independence, is that the more democratised Taiwan becomes, the
safer it will be and the less likely its internal politics will be influenced
by the mainland.49 Tsai's theory that democracy is the best protection
forTaiwan is basically similar to the idea stated by Chiang Ching-kuo
and [.ee Huan about twenty years ago.

Just as importantly, the peaceful and successful evolution of
Taiwan from authoritarianism to democracy will prove that a peaceful
democratisation process is possible in a country of oriental despotism,
and in time perhaps even in mainland China. Thus the Taiwanese
experience in democracy, iust as in economics, will be a mirror and an
inspiration for people on the other side of the Taiwan Straits.

It seems quite likely tlut, with the KMT increasingly split,
pluralised and disunited, the DPP may win the provincial-city level
and the national parliament elections in 1995 or 1998. If they do, then
certainly they will be in a very strong position to win the 2002
presidential election. That will be the first empirical institutional
evidence of the birth of democracy in Taiwan. In the immediate

49 After being banned from going back to Taiwan for more than 30
years during the NAC period Tsai was allowed to retum to
attend his father-in-law's funeral. He has since stayed in Taiwan
and given a series of lectures advocating a plebiscite to determine
the political future of the island nation.
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aftermath of the fune-fuly NAC, the prospect of a DPP president looks
promising. Although far from certai& it is certainly not impossible.



CHAPTER 5

TAIWAN'S ECONOMIC FUTURE:
SOME THOUGHTS FROM A 1990

VANTAGE POINT-

Derek T. Healey

Introduction and Baclground

Since 1945 Taiwan has experienced one of the highest growth
rates of the world and today, in 1990, it is set to become one of the
ridrest half dozen nations in the entire Asia/Pacific region on a Per
head incorrn basis by the year 2000. This is quite an achievernent for a
country which had an annual income per head of US$135 in 1952!1
Over the years 1952 to 1988 the average annual percentage increase in
real Gross National Product (GNP) per head was 6.2, so that by the
liatter year GNP per head amounted to US$6,150.2

The story of Taiwan's successful export-oriented strategy is
well known but this paper will consider the likely developrnents in
trade relations in the 1990s, given the fact that other Newly
Industrialising Countries (MCs) are 'coming up behind'. The paper
will also consider the relative changes which have occurred in the
importance of the goverrunent and public sectors over four decades

' A fuller version, under the same dtle, is available as Working Paper No.90/5
(Departrrent of Eonomics, University of Adelaide Adelaide, 1990).

Calculated from the figure of GNP per capita of NT$2,019 at
curent prices: C-ouncil for Economic Planning and DeveloPment
(CEPD), Taiwan StatistfuI Data Book 1989 (CEPD Taipei, 7989),
Table &3a, and a US$ exchange rate of about NT$15: Samuel P.S.
Ho, Econontic Doelwtai of Taiwan,7860-7970 (Yale University
Press, New Haven, 1978),p.394.
Calculated from the figune of GNP per capita of NTl$173,137 at
cunerrt prices (CEPD, Taiwan Statisticrl Data Book 1989, Table 3.
3a) and a US$ exchange rate of NT$28.17 (Ibid.,Table 1G13).
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and whether the traditional small-sizeenteqprise struchrre is likely to
survive. Finally, sonre commenb will be made on the importance for
Taiwan of inward and outward capital flows.

Sonre recent statistics for the economy are pneeented in
Table 5:1. As will be seerU the forecast for 7991 Gross Dornestic
Product (GDP) per head isUS$7,720F with recent annual growth rates
at around the 5 per cent mark.

One of the most remarkable feafures of the Taiwanese
economy has been the high savings rate; as a WIDER report puts it:

Like |apanese and Korean savers, it has been a
mystrery to foreigners why the Taiwanese refrain from
consumption.4

It is probable that the Taiwanese will not be so abstemious in
the future; already the gross domestic savings rate as a proportion of
GDP has declined from its peak of 37.9 per cent in7987 to 33.3 percent
in 1989.s It is forecast to decline further to 31.2 per cent in 1990 and to
28.9 per cent in 1991 (Table 5:1). A high savings rate has been
associated with a low investment rate. However, the proportion of 16
per cent of GDP invested in 1986 is forecast to grow dramatically to

This forecast rnay already have been overtaken by events; it was
reported at the end of 1989 that, for TaiwarL 'per capita gross
national product this y'ear will reach well over US$2000'.
Moreover, That figure, impressive though it is, actually
understates Taiwan's wealth. The black, or informal economy, is
much larger in Taiwan than in most developed countries ... Some
experienced observers estimate that the official figures could
understate GNP by 3&35 per cent which would put real per
capita GNP this year nearer to $US10,000 (Greg Sheridan, ?ich
Island Getting Riche{, Australian, 24 November 7989, p.22).
World Institute for Development Economics Research (WIDER),
World lmbalanca: IVIDER Worlil Eanomy Group 7989 Rqort,
(WIDE& United Nations University, Helsinki, 1989), p.105.
Asian Development Bank (ADB), 

'Asian Dmelopmail Outlook 1.989
(ADB, Manil+ 1989), Table 2.5, p.il, and Asian Development
Bank (ADB), , sian Dmelorynent Outlook 1990 (ADB, Manila, 1990),
Table 25, p.78.
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23.5 per cent in 1990 and to 23.8 per cent in 191. The relationship
between domestic savings and investment, when coupled with the
goverrunent budget balance, provides us with a mealrs of identifying
ihe basic cause of the balance of payments surplus which the economy
has sustained in recent years. An analysis is provided in Table 5:2
where, for comparative pulposes, the Republic of Korea is also
included. Taking this in coniunction with Table 5:3, we can conclude
that the internal savings/investment balance in Taiwan resulted in a
negligible balance of payments surplus as a ProPortion oJ GDP in1979
riri"g to 22.7 per cent in 1986 and probably falling to 8.7 per cent in
1990. It is clelr that Taiwan is set to expand domestic demand (and
imports) in the 1990s.

Some comparisons with Asian countries are presented in
Table 5:4. En passant, it is interesting to note that the countries with the
best development records, viz. Hong Kong, Korea, Singapore and
Taiwan,have t ad tt e lowest population growth rates (ranging from 0.8
per cent per annum to 1.3 per cent Per annum); what more proof is
needed itat low population growth rates are helpful to the
development process? The table also shows that the growth rates of
real product per head of all four MCs have been very similar - about 5
per cent per annum in the decade 7977-87. If we can assume a
iontinuation of these rates to 2000, the GDP per head in Hong Kong
and Singapore at US$15,000 to US$17,000 in terms of US$1987 would
be equivaient to or rather higher than Australia's 1988/89 GDP per
head. (Of course, in the case of Hong Kong the developments
associated with 1997 make all such predictions higNy dubious.)
Taiwan's 2000 GDP per head in US$1987 would be 9100 - some 38 Per
cent higher than the Korean. Excluding Hong Kong, the Taiwanese
GDP per head would be bettered only by Singapore among the group
of eight Asian nations considered. For all intents and purposes,
Taiwin will have become a 'developed' country by the year 2000.

Looking at the structure of Taiwanis GDP we see the expected
shift to the services sector over the development period 1970 to 1990.
My'guesstimate' for the services sector in 2000 is that it will constitute
57 per cent of GDP (c f. fapan's 56.7 per cent of GDP emanating from
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Table 5:5. Taiwan: Sectoral Share of GDP 197&1990

1990 1980 1990(a) 2000G)

Agriculture 16.9 7.9 4.3 3.0
Industry 35.5 46.0 45.5 40.0
Services 47.7 46.7 50.3 57.0

(a) Calo.rlated from ADB,, si,cz Deoeloptnent OutlmkTgg0,Tables 23 and AQpp.65 and
227.

(b) Guesstimate.
Source: ADB, AsienD@eWrcflt Admk7990,Table 46.
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the services sector in 1987).5 Agriculture in 2000 will have shrunk to a
mere 3 per cent of GDP - even now it is only 4.3 per cent (cf. Japan's
1987 proportion of 2.8 per cent). Rising living standards and the
diminishing relative importance of agriculture in the nation's GDP
should make Taiwan an increasingly important market for the
agricultural exports of those countries competitive and entrepreneurial
enough to break into it.

International Trade

As Table 5:6 indicates, since the earliest years of post-war
development, the rate of growth of exports has exceeded that of GNP;
this is the substance of the well-established claim that trade has indeed
been 'the engine of growthl. At the same time exports, until 1985,
formed a continually higher proportion of GNP, reaching a Peak of
52.4 per cent. Sinc€ then the proportion has dropped back to 50.5 per
cent in 1990. But whilst exports have been exPanding so too have
imports. The import growth rate reached as high as 28.7 per cent per
annum between 1986 and 1989; it is now down to 14.2 per cent with a
further decline to 11.2 per cent in 1991. If the growth rate of GNP
continues at 7 per cent per annum until 2000, we might expect imports
to increase by 10 per cent per annurn According to the Asian
Development Bank, merchandise imports in 1990 are exPected to be
US$58.8 billion;7 fy 2000, therefore, they would reach US$153 billion in
terms of 1990 prices. This would represent an increase of 160 Per cent
on 1990. Thus in 2000 Taiwan alone would be importing as much as
all the Asian NICs did in 1987.8

To return to exports: from 1983 to 1988 the volume of Taiwan's
exports grew by 12.9 per cent per annum.9 Since in 1990 Taiwan's

7
8
9

Keizai Koho Center, lapan 1.990: An lnternational Cunparison
(Keizai Koho Center, Tokyo, 1990), Table 3-2,p.21.
.LDB, ' si"an Dnelopment Outlook 1990, Table 417, p.238.
tbiit.
Calculated from Central Bank of China, Financial Statistics: Taiwan
Dbtict, The Rqublic of Chitu (Central Bank of China, Taipei,
December 1989),p.4.



Taiwan's Economic Future SomeThoughts from aL990 Vantage Point 75

ul 9
rr) ro

qq9
6toNNF

a
:€
5a;iEta
FEi?$fEdg
rig
€Qs
5$?x$E
EE E

=F I

,5e E
.'ui St'9 E

FEE
€Ei.EY g
E3;952
;B E
gtE
?< I
-o# i&9 0F.{ F

€'d :
i$if,5 €.6: 9H{f J

fE!t*.oc A8! uto3EZ

aA. tr= 6!- 0a- 9G \.:
=g =8 Fh s8 8g s 5diiF

1- \- q= 9- \G 6t Al
rnrj N\O Ft\ \OO @6 I(t\ FC FCh Cl\ RO\

HFdii

.l: \Ft\(o l.

a-:(t) (f)

9^t
0OF

u? |rl
@ (?)

6l

6lYt'. N
\o
N

qclq
NO6

\OC\ONGO€O@o\o\cco\
iFFFFfr c s * * Rs66CC(hCn6
FHdiF

EF3

33F

E f;U#,r;

E#F

€b3> oc<
9, ez

q,

IE.kF

0
6

rt)

6
6l
|!

3

tr6!
d

\l)
tf)
q,
Di!F



76 Moilan Taiunn in tlrc 1990s

exports are upected to be US$74.7 billion l0 a continuation of this rate
over the cument decade would imply that exports would total US$250
billion in 1990 pric€s by 2000. This would represent an increase of 240
per cent on 1990. Thus in 200 Taiwan alone would be exporting more
than all the Asian MCs did in 1989.

Tables 5:7 and 5:8 make some further comparisons between
Taiwan, tlre other Asian NICs and four other Asian countries,
Irdonesia, Malaysia, the Philippines and Thailand. (Of these four,
Malaysia and Thailand are the next in line to follow the 'flpng Seese-
of the original four NICs, all headed by fapan.)

It will be observed first - perhaps surprisingly - that Taiwan is
ranled far from number one in the list of eight countries with respect
to the importance of exports in GDP. Taiwan, in fact, ranked fourth in
1981 and 1989 with exports cnnstituting 4647 Wr cent of its GDP. The
firsFranked country, Singapore, had exporb amounting tol4?per cent
of its GDP in 1981 and 162 per c€nt in 1989. Malaysia, it should be
noted, has exports forming a rather higher proportion of GDP than
Taiwan. If we were to hazard a guess as to what the proportions of
erports in GDP might look like in 2000 the results would be as follows:

HongKong ?
lndonesia 20
I(orca (ROK) 30Malaysia 65

Philippines 20
Singapore 170
Taiwan *35
Thailand 40

r d. ;aparfs 12.8 per cent proportion in 19821 and 13.0 per cent of
GNE in 1988.12

The emphasis on manufactured e:tports from Taiwan is
obvious from Table 5:8 - 983 per cent of the total in 1988. This
proportion is higher than the figure for any of the remaining seven
countries lisbd. On the import side, Taiwan's dependence on imporb
of raw rnaterials and food was, at 628 per cent of merchandise imports

ADB, Asian Daelognnt Ailook 199O Table A12,p.233.
IGizai Koho C-enbr, lapn7990,Table 1-12, p. 13.
Iapan External Trade Organisation @TRO), IETRO Businas Facts
anil Figura,NWn 1989 (lETRq Tokyo, 1989), Table 1, p.16.

lo
u
t2
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Table 5:7. Exports as a Proportion of GDP in Some Asian Countries,

1981 and 1989

Exports as Per cent of GDP

1981
per cent rank

1989
per cent rank

Hong Kong
Indonesia
Korea (ROK)
Malaysia
Philippines
Singapore
Taiwan
Thailand

n.9
27.3
29.6
46.7
14.8

'1,41,.6

46.5
19.8

721.7
245
29.6
58.1
173

762.0
45.7
n.6

2
6
5
3
E
1

4
7

2
7
6
3
8
1

4
5

Source: ADB, Asba Daeloptnent Outlorik 7990,Table A1{ p. 235.
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in 1988, second only to Hong Kong with 68.0 per cent (d. fapan's tE.3
Per c€nt).13

Given the present (August 1990) critical sihration with regard
to world oil supplies it is instructive to noE the relative dependence on
energy imports of the eight Asian countries. For Taiwary energy
imports constituted 9.1 per cent of total imports in 1988. That was
about the same proportion as we find for Korea and rather higher than
Malaysia. The next column in Table 5:8 is perhaps even more crucial:
the share of energy consumption imported (net). For Taiwan this was
as high as 90.9 per cent in 1988 compared with 78.1 per cent for
Korea.l4 Worst affected by oil price increases (or absolute shortages)
will obviouslybe Hong Kong and Singapore.

As an aside, it is interesting to note that in 1985 japan was
reliant on foreign energy sources for 80.5 per cent of its total energy
usage.lS This had effectively remained the same up to 1988 (80.1 per
cent).16 However, in fapart's total import bill fuels have formed a
steadily diminishing proportion: in 1982 they constitutd 49;7 per cent;
in 19f37, 26.2 per cent.l7

To return to Table 5:8, the last three columns show the extent
of trade of each of the eight countries with:

a. the Pacific Region,

b. Japan,and
c. the United States.

Far Eastsn Economic Reriant,, sia Yearbook'1.989, p.8.
Korea has, sensibly, adopted a maix policy of generation of
electrical energy from nuclear fission. In 1984 atomic Power
generated 28.3 billion KWH of electric power, equivalent to 43.7
per c€nt of total electric power generated. In that year, atomic
energy provided the equivalent of 7.1 million tonnes of oil-
equivalent, or 11.6 per cent of the total consumption of primary
energy (Economic Planning Board, Majw Statistics of the I(wean
EcotnmyT9ST,Tabls 5-14 and 5.25).
IETRO, IETRO Business F acts and F rgures, N ippn 7989, p.3l,,
Far Eastern Economic Reoiao, ,4sia Yearbook 7989 , p. 8.
IETRO, IETRO Businss Facts and Figura, Nippon 7989, p.63.

13
14

15
l6
17
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Only 16 per cent of Taiwan's bade was with the Pacific Region
in 1988 - but this proportion was higher than was the case for Korea
(11.6 per cent) or the Philippines (9.4 per cent). The proportion of
Taiwan's trade with Japan was 213 per cent - similar to the
proportions found for Malaysia and Thailand. Taiwan's heavy
dependence on the US, however, is evidenf some 35 per cent of
Taiwanfs trade is with that country. This is a higher two'way
relationship than exists for any other country in the sample' It is
becoming an increasingly important Part of Taiwan's external
economic po[cy to reduce the countr;y's dependence on the United
States. We can expect in the'90s, therefore, a decided reduction in the
1988 proportion of 36 per cent of trade with the US.(We return to the
topic of country trade patterns a little later.)

But what of Taiwan's position in the whole trading world?
Sonc interesting GATT statistics are presented in Table 5:9. We find
first of all that Taiwan (and Hong Kong and Korea and China and
Singapore) has dramatically increased its ranking in world exports and
imports between 7979 and 1989. For exports, for instance, Taiwan was
22nd in importance in 1979 but by 1989 it had become 12th. Of all
developing countries, only Hong Kong occupied a higher rank in 1989
- llth. Taiwan's share of world exPorts in 1989 was 2.L Per cent which
was only a percentage point below Belgium - Luxembourg and about
one quarter of the Japanese proportion. Although not as high up in the
list for imports, Taiwan nevertheless manifested the extremely rapid
growth of imports of 254 per cent over the decade - a proportionate
increase that was bettered only by Hong Kong and China.

A broad breakdown of Taiwan's exports is shown in
Table 5:10. As mentioned previously, the countr5/s exPort picture is
now dominated almost entirely by industrial products. But it was not
always so. Surprising as it might seem today, up to 1964 Taiwan's
rnaFr exports were processed agricultural products. That this
category should by 1988 have almost vanished (3.6 per cent of the
total) is a rneasure of the successful industrialisation of and structural
change in the Taiwanese economy over barely two-thirds of a
generation. As for the fuhrre trend of industrial producd, what we
shall have to look at is the particular type of produc$ we shall return to
this later.
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As for imports (Table5:11), agncultural and industrial raw
materials seem to maintain an invariate two-third proportion of the
whole. This situation is likely to continue in the '90s. We shall
probably, however, find the proportion of consumption goods
increasing as tariffs come down and rising incomes generate a taste for
imports. Perhaps by 2000 that 1988 figr"e of 7.6 per cent will have
increased to between 10 and 11 per cent at the expense of capital
goods.

The next several tables deal in increasing depth with the
counby pattern of Taiwan's exports and imports. Table 5:12, for
instance, shows growth rates of exports to major regions and countries
from 1986 to 1988. One can only view the rates therein depicted with
amazement! A sign that the switch from the US market to, in
particular, the European Community (EC) market is evident from the
fact that in 1988 Taiwanese exports to the US declined by 1 per cent
whereas exports to the EC increased by 55.4 per cent. And the high
growth rate of exports to fapan of 1986 and 1987 was not repeated in
1988. (But all is relative; exports to |apan still rose by one quarter in
that one year!)

Some figures on proportions of exports to various destinations
are given in Table 5:13. US market dominance, it appears, peaked in
1986 when almost one half of Taiwan's exports were consigned to that
country. Since then the proportion has dropped by nearly 10
percentage points but even so the US market in 1988 was twice as
important as the ]apanese. Europe has been a more important market
than Japan since 1981 and the trend is likely to continue in that
direction - provided no 'Fortress Europe' is established in 1992 and
provided the Uruguay Round of the General Agreement on Tariffs and
Trade (GATT) is successfully concluded in December 1990. In the
most favourable scenario Europe might account for 20 per cent of
Taiwanls exports within a few years - probably at the expense of the
US market. It is more than likely that the importance of the ]apanese
market will be maintained as |apan restructures under the Maekawa
Plan ef al. to increase domestic demand and concentrates on the
production of increasingly sophisticated electronic products and
financial services. (Aushalia will remain a small market for Taiwan -
perhaps 2 pe. cent of exports will be consigned to this counby in the
1990s.)
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Irnport sources for Taiwary in rather crude detail, are given in
Table 5:14. Now the relative position of US and )apan are reversed;
Iapan is, and has been since 1971, a more important sourrce of imports
than the US. More details are given of the sountry ogort/import
pattern in Table 5:15. In both 1970 and 1988 the four nrost

Table 5:12" Taiwan: Growth of Exports to Maior Trading
Partncrs/Regions (per cent per annum)

1986 1987 1988

17DMCs(a)
Iapan
u.s.
EC

17.9
31.3
28.6
32.1

y2
535
4.6

8.8

y.7
8.6
-1.0
55.4

(a) Developing Mesrber Corurtries of Asian Dwdopment Bank.
Sourcc: AbB,-Asien *?cwt E tt Outlde, 7990, T able A16' p. 2l/.

Table 5:13. Taiwaru Proportion of Exports Consigned to Various
Destinatiors (per cent Per annum)

Japan Australia Ewope Others Total

1952
7961
t97l
1981
798r,
7987
1988

35
21.9
41.7
36.1
47.7
&.1
x.7

52.6
29.0
11.9
10.8
17.4
13.0
145

0.2 53
0.3 8.0
1.7 9.9
3.0 12.7
2.2 tz.O2.1 74.7
2.2 163

38.4 100.0
40.8 100.0
v.8 100.0
37.4 100.0
25.7 100.026.1 100.0
28.3 100.0

Sourcec: 1952 and 1988: CEPD Taiunn Stetisticel ht4tuk7989, Table 11-10h, p222;
1967 - 1987: Kuo, 'The Adrioreurent of Growth with Equit/, Table 8, p.15.
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Table 5:14. Taiwan: Proportion of Inports from Various Sources
(per cenO

US Japan Augtrelle Europe

1952
7967
7977
1981
1,9t36
1987
1988

45.7
40.6
22.7
22.5
22.4
27.8
26.2

31.2
31.0
u.9
28.0y.2
33.9
29.8

6.6
9.3

10,7
9.3

13,4
15.1
16,1

15.5 100.0
17.3 100.0
19.0 100.037.4 100.026.4 100.0
8.6 100.0
25.2 100.0

Sources 1950, 1987ind1988:CEPD,TairmnStatisticalDattWkTgSg,Tablesll-lffand
11-tla, pp. fl0,2124;1961-1986: Kuo, 'The Adrieverrent of Growth with
ECuit/, Table 9, p.15.

0.9
1.8
3.3
2.8
3.6
2.9
2.7
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important importers taken together took about the same proportion of
Taiwan's exports: 66.7 per cent in 1970 and 66.3 per cent in 1988. The
four maior iountries for Taiwan's exports are US, |apan, Hong Kong
and Geimany, in that order. On the import side it is especially
interesting to note today that Saudi Arabia and Kuwait were,
respectively, 5th and 14th in importance in 1988. Even more
interesting is the fact that in 1970 the relative positions of those two
countries were almost entirely the reverse! Perspicacity on the part of
Taiwan? we can observe too from the table that imPorts from saudi
fuabia and Kuwait formed only 35 per cent of totd imports in 1988,

but that proportion - obviously comprising oil - is cmcial for the
functioning of the economy.lE

lE Unlike Korea, Taiwan has been slow to move into the nuclear age
for the generation of electricity. o.ly 13.5 per cent of electric
power consumption was generated in 1988. The actual generation
of etectricity from nuclear plants actually decreased by 6.7 pey
cent between 1987 and 1988 (CEPD, Taiwan Statistiul Data Book
1989, Table F9a, p.100). An Australian Department of Trade and
Resources rePort on Taiwan states that, Nuclear Power
generation started in 1977 and, by 1981, Taiwan Province had
constructed two nuclear power plants whose three reactors (with
an installed capacity of 2,557 MW) supplied 8.6 per cent of total
energy. Taiwan Province presently has another reactor at its
second plant and a third plant (of 2 units) under construction.
This will add 2887 MW to installed capacity. The Ten-Year Plan
(the Economic Development Plan, 198G'89) envisaged a rapid
expansion of both nudear and coal-fired power-stations to_meet a
foiecast 11.9 per cent average annual increase in power demand
over the plan period ... (I)t is now planned to have only six
nuclear phnts by 1985 and 12 by the year 2000, rather than 14 by
1989 ... (T)he governmenfs present strategy is seeking to address
the Province's three major areas of vulnerability. tts policies of
energy conservation and efficiency measures, diversification of
energy sources (to nudear and coal) and structural adjustment are
designed to improve the Province's self-sufficiency and energy-
intensive position, thereby lowering its dependence on oil'.
(Department of Trade and Resources, Suruey of Major Wstun
Paciftc Economia (Australian Government Publishing Service,
Canberra 1983), pP.47,52-53). No doubt the planners of 1980 are
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United States and fapanese trade with Taiwan are looked at
more closely in Tables 5:16 and 5:17. The phenomenal increase in
exports to the US from US$4 million in 1952 to nearly US$23.5 billion
in 1988 immediately strikes the eye. But worthy of equal note is the
fact that Taiwan has become an increasingly important market for the
US over the past generation. Total US exports to the world were
US$322.4 billion in 19881r thus exports to Taiwan constituted 4 per
cent of total US exports in that year. However, the tradebalance is still
heavily in Taiwan's favour, amounting to US$10.4 billion in 1988, up
from US$2.1 billion only eight years before. It is this situation which
has caused the US to exert increasing pressure on Taiwan to appreciate
its currency, to remove import restrictions, to lower tariffs, to liberalise
its services sector (especially important in the current GATI Round)
and to abide by Intellectual Property conventions. We shall return to
the question of currency appreciation.

The contra of Taiwan's massive trade surplus with US is the
large (US$6 billion in 1988) trade deficit with Japan. This almost
doubled between 1980 and 1988 (Table5:17). Once again, Taiwan
would like to diversify its sources of supply (nearly 30 per cent
emanated from Japan in 1988) but this will probably be far more
difficult than diversifinng its export markets. However, there is no
maior problem in the pattern of Taiwan's trade with the US and japan
provided the multilateral system is maintained. For that reason
Taiwan (like Australia) has an absolutely vital stake in the successful
conclusion of the GATT Round. Australia should find in Taiwan a
natural ally in its GATT negotiations and useful quid pro quos can
flow between the two countries (e.g. enhanced access to Taiwan's

today congratulating themselves on their foresight! But let us
hope they have revised or will revise upwards their intentions
with regard to the nuclear generation of electricity; not only will
such a policy serve to reduce Taiwan's dangerous dependence on
oil but it will also be to Australia's advantage to have Taiwan as
an increasingly important purchaser of uranium (and coal).19 International Monetary Fund (IMF), International Financial
Statistics.
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Table 5:15. Trade Between Taiwan and United States

Taiwan Exports
to US

Taiwan Imports
from US

Trade
Balance

Share of
Total

. ExporbUs$mill. p€rc€nt US$mifL

Share of
Total

Imports
p€r qrt US$ mill.

7952
79ffi
1970
1980
1988

4
79

5&
6,7ffi

23A37

3.5 86
11.5 113
38.1 Wy.7 4573
8.7 13,n2

45.7 32
38.1 -94
23.9 +200
23.7 +2,67
26.2 +70,429

Source: @PD, Teitmn Stzitistical futt M 7gEg,Table ll-10a p. 215.

Table 5:17. Trade Between Taiwan and fapan
Taiwan Erports

to fapan

Share of
Total

ExportsUS$nill. p€r cent

Taiwan lmports
fronr Japan

Trade
Balance

Share of
Total

lmports
US$ mill per cent US$ mill.

1952
79ffi
7970
1980
1988

61
62

216
2,173
8,762

52.6 58
37.7 105
74.6 6s3
11.0 5,353745 74,824

31.2 +3
35.3 43
42.8 437
27.7 -3,180
29.9 4p62

Source: (,PD, Tdtmn Statistical fta W, 7989, Table 1l-1h, p.215.
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market for Australian agricultural exports in exchange for the'Garnaut
Option',20 i.e. zero Australian tariffs against imports from Taiwan by
the year 2000).

The interesting point that ernerges from analysis of data on
intra-regional trade in northeast Asia is that although Taiwan formally
has no direct exports to China it actually erporteil oia Hong l(ong US$388
million worth of commodities in 1981 and US$811 million in 1986.
And since Taiwanis total exports in 1986 were US$39552 million it
rnay be calculated that in that year 2.1 per cent of Taiwan's exports
actually found their way to China.2l

We can note also that to the 1.4 Per cent of Taiwan's total
exports directly consigned to the Republic of Korea in 1986/89 must be
added the $US144 million consigned via Hong Kong. Moreover, it is
of interest that Taiwan apparently accounts for 0.09 per cent of the
total exports of the ussR.

Reference was made above to the pressures exerted by the US
on Taiwan (and, incidentally, on Korea) to revalue the currency. The
net result of currency changes has been that the Taiwanese real
effective exchange rate has appreciated by 15.3 per cent between 1980
and 1989, i.e. only some 5 points less than the (unexPected) 20.4 per
cent appreciation of the Hong Kong dollar. All the other countries in
Table 5:18 witnessed a ilqrecintbn in their real effective change rates.

Thus Taiwan has become less competitive als d uls its Asian
trading neighbours - a disadvantage which became particularly acutc
in 1989. Since Korea is Taiwan's maior competitor it is of special
interest to note that despite the nominal appreciation of the Won
between 1985 and 1989 the real effective rate depreciated between 1985
and 1988 and only in 1989 did the real rate start to rise. Even so,
compared with 1980, Korea's real effective exchange rate showed a
depreciation of 5.6 per cent in 1989.

It is clear, however, that 1989 saw a real appreciation of both
the Won and the |rff$. Yet, as has been well said by WIDER:

Ross Garnaut, Australia anil the Northeast Asian Ascenilancy
(Australian Government Publishing Service, Canberra, 1989'1, p.7.
Prue Phillips, 'Intraregional Trade in Northeast Asia', Northeast
Asia Program N ansletter,No.3, fuly 1990.
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Contrary to expectations, however, movements in the
trade account seem to suggest that the effect of the real
appreciation on trade balance has been small in both
countries either because exports and imports are
insensitive to changes in the exchange rate or because
the effect of the real appreciation has been swamped
by other develoPments.22

Thus, as an indication of Taiwan's strong trading positiory
gold and foreign exchange reserves amounted to US$80 billion at the
end of 1989 (Table 5:1) - considerably higher even than Japan's and,
therefore, the highest of any country in the world. Unfortunately - but
inevitably - the accumulation of reserves has led to considerable
increases in the money supply and hence inflation.23 Two indicators of
inflation are stock market prices and housing prices. The market price
of the industrial shares index rose relatively slowly in the period 1982
to 1985 from an index of 477 to 746. But from then on index numbers
become almost impossible to comprehend - by November 1989 the
index had reached 1,AJ21124 As for the housing market, one observer
writes that:

prospects look good because of the high population
density, the limited amount of land available for
housing, and the countr5/s booming economic growth.
Housing prices have tripled and quadrupled in the
Taipei area in the last two years.25

WIDER, World Imbalanca, p.105. It is worthy of note that a similar
theory has been developed to explain why fapanese exports stay
up and even increase with Endaka (a high Yen). It depends pady
on the structure of exports and partly on the fact that Japanese
exporters are willing to accept cuts in profit margins on foreign
sales which are compensated for in the domestic rnarket.
The rnoney supply increased from NT$751 billion in 1985 to
Nff$2,016,billion in fanuary 7989. By November 1989 it had been
reduced to NT$1,914 billion (Monthly Bulletin of Statbtics of the
Republic of China, Vol.XV, No.12, December 7989,pp.77,18).
hbid.,pp.77,78.
Rong I. Wu and Chun-tien Hu, 'Exchange Rate Policy, Cunent
Account and Economic Growth in Taiwan' in W.E. James and
Seiji Naya (&s), Maaoaonomic Structural Issus in the ,Asia Prcific

24
25
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Given the domestic inflationary situation, plus the pressure
exerted by the United Sates to increase imports and reduce exports,26
plus growing democratic pressures on the political sc€ne, it comes as
no surprise to read thah

measures have been taken to adjust the trade
imbalance mainly through liberalization and
internationaliza tion.

And the author of that last statement, Shirley Kuo, the Minister of
Finance, continues:

To reduce the export surplus, efforts have been made
through elimination or reduction of export subsidies
and encouragement of import liberalization. Tax
rebates for exports have been gradually reduced.
knpon liberalization has been implemented through
the lifting of import restricdons and the lowering of
tariff rates. For example, in February 1988 tariff rates
were reduced by an avefage of 50 per cent on 3"523
items, constituting the largest single'round cut ever.27

Also reported by the MinisFr were the following measures:

Ecottomirs $apan National Committee for Pacific Ecrcnomic
Cooperation/East-West Center, Honolulu, March 1990r, P.1%.
Taiwa& along with Korea, Hong Kong and Singapore, lost its
preferential status as a developing country in the United States'
market in May 1989.
Kuo, The Achievement of Growth with Equit;/, P.53. Wu and
Hu draw attention to the fact that the overall nominal tariff rate
dropped from 55.7 per cent in 7974 to 20.1 per cen! in 7987 'for
tho* auntris wla granteil reciTocal trutment with Isicl Taiwan'
(authoy's errphasis; one wonders whether Australia is induded
among this favourcd category of countries). Further, in
consequenca of the 50 per cent tariff ort referred to by Kuo in the
text, Taiwan's nominal tariff rate became only 9.1 per cent in 1988.
Wu and Hu add that the 'real' (effective?) tariff rate 'fell from 11.8
per cent in 7979 to 5 per cent in 1988' and that 'rnost nontariff
trade barriers have been lifted so that foreigners find that access
to the Taiwan rnarket is easie/. Wu and Hu, Txchange Rate
Policy...', p.198.
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. a relaxation of foreign exchange controls to permit
greater capital outflows from fuly 1987. It is now
possible for individuds (adults) to remit US$5 million
per annum26 out of the country;

. an increase in public investment so that 'the share of
invesbnent in the GNP increased from 15 per cent in
1986 to 19 per cent in 1987 and 21 per cent in the first
half Year of 7988'.2e

To these measures must be added other steps listed by Wu and Hu
taken by the Central Bank to restrict the inflow of capital. These
include:

o no more than US$50000 (or equivalent) remittance Per
person would be allowed into Taiwan per year; and

o foreign liability of foreign exchange banks was
frozen.3o

However, the authors go on to emphasise the difficulties of
implementing such policies in practice:

Even with so nnny restrictions, the effect was small
since hot money can still flow in through other legal
channels. For example, because revenue from
commodity exports can be remitted without limit into
the country, exporters can over-invoice their
transactions to cover the inflow of hot money.3l

30
31

In tranches of a maimum of US$1 million. Source: A director of
the Taiwan Industrial Development and lnvestment Centre
speaking at the |oint Meeting of the Taiwan-Australia Trade
Association, Queensland, c. November 1988, as reported in
Taiwan Gets Cracking', Oa*seas Trading Magazine, November
1988, p. 39.
Kuo, 'The Achievement of Growth with Equitl/,P.il. In 1990 it is
expected that gross domestic investment as a proportion of GDP
(a rather different concept) will increase to 235 per cent and for
1991 the expected proportion is 23.8 per cent (Table 1).
Wu and Hu,'Exchange RatePolicy ...',p.796.
Ibid.,p.196.
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AII in all the signs are that a continuation of the dynamism of
the Taiwanese economy is to be expected and this, coupled with a
switch to inward expansionary policies, will present all exporters
(including Ausbalia) with stimulating opportunities. see Table 5:19
for details of Taiwan's trade with Ausbalia.

What one has to be concemed about, however, is that
Australia will be dilatory in taking up the trade opportunities (and
two-way investrnent possibilities) so far as Taiwan is concerned.

This brings us to the question of investrnent flows. As was
mentioned at the beginning, Taiwan's balance of payments surplus
indicates that the country has become an increasingly important player
on the world capital exPorter sc€ne, following only Iapan and
Germany. But Australia has received very little Taiwanese capitaf -
and most of what was receivd seems to have been repatriated! The
level of Australian investment in Taiwan at the end of 1987/88 was
only Aus$52 million - and this was a decided drop from the Aus$775
of the level the year before.32 As will be seen from Table 5:2O Taiwan
has the major stock market of all the 'emerging'countries; perhaps in
the future Australian companies, in pint-venture anangements with
Taiwanese companies, will be able to tap this market for ioint-venture
activity in Taiwan. At present, however, as Table 5:21 shows, it is
impossible for foreigners to gain general access to the Taiwanese Stock
Market (a further issue for the GATT negotiations to take up).

It is especially important that Australia realises that
international capital is becoming increasingly scarce and that if it is to
be attracted to this country - as it must be if we are to meet the
savings/investment shortfall - it will be essential to provide adequate
conditions and an appropriate welcome.

s2 For some details of Australian investment in Taiwan see Derek T.
Healey, Australian Economk Relations with Korea and Taiwan:
Reftections on tlre Gartuut Rqort, Working Paper No.90/3
(Department of Economics, University of Adelaide Adelaide,
1990), p.35.
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Small Firnrs and State Enterprises in Taiwan

Table 5:22 shows that the average size of factory in Taiwan
rose from 24 in 1968 to a peak of 52 in 1971 and then declined again to
31 in 1988. But this 'average'is really meaningless because it takes no
account of the sizedistribution of factories.

In the Census of 7971F enterprises employing under 10
workers constituted 8.7 per cent of the total number of enterl2rises'
But these enterprises employed only 9.4 per cent of the workers. At
the other end of the scale enteqprises with over 100 workers formed
only 4.5 per c€nt of the total number of enterprises but these employed
64.4per cent of the workers. In 1971, too,

these large and mostly modern enterprises employed
82 per cent of the total assets used in manufacturing,
and produced 78 per cent of the manufacturing value
added.3{

Between 1961 and 1971 there was a dramatic jump from 387
enterprises employng over 1(X) workers to 1949.3s If these trends
have continued to the present there can be litfle doubt that large'scale
entelprise is the predominant force in terms of employment, capital
and output. It maybe, therefore, that something of a myth has Srown
up about the predominance in Taiwan of the small-scale enterprise in
contradistinction to Korean developrnenb.

However, there is no reason to expect the demise of the small
firm; what will probably happen is that the system of outworking, as
practised in |apan, will incteasingly become the Taiwanese norm with
close connections being developed between the larger, modern
enterprises and the smaller, specialised workshops supplying
components under contract. Such developments have been observed
in Korea between the firms in the Export Processing Zones and small
firms outside.

Quod by Ho, Eanomic Danlopment of Taiwan,'L860-7970, p.378.
Unfortunately, no later Census figures have yet come to hand.
lM.,p.ltl6.
lbiil.,p.378.

3B
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Table 522. Taiwan - Size of Finns

Number of
Factories

Employment in Average
Manufacturing Employment

'000 per FactoryYear

1968
1977
7978
1988

$,a57
20247
52,U9
89,965

785
1,053
7,892
2,798

23.7
52.0
35.8
31.1

Source: CEPD,Tafunn Sbristied htltuk7989, Tables 2-9a and !11, pp.15,104.

As far as the public versus the private sector is concerned it is
clear that the predominant position occupied by the public sector in
the early years of post-war development has given way to the
predominance of the private sector. As early as 1959, the private sector
was responsible for 51.3 per cent of industrial production; by 1988 this
had increased to 81.9 per cent. In manufacturing the private sector
proportion of output in 1988 was 88.9 per cent. Only in the mining
sector is the public sector slightly more important than the private
sector - in 1988 the public sector was responsible for 51.5 per cent of
output. (But this year seerns to be an aberration - in all previous years
the private sector predominated, though to a smaller and smaller
degree.) In all periods since 1953, too, the rates of growth of output in
the private sector have exceeded those of the public sector:

Average Annual Growth Rates of Industrial Production

Years
Private
Sector

Public
Sector

7953-7962
7963-1972
1973-1,988

Since 1985, however, there does seem to have been a higher
rate of growth in the public sector as compared with the private.

8.9
10.7
8.3

't6.2
22.9
9.9
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Production in the former sector grew by 19.5 per cent between 1986
and 1988; in the latter, it grew by 14.5 per cent. However it is dearly
the overwhelming relative size of the private sector (over four-fifths of
total production in 1988) which is of prime importance.36 What seems
to have happened is that the government gradually divested itself of
assets which it had acquired from fapanese owners at the end of World
War II. Under the 'Land-to-the-Tillers' Program of the 1950s four large
enterprises were transferred to the private sector as part of the
compensation to landowners. Ian Little summarises the position with
regard to public ownershiP as follows. It consists of:

(1) historical accidents;
(2) utilities, including rail and some air transPort;
(3) some capital-intensive intermediate produc-

tion, which is both inevitably monopolistic if
imports are kept out and unprofitable without
Protection or subsidY'37

In the 1990s, since (1) is no longer applicable we are left with
only (2) and (3). The utilities sector (electricity, gas, water) is now, and
always has been, entirely publicly owned.38 As for (3), imports are
increasingly not being tept oufer and subsidies are probably going to
be increasingly difficult to sustain for domestic and international
reasons. These pointers, together with the world-wide move to
privatisation for reasons of economic efficiency, lead us to belie-ve that
by the year 2000 the public sector in the production sphere will be of
negligible importance.4o

% Satistics drawn from CEPD, Taiwan Statbtical Data Book 1'989,
Tables F3b $3c and 5-4, pp.87-89.
Ian M.D. Uttle, 'An Economic Reconnaissance- in Walter
Galenson (d), Economic Growth anil Structwal Clnnge in Taiwan:
The Postwar Etperiorce of thc Republic of China (Comell University
Press, Ithaca, 797r, p.46.
CEPD Taiwan Statistical DataBook 1989, Table 54,p.89.
See foobrote 27, above.
It is, however, surprising that 50.8 per cent of national Research
and DeveloPrnent (R & D) expenditures were made by the
government in 1987. However, the trend is downwards, with 64.8
per cent having been the government proportion in 7979 (Ibid.,

38
39
,*0
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The Future for Taiwan

Taiwan will become an increasingly sophisticated, modern
state. Its production mix will shift more and more to science-based,
high+ech industries as labour costs rise with rapidly increasing real
incomes. By 1988 unit labour costs in manufacturing had risen by 140
per cent over 7974; in textiles they had risen by 203 per cent. On the
other hand, in precision equipment unit labour cosb had declined by
23per cent.4l

No longer will the Export Processing Zones (EPZs) set the pace
for industrialisation and exports - unless they restructure their outPuts
to the emerging high-tech rnode. They do seem to be doing this. The
three EPZs (Kaohsiung -Y,,EPZ;Nantze -NEPZ; and Taichung -TEPZ)
between them produced and exported 6.2 per cent of Taiwan's total
exports in 1988.a2 But that proportion is unlikely to expand. What will
happen is that the Science-based Industrial Park (SIP), located at
Hsinchu 80 km southwest of Taipei, will assume increasing
importance. The SIP was established in 1980 and already its exports of
computers, integrated circuits, opto<lectronic equipment etc. amount
to US$1.49 billion (in the year 1988). Those exports constituted 85.7
per cent of the SIP's output and 2.5 per cent of Taiwan's total exports.43
The proportion is not yet large but that is the way of the future for
Taiwan. Moreover, Taiwan's educational system is gearing up for the
newly arising demand for higNy skilled personnel.

Table G1, p.113). The Republic of Korea, by contrast to this large
role of state R & D observed in Taiwan, conducts most of its R &
D in the private sector. In1977 that proportion was 52.3 per cent;
by 1985 it had risen to 80.5 per cent (Economic Planning Board,
Major Statistics of Korean Economy 1'987,Table 11-3, p.252).
CEPD, Taiwan StatisticalDataBook 1989, Table 2-74,p.27.
Export Processing Zone Adminisbation, Essential Statistics,
Ministry of Economic Affairs (Export Processing Zone Administ-
ration, Kaohsiung, Taiwan, June 1989), pp.2-3.
Science-based lndustrial Park 1.988 Annual Rqort; Science-based
lndustrial Park A Sound Inaatment; Science-based lndustrial Park
Taiwan, A Place to lnoest, A Place to Lioe (Science-based IndusFial
Park, Hsinchu, Taiwan, all c.1988).

4l
42
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Summary and Conclusions

Taiwan and South Korea have shown what can be done by
resource'pq)r economies to develop economically and socially. The
key to each counb/s sucress has lain in the appropriate policies each
has pursued, with export orientation being the maFr conunon policy.

It is now tirne to ask if Taiwan can continue along the same
road until the end of this century. This paper has shown that the net
savings rate is diminishing and that the surplus available for capital
exports is diminishing. But we are speaking here in proportionate
terms, e.g. savings as a per cent of GDP. In absolute terms Taiwan will
continue to be a maior international source of capital for some time to
come. It will now be in Taiwan's interests to increase its direct
overs€as investment rather than engage in portfolio inveshnent of the
previous type - i.e., primarily, the purchase of US Treasury Bills.
Taiwan will find it increasingly desirable to locate production off-
shorc as the appreciated currency and the rising labour costs per unit
of output make various branches of labour-intensive industry
uncompetitive internationally. Taiwan will, therefore, aim to
restructure towards an increasingly capital- skill- and knowledge-
intensive eaonomy.

The dernands to be made in the coming decade on available
supplies of internationally rnobile capital are immense, given the
imminent restructuring of Eastern Europe and the USSR - to say
nothing about the capital needs of the bld'developing world. World
interest rates will inevitably remain high until at least the year 2000
and Australia, if it is to get any share of the increasingly scarce funds,
will be obliged to (d pay the high interest rates demanded by the
suppliers of capital and O) conform to internationally accepted norms
as to what a good host country must do (i.e. Ausbalian tax rates must
be down with the lowest internationally). But Australia is also a
capital exporter and, given the excellent prospects for the Taiwanese
economy over the foneseeable fuhrre, Australian entrepreneurs should
be thinking more seriously of organising ioint-ventures in that country.
Australia,like Taiwan, will often find it in its best interests to engage
in off-shore production.
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It is also apparent that the countqy-ofdestination pattern of
Taiwan's exports will materially change in the'90s through, prirnarily,
changes in the relative incomes of Europe and the US in favour of the
former. A shift of exports towards Europe has already been noticed,
and unless there is a collapse of the Uruguay Round of GATT Europe's
restrictions on imports from Taiwan must come down. Japan also will
become an increasingly important market for Taiwanls exports as the
fapanese restructure their economy towards enhanced domestic
demand and allow to wind down those sectors in which Taiwan has a
comparative advantage.

The role of the government in the structure of production in
Taiwan will continue to diminish until, by 2OOO, it will practically
vanish - except in utilities. From now on the goverrunent's role will be
increasingly in the social and environmental spheres.

Small-scale industry will continue to exist, but in terms of total
employment or contribution to output or investment will become
relatively unimportant. Those small firms which remain will,
effectively, be appendages to large-scale, modern industry, in the
fapanese mode.

As for the rather longer term horizon one can envisage a
Taiwan where the high+ech, sciencebased city will become the norm
with a highly skilled, highly paid workforce. In that auspicious era the
Taiwanese will be delighted to play host to an Australian delegation
sent to investigate how to make a multifunction polis work.



CHAPTER 6

TAIWAN'S ECONOMIC RELATIONS WITH
THE UNITED STATES OF AMERICA

|iann-fong Guo and Raynond Chang

This chapter discusses the economic rneasures adopted by the
Taiwanese government to ease the trade gap between Taiwan and the
US.

Success in balancing Taiwan-US trade has been limited,
because the factors causing trade imbalance are too complicated to be
resolved within the framework of bilateral negotiations currently
employed by the US for trade talks with Taiwan. While bilateral
negotiation has certainly improved the trade imbalance, it has also
created new problems for both countries. Therefore, we suggest that
in the near future a nrore effective framework - multilateral
negotiations - should be adopted to improve the trade imbalance
between Taiwan and the US. However, the imbalance can not be
resolved completely by multilateral negotiations alone. In the long
term, elimination of the large trade imbalance will require an
adjustnent of international trading pafterns (among Taiwa& the US
and Japan) and a coordinated international economic policy. In other
words, according to the principles of GAT[, some countries should try
to adjust their domestic economic policies and structures in order to
reduce current trade imbalances among themselves.

Overview of Taiwan-US Trade

Trade has been one of the most important factors behind
Taiwanis economic growth since the 1950s.1 Between 1952 and 1988,

Taiwanis total trade has grown rapidly over the year. In 7952,
total external trade (aggregation of exports and imports) was
worth US$300 million. This figure rose to US$118.47 billion in
1989, an increase of 390 times over the 37-year period, at an
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exports as a percentage of economic growth increased from 8.6 per
cent to 50.3 per cenf import dependency also rose from 14.8 per cent to
4L.4 per cent. As the US is Taiwan's biggest trading parbrer, a good
trade relationship between these two countries is very important.
Since the early 1980s, however, the imbalance in bilateral trade has
bugr. to alarm both sides and has become an important political and
economic issue in Taiwan and the US (see Table 6:1).

In the 1950s, the US was the biggest source of indusbial goods
imported by Taiwan. In return, Taiwan exported agricultural products
to the US. Since light industrial products which met US market
demands gradually replaced agricultural goods as Taiwan's major
export items, the US then became Taiwan's biggest export market after
1967.2 At about the same time, Japan replaced the US as the main
source of industrial products imported by Taiwan.3

Since 1968, Taiwan has recorded a trade surplus with the US,
and that surplus has increased rapidly. It reached US$10 billion in
1985, and US$16.01 billion by 1.987. In 1988, Taiwan's exports to the
US dropped 1 per cent while imports from the US rose 70.4 per cent,
resulting in a trade surplus of US$10.43 billion, a drop of 35 per cent
against the previous year. Even so, Taiwan was the fourth largest
supplier to the US and the sixth largest market for US products. The
size of Taiwan's trade surplus with the US was second only to fapan's.
Thereafter Taiwan has become a maior target of retaliation under the
terms of the Ornnibus Trade Act signed by US President Reagan on 23
August 1988.

average annual rate of 17.8 per cent. The average export growth
rate was 19 per cent and the average import growth rate was 16.8
per cent. The magnitude of the trade increase demonstrates that
Taiwanese economic growth has relied substantially on trade.
Un617967, the US still enjoyed a trade surplus withTaiwan.
This development may have been affected by the ending of US
economic aid to Taiwan in |une of 1965.

2
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Factors Behind the Trade Imbalance

Various factors, including the economic policies and
production structures of both countries and the international trading
pattems among Taiwan, the US and ]apao have contributed to the
trade imbalance btween Taiwan and the US' A brief examination of
each follows:
Economic Policia.. On the Taiwan side, tariff and non-tariff barriers,
including duties and other obstacles to imports as well as restrictions
on investment and foreign exchange, were relatively high. At the same
time, a number of export incentives, such as low interest-rate export
financing and import duty rebates for exports, were adopted and
maintained until recently.4

On the US side, the C'eneralized System of Preferences (GSP)
and a relatively strong dollar in the beginning of 1980s through early
1985 also benefited Taiwan's exPorts. On the other hand, American
restrictions on sales of hightech military equipment and Alaskan oil to
Taiwan have reduced bilateral trade. Besides, US measures to manage
the budget deficit may also have an impact on the trade deficit.
Proiluction Structure. The US has a population ten times the size of
Taiwanjs and a gross national product 45 times as great. It is thus not
surprising that Taiwan, with poor natural resources and a small
domestic market, has depended on foreign trade for its economic
growth, while trade has been less important to the US.

1n1987, exports of goods and services accounted for ffi.7 per
cent of Taiwan's Gross National Product (GNP). In contrast, export
trade constituted less than 20 per cent of the US GNP in the same
year.s Such an enonnous discrepancy in the importance of foreign
trade to Taiwan and the US might have affected the production
structures of both countries. The unique production structure of each
country in turn would then have affected its trade pattern. Thus, for
example, Taiwan could supply large quantities of light industrial

S.S. Chang, 'The UIROC Trade Relations: Recent Development
and Future OutlooK, unpublished paper, 1989.
tbid.



710 Modrn Taiwan in the 7990s

goods to the U9 which has less economic advantage in producing
them.

InttnatiotulTrailing Pattern AmongTaiwan,the US and lapan. Based on
comparative advantage, the Taiwanese products which sold best in the
US market were mainly labour-intensive goods, such as textiles or
shoes, which could no longer be produced economically in the US. In
other words, a decline of such industries in the US gave the
opportunity to Taiwan's exporters.

Meanwhile Taiwanis imports of products used in processing
and manufacturing came mainly from laPan, where intermediate
goods, parts and machinery were cheaper and transportation costs
were lower than in the US. This comparative advantage produced an
imbalanced triangular trade pattern between Taiwan and the US and
between Taiwan and Japan. Taiwan exported its finished products to
the US while importing raw materials and intermediate goods from
Iapan, wNch naturally resulted in a trade surplus with the US and a
deficit with |apan. This kind of trade pattern was also affected by the
business cycle. Especially since the end of 1982, the strong US
economy increased American demand and drew a larger share of
Taiwan's exports to the US market. Indeed, exPorb to the US
increased from 36.1 per cent in 1981 to 48.1 per cent in 1985 as a share
of Taiwanls total exports.5

In addition, a portion of the trade imbalanc€ was caused by
exports from US multi-national firms in Taiwan, which are not
reflected in US fade statistics. However, in response to US requests,
particularly to the enactrnent of the US Trade Act, Taiwan has taken
several important measures to reduce its bade sulplus with the US.
New policies such as 'liberalisation of trade' and 'reirining
international economic organisations' have also been introduced or
reinforced in recent years.

Rectifying Measures
Measures adopted to ease the trade gap between Taiwan and

the US include:

tbid.
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o market liberalisation efforts;
o adjustrnent of the exchange rate;
o protection of intellectual property rights;
o missions to purchase American products;
o promotion of US products; and
. diversification of export markets to other areas, such

as Europe.

Some of these measures were set forth in detail in a program entitled
"The Action Plan for Strengthening Economic and Trade Ties with the
United States', announced by the Taiwanese government in January
1989.7 In this paper, we shall concentrate primarily on the first two
measures.

The M arket Lib eruli s a t i on Eff o rt
The fundamental aim of Taiwan's market liberalisation is to

upgrade the economic system and to increase domestic demand for
imports, thereby stimulating the growth of GNP and a reduction of the
trade surplus.S This market liberalisation effort includes several
asPects:

. tariff reductions;

This policy is aimed at achieving the following objectives in the
next four yearrs:
(a) To increase domestic demand as a share of GNP to 93.7

per cent and reduce the total trade surplus to 4 per cent of
GNPby 1992.

(b) To reduce the volume of exports to the US to one-third of
total export volume.

(c) To set up an implementation schedule to be followed by
goverrunent minishies and officers to ensure that the
public and private sectors pursue the policy and make
necessary adjustments in an orderly manner.

P.K. Chiang, The Impact of U.S. Trade Iaw on Government
Policy Making in the Republic of China', a forthcoming paper,
1990.
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. removal of non-tariff and other import barriers;

. lifting of local content requirements;

. lifting of export performance requirements;

. elimination of the Duty Paying Value List (which
employed the transaction value instead of the artificial
duty paying value to calculate customs duty); and

. granting permission for US banks, insurance
companies, and leasing firms to oPerate in Taiwan.

Due to the limited scope of this chapter, only some of these measures
will be discussed here.

Taiff Reduction. lt can be argued that the Taiwanese tariff rate is still
higher than that of the industrialised countries. There are two re.rsons
foi this. Firs! Taiwan is not a member of the General Agreement on
Tariffs and Trade (GATT) and thus has not been able to participate in
multilateral negotiations for common tariff reduction under the
auspices of GATT. Second, Taiwan still relies heavily on tariffs for its
shtb revenues. This situation nuy be alleviated if the Taiwanese
government can substitute the domestic tax system for the tariff
iystem as the basis of state revenues. However, this will require a
reform of the current tax system.

The tariff problem between the two countries does appear to
have been improved. Indeed as Table 6:2 indicates, the real effective
tariff rate imposed by Taiwan on us products was lower than that
levied by the US on Taiwan's products from 1985 to'1987.9

Between 1985 and 1982 Taiwan cut 3,534 customs tariffs and
eliminated 78 tariffs through legislation. In February 1988, 3467
tariffs, or 80 per cent of the total, were reduced; some 154 of these were
removed altogether. Furthermore, the Taiwanese Sovernment has cut
the tariff rateby 50 per cent on more than 80 per cent of the total items,
and it plans to reduce the tariff rate to the same level as developed
countries within the next two or three years. Therefore, tariff barriers
will probably be a less controversial issue in U$Taiwan trade in the
future.

The Taiwanese nominal tariff rate is higher than that of the US.
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Table 52. The Real Effective Tariff Rate RETR)
7875 7875 1876

The RETR imposed by the
US on Taiwanis products

The RETR imposed by Taiwan
on US products

7.8

6.79

7.48

6.59

6.76

5.29

Source: Raymond Jui-Mmg Chang (1988), p.4.

Table 53. Anti-dumping Cases (1979-1985)

Case Percentage
of Total
Cases

Rank

Total Cases (tl4 Countries)
Taiwan
South Korea
Singapore
japan
West Germany
Italy

342
16
18
3

32
26
25

100.0
4.7
5.3
0.9
9.4
7.6
7.3

9
6

1

2
3

Source: Ra)rmond jui-Mmg Chang (1988), p.9.
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Remwal of Nonlaiff Baniers anil Relaxntion of lmput Controls. The
system of non-tariff barriers was originally enacted to protect Taiwan's
stateowned industries such as alcohol, tobacco, and fertiliser. Recent
economic developments show that non-tariff barriers have been
reduced in favour of the US. Taiwan now has fewer non-tariff barriers
than the US. In fact, some non-tariff barriers actually favour the US
and are regarded as discrimination by other trading Paftlers.l0 For
example, Taiwan has not allowed |apanese cars to compete in its
market, which is dominated by American and European imports. In
addition, some export resbictions imposed by the US on Taiwan
require revision. For instance, as mentioned above, the US is unwilling
to sell more advanced military technology or more Alaskan oil to
Taiwan.

An American investigation has revealed that unfair export
practices by the Taiwanese side have not been significant in U9
Taiwan trade relations. Although Taiwan is the 4th largest exporter to
the US and ranks 9th on the US list of antidumping cases, only 8 of 16
cases were found to constitute dumping between 1979 and 1985 (see xc
Table 6:3).

Countervailing cases (considered indicators of government
subsidies for export products) have also been insignificant in Taiwan-
US trade relations. Only two of the six such cases brought against
Taiwan by the US government between 1979 and 1985 were affirmed
(see Table 6:4).

Table 6:4. Countervailing Cases $979-19851

Cases Percentage
of Total Cases

Rank

Total (55 Counhies)
Taiwan
South Korea
Singapore
Brazil
Mexico
France

9

1
2
3

352
6

72
3

37
29
27

100.0
7.7
3.4
0.9

105
8.2
7.7

Source: RaymondJui-Meng Chang (1988), p.10.

1o These are contrary to GATT principles.
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Moreover, according to the Action Plan mentioned above,
Taiwan has drawn up a Negative List'under which import licenses
will be required only for specified items. Items on this list will be
reviewed periodically and reduced to a minimum to accord with
GATT rules proscribing import restrictions except for reasons of
national sectrrity, human health, pollution and defence. Based on this
principle, Taiwan has lifted import reshictions on 556 items since
]anuary 1989; among these 240 items are agricultural products.ll This
does not mean the Taiwanese government provided no protection for
agricultural products. But, according to a report by the Economic
Research Service of the US Department of Agriculture, the indicator of
Producer Subsidy Equivalents (PSE) of Taiwan's agricultural products
was much lower than that of the US, fapan, the EEC, Canada and
South Korea (see Table 6:5).

Liberalisation of the Sentbe lndustry. The Taiwanese goverrlrnent has
also realised that liberalisation of the service industry will play a very
important role in future economic development and intemational
trade. The current program for liberalising the service industry
applies to the bansportation, banking, insurance and securities
indusbies. In insurance, for example, the Taiwanese government has
agreed to license four new American firms per year, two in life
insurance and two in non-life insurance. This policy, which
discriminates against other foreign and domestic firms, has created
conboversies at home and abroad.

In addition to the above initiatives, the Taiwanese government
has also adopted several additional measures to improve the U9
Taiwan trade relationship.

11 In 1989, only 419 of the total 26,880 import items remained on the
controlled and prohibited lists for reasons of national security,
public safety and health.
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First, the Taiwanese government has tried to liberalise the
market for US industrial products by, for example, extending
favourable treatment to American cars and giving preferential
treatsnent to US business in Taiwanese major construction proiects.

Second, the Taiwanese government has instituted special
procurement missions to bty American agricultural products.
Consequently, the continuing improvement of trade relations between
the two countries could be seriously hampered if the US were to
launch an investigation of Taiwan's agricultural products under
Section 301.

The F.xchange Rate Issue

Beginning in late 1985, the US government started to put
pressure on Taiwan to appreciate its currency. On this issue, we agree
with those economists who argue that it is not fair to judge the need
for currency appreciation on the basis of Taiwan's foreign exchange
reserves. According to an unofficial estimation, speculation on further
appreciation of the NT dollar produced a capital inllow of some $1.5 to
2 billion within six months in 1987. Indeed, this issue has created
serious tension in Taiwan-US trade relations.

Some Taiwanese scholars have argued that to impose
appreciation on one currency (NT dollars) would affect the two
economies in different ways. For example, appreciation of the NT
dollar has affected the mairrity of Taiwanese manufacturers, which are
mainly small and medium-sized firms. Many of these had been
operating at a loss.

It is true that appreciation of the NT dollar will make US
goods more competitive in Taiwan's market and promote US exports
to Taiwan. It is also correct to argue that the 40 per cent appreciation
of the NT dollar against the US dollar between 1985 and 1987, a rute
much higher than that of the South Korean and Singaporean
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currencies,l2 created a disadvantage for Taiwanese goods in the US
market.

But a 20 per cent appreciation of the NT dollar will produce a
7 W, cent increase in the price of Taiwan's exports. Although
Taiwanese goods might become less competitive in the US market,
American consumers who continue to buy Taiwanese products will
suffer. In fact, US imports of Taiwanese goods did not drop too
sharply, despite the great appreciation of the NT dollar.13 Clearlt
then, currency appreciation did not succeed in significantly improving
the Taiwan-US trade imbalance.

After examining the effects of the market liberalisation effort
and the appreciation of the New Taiwan dollar, we do not believe that
the bilateral trade imbalance can be completely resolved by measures
adopted by Taiwan. Such measures might have alleviated to some
extent that portion of the hade imbalance caused mainly by the
economic policies of both sides. However, improvement in the
imbalance caused by the other two factors, the production structure in
both countries and the international trading pattern among Taiwan,
the US and fapan has remained elusive.

Limitations on Improving the Trade Imbalance

In addition to the limitations on improving the trade
imbalance by economic measures, we argue that the bilateral form of
Taiwan-US trade negotiations is inadequate to resolve the trade
imbalance. This is so because bilateral trade talks based on the
principle of reciprocity rather than equity are bound to be unfair to one
side. In bilateral trade negotiation, it will be easier for the country
with the stronger economic and political position to force the weaker

72 Between September 1985 and the end of 1987, the NT dollar
appreciated some 40 per cent against the US dollar, from 40.47 NT
per dollar to 28.55 NT per dollar. This rate of appreciation is
higher than that of the currency of South Korea (12.55 per cent),
Hong Kong (4.2 per cent) and Singapore (10.64 per cent).13 According to Dr Jui-Meng Chang, a 10 per cent NT dollar
appreciation will result in a decrease of 2.1 per cent of the import
value of Taiwan's products in the US.
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country to accept its demands. If the weaker side does not acquiesce, it
may face even greater difficulty if Special Section 301 is employed
against it.14

Under the bilateral format, it is also easier to push both sides
into corners on some small issues resulting in harm to their overall
trade relationship. This could easily foster anti-American sentiment in
Taiwan; for example, the Taiwan-US talks on Intellectual Property
Rights in March 1990, which did not yield any solution.ls The US
pressed Taiwan to abandon Item 3 of Section 28 of the Taiwanese
Copyright Law. Such a demand, however, could not be accepted in
Taiwan because Item 3 can only be eliminated after going through the
due legal procedure for law revision by the Legislative Yuan, and that
takes a rather long time.16

Future Prospects and Suggestions

Because of the deficiencies of bilateral negotiations, we suggest
that in the near future the multilateral negotiation format be adopted
to correct the trade imbalance between Taiwan and the US. We also
believe that, in the long term, to eliminate the large trade imbalances
caused by the production systems of Taiwan and the US and the
trading pattern among Taiwan, the US and fapan, requires an

For example, in May 1989, Taiwan was designated as having
failed to provide adequate protection for intellectual property
rights and included on the priority watch list. Any country on
this list is required to make improvements within five months.
The Executive Secretary of the Copyright Committee at the
Ministry of Interior Affairs, Mr Chuan-lu Wang, refused to sign
any treaty at these talks. Moreover, he submitted his resignation
shortly after his return to Taiwan.
Such a case could be resolved easily enough if a solution could be
negotiated according to the principles of GATI. Taiwan is aware
of that GATT has not yet implemented any principles, for the
Intellectual Property Rights (IPR), which can be followed
universally. Nevertheless, Taiwan is prepared to accept GATI
principles in talks with the US on the issue.

74
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adjustrnent of the international trading Pattern and a coordinated
international economic policy.

A large proportion of Taiwan's trade sulplus with the US since
the early 1980s can be attributed to long-term structural factors and the
international trading pattern among Taiwan, the US and fapan. A
small proportion may be blamed on the excessive value of the US
dollar and other short-term factors. If this analysis is correct, then
Taiwary fapan and the US should endeavour to adjust their domestic
economic policies and structures in order to bring their triangular
trade into balance in the long term.

On the Taiwan side, economic policies have already been
adopted to reduce saving and increase domestic demand and
investrnent. For example, the central government budget for the fiscal
year 1989 $uly 1988 to June 1989) totalled NT$551.5 billion, gP 16.4 Per
lent from the previous year. This increase, according to S.S. Chang,lT
was aimed at expanding domestic demand and encouraging
inveshnent. Other measures, including tax credits, low-interest loans,
and more readily available capital funds, were also implemented to
encourage private investment. Furthermore, the Taiwanese
goverrunent has begun to encourage private consumption by
introducing new consumer loans and reducing interest rates and
import tariffs. The US, meanwhile, should work to reduce the double
trade and budget deficits by encouraging saving, and increasing the
quality of its export goods so that they can compete more effectively in
Taiwan's market.

Finally, we believe that Taiwan should assume more
international responsibility. Since its economic growth has been rather
successful compared with that of other developing countries, Taiwan
should take on more responsibility in the international community. To
that end, an Overseas Economic Cooperation and Development Fund
was established last year. To date it has provided a total of US$1.1
billion to support development projects in developing countries.

Furthermore, in order to assume more international
responsibiligr, Taiwan should have full GATT membership. If Taiwan
were party to the agreement, it could Pursue a trade Policy based on

17 S.S. Chang, The USROC Trade Relations: Recent Development
and Future OutlooK.
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the principles of GATT. The trade imbalance could be reduced
substantially by trade partners operating in the same organisation,
applylng the same rules and talking in the same language. This is the
goal that Taiwan should strive to achieve in the near future.
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CHAPTER 7

TAIWAN'S INTERNATIO NAt ECONOMIC
ROLE

THE EMERGING ROLE OF TAIWAN IN THE
WESTERN PACIFIC AND WORLD ECONOMY

Ross Garnaut

My remarks focus on the emerging role of Taiwan in the
western Pacific, the wider Asia-Pacific and to a lesser extent the world
economy. The starting place for an analysis of Taiwan's economic
relations has to be developments in domestic economy, so this chapter
builds on Healey's contribution in Chapter Five.

The last five years have witnessed a Nstoric shift in the
structure of the Taiwan economy, and in its foreign economic relations.
The need for sbuctural changes had accumulated over a long period of
time but had been suppressed by a particular approach to trade and
monetary nurnagement. Thus the structural consequences of a much
longer period of rapid economic growth have been concentrated into
these past five years. This acceptance of structural change has
expanded incomes in Taiwan and opportunities for closer economic
relations abroad.

Before the mid-1980s, Taiwan's international economic role
was following the now classic path of east Asian industrialisation.
Strong growth through the post-war period focussed on intensive use
of Taiwan's abundant factors of production (initially labour). Post-war
growth slowed in the late 1950s, as earlier import substituting
approaches to industrialisation ran out of steam. The economy was
reiuvenated with major liberalisation early in the 1960s - unification of
the exchange-rate regime, liberalisation of trade, introduction of export
incentives to balance the cost-raising effects of protection.

From the early 1950s, Taiwan developed a pattern of export-
oriented growth that continued until the mid-1980s. It was at first
characterised by rapid growth in exports of labour-intensive
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commodities, especially textiles. By the early 1970s, textiles
represented a third of total exports to international markets, with the
United States by far the main partner. Japanese wage costs were rising
through the 1950s and, with |apanese competitiveness in simple
manufactured goods declining, Taiwan exported into the markets that
were being vacated by the |apanese. Even more than in the case of
Korea, Taiwan focussed on the encouragement of labour-intensive
exports. By the early 1970s, labour-intensive manufactured exports
were over four times as important in Taiwan exports as they were in
total world trade.

Success at exporting labour-intensive goods meant that, by
about the early 7970s,labour was becoming scarce in Taiwan itself,
and wage costs were beginning to rise. Although there was no
deliberate acceleration of heavy industrialisation, as in Korea in the
late 1970s, there was a gradual switch to more capital-intensive
manufactured exports in Taiwan, mainly through market processes.

The natural proc€ss of increasing scarcity of labour leading to
higher domestic expenditure and rising wages, and declining
competitiveness in labour-intensive manufactures, was slowed in
Taiwan by a poliry of sterilising the domestic monetary effects of
balance of payments surpluses. This was effective partly because of
the very large role of state enterprises in the financial sector. Taiwan
was able to sterilise more effectively the monetary effects of payments
surpluses than countries with more liberal financial systems.

From the mid-1980s, the resistenc€ to structural change could
not be sustained for several reasons. One was the intensification of
pressures for structural change with the rapid increase in the
international value of the yen, which temporarily gave a large boost to
competitiveness of other east Asian economies that link their
currencies to the US dollar, Taiwan in particular. What had been a
steadily increasing payments surplus, rapidly became an
overwhelmingly, unsustainably large one. Those effects were
exacerbated by the collapse of the world oil market in 1986, when all
large oil-importing countries found their import bills falling rapidly,
and by other structural factors, including the beginnings of
opporhrnities for export to the mainland of China, initially mainly
through Hong Kong.
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In the early years of outward-looking growth, Taiwan had
been a large capital importer. In the first half of the 1960s, capital
imports averaged about 3 per cent of Gross Domestic Product (GDP).
By the late 1960s, this had fallen to a bit over 1 per cent of GDP. In the
first half of the 1970s, the current account was in surplus and Taiwan
was a small net capital exporter. By the first half of the 1980s, this had
risen to 5 per cent of GDP, a very big figure, similar to that of Japan in
the mid-1980s. Then, between 1985 and 1988, the payment surplus
averaged 16.4 per cent of GDP, reaching 23 per cent in 1986. That
figureis unique in international terms and unsustainable, and even if it
had not been for other pressures leading to structural change in the
financial system, there is no doubt that the payments surplus would
have overwhelmed the attempts at sterilisation.

So there were several domestic Pressures for rapid structural
change in the Taiwan economy. The Americans started reacting - the
American Congress in particular - against the large bilateral payments
surplus, and placed some pressure on Taiwan for trade liberalisation
and financial liberalisation. The Taiwan monetary authorities lost
conhol of money supply, leading to an inflationary boom, especially in
property and equities values.

The strong growth in domestic demand began to interact with
the process of democratisation, which made trade union wage claims
more effective in the second half of the 1980s. There was Pressure
from within Taiwan for liberalisation of contacts with the mainland of
China. Views were expressed by technocrats and through democratic
processes in Taiwan that it was desirable to undertake liberalisation of
the domestic economy in the interests of raising the standard of living
in Taiwan.

So, through the late 1980s, the combination of these pressures
caused far-reaching economic liberalisation. It is still in process.
Taiwan's success as an economy through the 1990s will depend on
success in managing the liberalisation Process. In my Reportl late in
1989 I expressed some optimism about Taiwan's capacity to manage
this mapr structural change in the process of political liberalisatiory

Ross Garnaut, Austrnlia and the Northeast Asian Ascendancy,
(Australian Govemment Publishing Service, Canberra, 1989).
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but one should not underestimate the difficulties. It is a huge task.
Many countries have failed similar tests.

Amongst the important structural adiustments undertaken
were substantial liberalisation of manufactured goods trade, with
abolition of most of the quantitative restrictions on the import of
manufactured goods. There has been considerable liberalisation of
agriculture, though there is still a long way to go. The m€asures are
l*gely in response to United States Pressure, although domestic
pressures motivated by the market and high living standards were not
irrelevant to the process. There has been some liberalisation of the
financial sector, including enbryr under restricted terms of foreign
institutions. Most importantly of all, the removal of the most severe
restrictions on international Payments made it Possible and
straightforward for a wide range of Taiwan enterprises to invest
abroid. This was very important for the nature of the economic
readjustment that took place.

It had once been difficult for private Taiwanese citizens to
undertake direct investment abroad, unless they were part of mapr
corporations that had favourable relations with government. That
broke down through the liberalisation of the 1980s. under the old
restrictions, the balance of payments surplus mainly took the form of
the purchase of portfolio, especially Treasury, assets in the United
states. with the liberalisation of exchange arTangements there was a
huge expansion of direct inveshnent abroad. This came to be
interwovbn with the restructuring of trade relations that was facilitated
by other aspects of liberalisation.

Through the late 1980s, Taiwan suddenly became a maior
direct investoi in ASEAN, and over the last couple of years in the
mainland of China. Taiwan over the last year has been the maior
source of outside direct investment in mainland China.

In the mid-1980s, many Hong Kong corporations with Taiwan
shareholdings had been investors in the mainland. Part of what
always appeared as Hong Kong investment in China had a Taiwan
elembnt. 

- But taking this into account, the total real volume of the
direct investment has risen greatly over the last couple of years.

As Taiwan investment increased, there was a shift in the locus
of direct foreign inveshnent in China from Guangdong Province
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(when it was coming mainly from Hong Kong in the early and mid-
1980s) towards Fujian Province. Fuiian residents speak the same
dialect and often have family links with large numbers of people in
Taiwan. Estimates of the annual rate of Taiwan investnent in China
range up to several billion dollars. Half a billion seerns a conservative
estimate. Taiwan investment took place in very large numbers of
small enterprises, increasing the overall economic, social and probably
political impact.

Taiwan's international role has major new elements. Taiwan is
an important exporter of capital, induding direct foreign investment,
to ASEAN and to mainland China, especially in industries in which
Taiwan itself had been a large exporter. These are mainly the old
labour-intensive industries in which Taiwan was losing
competitiveness as a result of rising wage costs in the second half of
the 1980s. Some direct investrnent has been promoted by the greater
environmental and land problems that emerged, partly as a result of
inexorable economic processes and partly as a result of new political
pressures arising out of the democratisation inside Taiwan.

These were not the only fundamental structural changes
occurring in these years. The old pattern of export growth from
Taiwan had been heavily concentrated on the United States market,
and by the mid-1980s about a half of all Taiwan exports were going to
the United States. The high yen and the liberalisation of capital flows
began to integrate Taiwan much more closely into the Japanese
industrial sector.

After the rise of the yen in 1985 there was rapid growth in
fapanese imports of manufactured goods. Through the late 1980s
about 6 per cent or more of fapan's rapidly increasing volume of
manufactured imports was coming from Taiwan. That is about a
quarter of the total manufactured exports from North America to
Japan. In international terrns, Taiwan manufactured exports to |apan
were substantial. They were closely linked to intra-industry exports to
Japan. Taiwan was supplying less sophisticated components for final
assembly.

A different pattern of specialisation was developing between
Taiwan and ASEAN, and Taiwan and mainland China. Taiwan there
was supplying higher value capital goods and services in a different
pattern of inha-industry trade.
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Taiwan was thus specialising in two ways as a result of this
liberalisation: in labour-intensive and standard-tectrnology products in
exporb to fapan; and in higher value goods and services in exporb to
Asian developing countries. In the process, exports to the United
States were becoming rapidly less important through the late 1980s,
although the United States remained the largest single export market.

On the import side, the expansion of domestic demand, the
stonger new Taiwan dollar in response to American Pressure, and the
liberalisation led to a rapid growth in imports, which is continuing.
Those imports came increasingly to contain a wider range of
sophisticated manufactured goods and services - with a very strong
growth in imports of services - reflecting the consumption patterns of
wealthier Taiwan consumers.

All that has added up to a rather large restructuring of foreign
payments. In 1988 the current account surplus was down to 8.7 per
cent of GDP. Export growth slowed and import growth rose rapidly.
There has been very little export growth over the last year or so.
Import growth is continuing strongly. Estimates for 1990 suggest that
the cunent account deficit has been cut to about 6 per cent of GDP.
The decline in the surplus will be accelerated if the increase in oil
prices that followed the Iraqi invasion of Kuwait turns out to be long
term or permanent. Within the next ye.rr or two, Taiwan's pa5rments
surplus will be back within the share of GDP that we are used to
seeing from Japan or high-saving countries in Europe. That will ease
Taiwan's trade problems with the United Sates and the intemational
community. It will also make Taiwan much less important as a source
of international capital, although not necessarily as a source of direct
foreign investment. A country can be a major exporter of direct
foreign investment while being overall a capital importer, as the
United States has been in recent years.

There are a numhr of challenges for Taiwan associated with
the pattern of development as it emerged through the late 1990s.
Taiwan has no choice but to continue along the liberalisation path. Its
place in the regional economy depends on that liberalisatiory as it can
no longer compete in the old labour-intensive goods. It has to find a
new niche of more sophisticated manufacturing and service activity,
and only an open economy could find that niche. Hong Kong has
managed a similar re'specialisation well over the last five years.
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Taiwan has a larger economy with a bigger manufacturing base that
can specialise across a wider range of higher value activities than
Hong Kong.

One big question is whether Taiwan will remain the
headquarters for sophisticated manufacturing activities or whether it
will come to be specialised in production of less sophisticated activities
permanently hooked into japanese and to a lesser extent Americanled
patterns of industrialisation. That is an oPen questiory and it will
depend on the quality of the economic environment that is delivered
by liberalisation over the next few years.

There will tre some tensions in ASEAITI associated with the
continuing expansion of Taiwan's economic role. Taiwan investnent
played an important Part in the expa.nsion of manufactured exports
from Thailand, Malaysia, Indonesia and the Philippines in recent
years. Taiwan investnent is very closely associated wherever it goes
with overseas Chinese communities. There is some danger that the
invesbnents will touch nerves of ethnic tension in Indonesia and
Malaysia as it expands.

There will also be some sensitivities, although of a different
kind, with the expansion of the economic relationship with the
mainland. Trade with the mainland has grown very rapidly with the
direct investment. It is rising as a share of Taiwan's foreign trade and
of the mainland's foreign bade. Hong Kong, Taiwan and mainland
China are becoming much more closely integrad economically.
Their trade relations have been growing much more rapidly with each
other than with the rest of the world. Even if the Taiwan authorities
were seeking to resist this growth, it would be impossible to resist and
to maintain the general liberalisation that is necessary to preserve
Taiwan's wider international role. So there is an inevitability about the
rapid expansion of the economic relationship with the mainland, and
from time to time there will be anxieties and doubg in Taiwan about
whether that engenders dependence. It would be surprising if there
were no ideological doubts within the Communist Party of China
about the effects of such an intimate relationship with a successful
capitalist society across the Straits of Taiwan. Huge numbers of
viiitors, induding many mainland Chinese citizens, are involved in
intimate business relations with Taiwan. There will be doubts from
time to time on both sides which would only be rernoved by a return
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to rapid political change in the mainland, but that is not going to
happen at an early date.

Taiwan has found an important international role for itself
without formal membership of international organisations. This has
required an innovative approach and patience. Early ory its
international role was effectively guaranteed by the United States. The
United States is no longer a general Protector of Taiwan's interests for
a range of reasons, partly associated with intemal developments in the
Unid States, partly \ dth the decline of the United States'
international role, and partly with changes in the United States'
relationship with the People's Republic of China. New mechanisms
are required to maintain a productive place for Taiwan in the
international economic arena.

Taiwan has not suffered much from its exclusion from the
General Agreement on Tariffs and Trade (GAT[) since the early 1970s'
In the relationship with the United States, where trade tensions have
been greatest, it has had to negotiate in much the same way as Korea
has had to. The absence of GATT membership was not particularly
important in the United States or in ASEAN. Australia has treated
Taiwan consistently as if it were a member of GATT and has not
discriminated against Taiwan in any way.

In some aspects of its trade relations with Europe GATT
membership would come to be important for Taiwan. But
membership is not going to be easy to achieve. Taiwan has sought
entry not on the basis of an independent country, but as an
independent customs territory, for which there is a clear precedent in
Hong Kong's independent membership of GAT[. But the application
by Tiiwan is complicated by the People's Republic's application for
membership and insistence that while it has no obiection to Taiwan's
membership as an independent customs territory, it does not want
Taiwan to become a member of GATT before it does. The stalemate
can probably be resolved only through acceptance of the mainland's
prior membership. Major members of GATT are not going to rock the
boat in their relations with China and opt to adopt a different course.
This may change but I doubt it. The progress of China's own
membership application will depend on the confidence of the maior
industrial economies that it has returned to a path of reform, including
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price reform, and that may take some time. The odds are, therefore,
that Taiwan will have to wait.

Until then, my view would be that the most productive and
safest posture for Taiwan in international trade negotiations would be
as a conforming non-rnember. It should endeavour to remain close to
GATT, and to insist in its bilateral negotiations and discussions with
other countries that it be treated as if it were a member of GATT. If it
follows that approach in its own affairs it will find that the resulting
moral weight will be worth a good deal.

If Taiwan's international liberalisation procds, then the
official goal of maintaining 7 per cent per annurn average growth is
achievable. Such growth requires further and far-reaching
liberalisation, including in the financial and agriculture sectors. The
pay-off for the government in Taiwan will be very high if that
succeeds, as I expect that it will.

If growth continues at around that rate through the 1990s, it
will be a less foreign-tradeoriented pattern despite the liberalisation.
It will certainly be less export-oriented. The slowdown in growth in
exports over the last year or two is part of the re'balancing of growth
in Taiwan. There has been much more dependence on supplying an
expanding dorrcstic market, and much less dependence on exports.
That is going to continue. The very lopsided export-oriented
development of the 1960s, 1970s and first half of the 1980s is over. It
follows that Taiwan's export share of GDP will fall and Taiwan's share
of world exports may not rise through the 1990s.

On the other hand, the internationalisation and expansion of
domestic dernand will lead imports to grow more rapidly than GDP
for a couple of years, before seftling back to growth in line with GDP.

If the Uruguay Round ends the Multi-fibres Arrangement, the
decline in exports to textiles and footwear from Taiwan will accelerate.
Part of the large exports to the European and American markets for the
mornent are being held in place by privileged access to quota, which
will disappear if the Uruguay Round delivers a global quota. That will
hurt some mapr manufacturing interests in Taiwan, but will facilitate
the process of structural change that has to go on if Taiwan is to
succeed in the 1990s.



Taiwan's lntstutional Economic Role 131

B: TAIWAN'S APPROACH TO PACIFIC
ECONOMIC COOPERATION

Peter Drysdale

The principal interest here is in Taiwan's participation in the
process of Pacific economic cooperation through the Pacific Economic
Cooperation Conference (PECC), and its interest subsequently in the
process that evolved into the high-level meetings on Asia/Pacific
Economic Cooperation - the APEC Process - which began in Canberra
inNovember7989.

One cannot consider Taiwan's interests in these matters
without considering the broader interests of the rest of the region in
the relationship between Taiwan and the People's Republic of China
(PRC). The whole process of commitnent to Pacific economic
cooperation began at the time when the PRC was committing itself to
modernisation and openness. The issue of Taiwan's involvement in
the new processes - institutions, call them what you will - of Pacific
ecronomic cooperation is inextricably bound up with that of the PRC's
involvement.

kt me provide the context in which the economies of both
Taiwan and China have substantial interests in the Processes of Pacific
economic cooperation.

The Taiwanese economy had developed in its relations with
the rest of the region and the world over the last few decades or so
through a gradual evolution from a heavy dependence upon the US
and ]apan to a broader economic relationship with the region as a
whole. Taiwan now has a more diversified economic relationship in
trade and investnent with other economies in the regrory especially
through the process of doser economic integration that has taken place
in the last decade or so in east Asia. This set of relationships indudes
significant investment ties with the southeast Asian countries.

This is not an uncorunon pattern for all of us. Historically, the
evolution of Australia's relations with the region was of a similar
character. Most of the economies of east Asia and the Pacific have in
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the past had a relatively high dependence on the US and Japanese
economies. That dependence has diversified around the region with
the broad growth of the east Asian eaonomy in recent ye.us.

The need to address problems in a broader framework,
beyond the bilateral relationships that all economies in Asia and the
Pacific have with the US and Japao the two largest economies of the
region, commenced at the beginning of the 1980s. At that tinre, the
first steps were also taken in economic Policy cooperation on a
comprehensive regional basis. The Pacific Community Seminar, which
came to be known subsequently as the First Pacific Economic
Cooperation Conference, was held in Canberra at the Australian
National University in September 1980.

History of Interest of Taiwan and the PRC
in Involvement in the PECC Process

PECC I involved participationby officials in a private capacity,
and by industry leaders and researchers from throughout the regiory
in discussions about mechanisms for enhancing regional consultation -
beyond the established bilateral consultations - among the Asia-Pacific
economies. The PECC I meeting in Canberra reflected some
fundamental interests in regional economic diplomacy.

Obviously there are many countries or economies within the
region that do not have direct diplomatic relations with each other, so
the management of consultations of a para-official kind between the
economies within the region had to be handled somewhat differently
from the way it might have been dealt with in other parts of the world.
So it was that the PECC process involved, from the very beginning,
tripartite participation - industry; officials in a non-official capacity;
and researchers. A task-force approach became an important vehicle
whereby the interests in Pacific cooperation at a policy level and at a
corporate or colrunercial-strategic level were addressed in the Pacific
Economic Cooperation Conference Process. The task forces have
subsequently become the effective work-horses of the PECC Process.

The task forces of PECC, and indeed the whole PECC Proc€ss,
sought from the very beginning to be non-exclusive in their modes of
operation. That is, it was open to those with a substantial interest in



Taiwan's lntrnational Economic Role 733

the process. It was, of course, initially guided by those with most
interest in the process; that is, market economies (other than Taiwan)
in North America and east Asia, and of course Oceania - Australia and
New Zealand. I should add that the Pacific island nations took part in
the very first meeting through representation by the South Pacific
Economic Cooperation Bureau (now called South Pacific Forum
Secretariat) at the Canberra meetinS.

This history is irnportant. From the very first meeting,
although neither Taiwan nor PRC was rePresented, a very careful
process of consultation and briefing of both the PRC and private
representatives of Taiwan in Australia took place. Both parties were
invited to the public forum which discussed the results of the meeting
here in private session in PECC I. Subsequently both parties were
further briefed about the results of the meeting. and the approach that
was to be adopted through the meeting. It was conducted in a very
positive vein, which encouraged fuller participation of both the PRC
and Taiwan in the PECC process.

Following the first PECC meeting in Canberra, Sir John
Crawford and a small group, including myself, visited Beijing in late
1980 at the invitation of Huan Xang, who was then Deputy President
of the Chinese Academy, to brief Beijing on the results of the first
Pacific Community seminar here in Canberra. Hugh Dunn was then
Ambassador in Beijing. Wide interest was taken in the briefings at
various levels and at some very high levels.

Care was also taken on the part of Sir fohn Crawford, who was
the Chairman of the first PECC meeting, to brief the private
representatives of Taiwan in Australia at the same time.

This history underlines the position that Australia took, and
that the private and official representatives took, from the very
beginning of the Pacific Economic Cooperation Conference Process:
there was a substantial interest from Australia's perspective in seeking
ways to involve Taiwan and the PRC productively in consultations on
Pacific Economic Cooperation interesb within the region. That
position was firmly held from the very beginning. The question was
whether either of the two parties would be interested in participation
in an organisation which did not threaten them in the diplomatic
sense, and which did not threaten them with respect to the diplomatic
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postures they took oisri-ois each other across the Straits. The issue was
probably a more sensitive one at that time than at present.

I should add that, prior to the first PECC meeting in Canberra,
the first PRC academic representative took part in the Pacific Trade
and Development Conference in Canberra in 7979. That was an
important step forward in opening up the dialogue with the PRC on
these issues.

The PECC process took a little while to develop, importantly
because of hesitations in other parb of the region. But it did develop
through the Bangkok PECC [I and Indonesia PECC III, especially in the
latter. The institutionalisation of the Pacific Economic Cooperation
Conference process had by then settled down quite well.

Iet me make one or two points as to how China and Taiwan
came into PECC together. We made a commitment in the Standing
Committee of PECC in Indonesia to take positive steps, around the
solidification of the PECC process itself, to involve Beijing and Taiwan
simultaneously, if possible, in the PECC Proc€ss. That took a little
while as it was quite complicated. Resolution of the problem came
through the assistance of goverrunent diplomatic channels,
particularly those of Canada, as it came to host PECC V in Vancouver
in 1986. Canada was the most prominent player at official level then,
although of course diplomatic channels between Australia and Beiiing
were important in the resolution of the issue too. The resolution of the
issue of how and on what terms Taiwan and Beijing might participate
together in the PECC process involved many'to-and-froings', but the
underlying fact was that there was a substantial interest on the part of
both parties in participating. Diplomacy created some important
problems for both sides in committing themselves to this participation,
even in this non-official forum. It was in fact very difficult for the
Canadian goverrunent, for example, to communicate directly with the
PRC govemment on this matter. In the final event the formula
whereby Taiwan and Beiiing came jointly into the PECC was
determined in private consultation. There was some assistance from
goverrunents, but essentially it was resolved in private session, with
Huan Xiang in Beijing playing an important part through the academic
connection and, in Taiwan, Koo Chenfu playing an important part
through the business connection. Australian initiatives in this process
were prominent and assisted the outcome.
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The nomenclature problem, which was so important in official
communications, was mildly farcical at some points, as both parties
switched sides on the question of nomenclature in midstream. Beijing
and Taipei pined PECC simultaneously, although there was a
sequencing so that in the formalities there was a split second difference
in Beijing's entry ahead of Taiwan's enbry into PECC in Vancouver.
Both simultaneously accepted the Vancouver Charter, which sets out
the principles whereby the Pacific Economic Cooperation Conference
process operates.

A lot of water has passed under the bridge since then. Taiwan
and Beijing have worked productively and effectively together in the
PECC process, and most successfully in all its task forces: minerals and
Bn€rg/r telecommunications, transport and trade poliry for example.
We had a specialist meeting, for example, on minerals and energy in
January 1989 in Beijing, which included Taipei participation. Those
processes and that productive interaction between Taipei and Beijing
continue.

The work of PECC over the years was rather critical as a basis
for the understandings upon which the APEC initiative could be taken.
The APEC initiative significantly elevated the level of economic
cooperation consultations within the Pacific, following Prime Minister
Hawke's initiative in Seoul in |anuary 1989. The question of Taiwan-
Chinese participation jointly in APEC meetings is the issue on the
agenda now.

I think it is also important to note that the position of Australia
from the beginning was to actively seek the participation of Beiiing,
Taipei and Hong Kong in the APEC process. Of course there were
always uncertainties from various sides of the Pacific as to whether
that was achievable, even immediately after the first initiative was
taken. Those uncertainties of course became much greater after fune
1989.

The participation of the three parts of China - Taiwary Hong
Kong and Beijing - in the APEC process remains a very important
obiective, and it is a deliverable obiective. Australia has a particular
interest in assisting ib delivery. Since APEC II in Singapore, it is dear
that the APEC members are also committed to actively exploring that
possibility.
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I conclude, however, with a note of cautiory from the
experience of PECC with the inclusion of China and Taiwan. The
exploration of that government-to'government dealing is not going to
be simple. It is difficult for Beiiing to concede the diplomatic point_-
goverrunent-to-government. I believe nonetheless that, as with PECC,
the forces impelling both China and Taiwan to active participation in
the Pacific Economic Cooperation Process remain and will provide the
basis for a solutiory hopefully before the next APEC meeting in Seoul.
Internal exploration of the formula and active informal diplomacy will
be a necessary element in securing this outcome.

Andrew Elek commented briefly about Taiwan and the APEC
process as follows:

Views in Australia have been very clear from early
1989 that we believe that if an APEC Process is to be
effective, then the People's Republic of China and the
economies of Hong Kong and of Taiwan should all
participate at the earliest opportunity, and we are now
quite pleased in fact that at APEC II in Singapore that
view was shared by all participants. The question is:
whether it is possible? I think it is possible because of
the principle on which APEC is founded. APEC, in its
joint statement in Singapore, noted that APEC is a
non-formal process of consultations .unong high level
representatives of important regional economies. Its
other key principles are that APEC recognise the
diversity of the region and it is a process in which
views of all participants are heard with equal weight.
In a sense the invitation of three Chinese economies is
there, and my Personal view is that it will be possible
to arrive at something to resolve the very delicate
issues involved. It will be very important that the
process is carried on through very careful non-
iommittal consultations. I think that given the
imagination and good will that has been established
through the PECC Process for ten years plus the good
will and flexibility in the way APEC's principles have
been constructed, personally I am reasonably
confident that high level representatives of all three
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will take their seats at APEC III in Seoul in October
1997.



CHAPTER 8

THE TAIWANESE MARITIME INDUSTRY

Peter f. Rimmer*

Developrnent of a maritime industry has been a noteworthy
feature of Taiwan's foreign-trade-based rapid economic growth since
the 1960s.

Part of the story relates to Taiwanese government intervention
to create a strong maritime industry and the rise of Taiwan's
Evergreen shipping group, the world's largest container shipping
company. Taiwan's lGohsiung port has now emerged as the world's
second most important container port (after Hong Kong) with
Taiwanis Keelung in third place. The short- to medium-term prospect
is for Taiwanese ports to become the premier hub of transportation
links in the Western Pacifig particularly if commercial relations with
mainland China continue to develop.

Prior to the 1960s, shipping services in all major sectors were
largely the preserve of foreign flag vessels. Even after the inhoduction
of containers, importers and exporters were dissatisfied with the
performance of liner shipping services provided by both foreign and
national fleet owners. Although attempts were made to improve
scheduled services, lower freight rates and increase shipping space, the
old existing ports proved to be a bottleneck. Consequently, the
Taiwanese goverrrment intervened in all facets of the national
maritime industry to secure minimal freight rates consistent with the

r The assistance of menrbers of the Japan Maritime Researdr lnstitute in writing this
paper is gratefully acknowledged. Spedal mention is made of the interest and help
received from Hideo Yamada, Research Director, and Eiko Murayama, Chief Librarian,
and her staff. Other assistane has been received from the Intemational Association of
Ports and Harbors, notably Rinncuke Kondoh; Hong-Seop Kim, Korean Maritine
Research Instihrte; Jane Lindsay, International Economic Data Bank, The Awtralian
National University; Barbara Banks and Christine Tabart. Dr Tomohei Chida, hofessor,
Aoyama Gakuin University brought me upto-date with developmmts in Taiwan. Any
interpretation, however, is the responsibility of the author.
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provision of efficient services. Taiwan's rapid economic growth is
directly linked to the growth of a strong maritime industry.

How has the Taiwanese goverrunent sought to regulate the
conduct of the maritime industry? In addressing this question
attention must focus on how intervention has affected:

(a) the structure of the sNpping fleet;

ft) the development of liner services; and
(c) the establishment of multimodal transport.

The likely effect on the maritime industry of possible changes in
Taiwanis geopolitical relations can then be considered.

Before discussing the maritime industry in deail the
underlying pattern of trade development is set out in Section 1. The
nature of the goverrunent's conduct in controlling the Taiwanese
shipping industry is then examined (Section 2). Next, the response of
rnapr shipping companies is explored by reference to those involved
in:

(a) the deepsea liner trade, notably the privately owned
Evergreen Marine Corporation (Taiwan) Ltd and the
goverrunent-owned Yangming Marine Transport
Corporation; and

$) the short-sea feeder services (Section 3).

Attention is then directed to the development of the vertical linkages
necessary for the establishment of multimodal transport. Prior to this
analysis, however, the transport task needs to be discussed by
examining relevant aspects of Taiwan's trade.

1. The Transport Task

The growth of the Taiwanese economy is well documented.
Commentators, such as Li Kwoh-ting,l have traced the shift in the
United States-bound trade from labour-intensive industries (for
example textiles and shoes) to high-tech products, notably personal

U Kwoh-ting, Economic Transformation "f Taiwan, ROC
(Shepheard-Walwyn Publi shers, London, 1 988).
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computers and telecommunications equipment. Indeed, the
Taiwanese goverrunent, conscious of the need to rnake judicious use of
its land, designated some sixty sites as industrial estates fully
equipped with electricity, water, telecommunications and road access.2
These sites include three export processing zones, one science-based
industrial park and more than fifty general-PurPose industrial districts
scattered over the island.

The appreciation of the New Taiwan dollar against the United
States dollar in the late 1980s had a negative impact on the countqy's
costs resulting in a brake on Taiwanese export surpluses to the United
States. Trade frictions followed, prompting the Taiwanese
goverrunent to increase imports by reducing duties. Currency
controls, however, were relaxed simultaneously to assist successful
exporters. Some producers reactd to these changed circumstances by
engaging in off-shore invesfinent in Thailand, Malaysia and the
People's Republic of China.

Attention in this analysis is focused on Taiwan's development
as a huge, export processing zone and a choice market for liner
shipping.3 Thus, intensity indices are employed to emphasise the link
between exports and transport development.

Traile lntensity
Reflecting the relative significance of a particular trade flow

independently of the scale of either partner/s trade, the export trade
intensity index for Taiwan highlights shifts between 1980 and 1988
(Table 8:1). Indices above unity mark strong trading connections and
those below show weaker links. As mirrored in these indices, the

C.C. Chen, The Present Status of Physical Distribution Systems
and Containerisation in Taiwan' in Ajia butsuryu kofusai luigi:
hakusho [International Symposium on Goods Distribution in Asia:
Papersl (Nihon Kaijo contana kyokai to Nihon butsurym kanri
kyogikai, Tokyo, 1986), pp.78-82.
Saburo Takamura, Taiwan no kaiii' [Taiwan Maritime Affairs] in
'Ajia shinko kogyo koku no keizai to kaiunl [Economics and
Shipping of Asia's Newly Industrialising Countriesl, Kohtsi kaiii
lccnkyu [Studies on International Maritime Affairsl, Vol.lQ 1986,
pp.70-82.
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growth and redirection of Taiwan's trade is credited to the importance
of its global linkages, particularly with North America (notably the
United States) - a result of the horizontal (i.e. intra-industry) division
of labour and a move towards a more sophisticated industrial
structure. The indices for Western Europe and the Rest of the World,
however, were consistently below unity.

In part, the growth and redirection of Taiwan's trade is due to
changes in its intemal intensity within the Asia-Pacific region.
Suggesting close economic interchange, Taiwan has strong ties with
the Association of Southeast Asian Nations (ASEAN), Hong Kong (but
not Korea) and Australia-New Zealand. Nevertheless, they have
declined from their high levels of the early 1980s. Conversely, there
has been a marked increase in Taiwan's trade with Japan. There is,
however, a major problem in relating trade intensity indices to
commodity flows, because there is no time series showing the
movement of full containers between Taiwan and other countries.
Attention is concentrated, therefore, on container movements between
the United States, and East and Southeast Asia.

Container Mooements

In 1986, Taiwan was the leading generator of eastbound
movements, accounting for one-third - a figure slightly above that of
fapan (Table 8:2). But in 1982 Taiwan moved further ahead. Both
Taiwan and |apan maintained their positions but not their respective
shares in 1988.

In westbound trade from the United States, the standings of
Taiwan and fapan are reversed. The former accounted for less than
one-fifth of all container movements compared with over two-fifths for
the latter in 1986. This situation remained more or less stable in 1987,
with South Korea and Hong Kong in third and fourth positions
respectively in both years. East Asia dominated the rankings with
Southeast Asia attracting around one'tenth of the container flows. The
relative strengths of East Asia and Southeast Asia in the United States
trade is unlikely to change in the future.

The main developments will be in intra-regional trade
involving Taiwan and the other Newly Industrialising Economies
NIES) and the Association of Southeast Asian Nations (ASEAN.
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Unforhrnately, it is difficrrlt to predict trends in container movements
between the constituent countries because of the absence of time series
data. Figures for 1988, however, demonsbate the sbength of the trade
(Table 83). A key feature is Taiwan's rivalry with Hong Kong and
Iapan, which are the leading centres in both receipts and shipments
followed by Singapore and South Korea. Although container
movements reflect the end-to+nd interchange of manufactured parts
and products they also incorporate wayPorts and relay cargoes to and
fnomthe Unitd States.4

Production within the Taiwanese economy is expected to
double during the 1990s, buoyed by rising incomes. According to
Garnaut,S trade is likely to grow less rapidly than production and
imports will grow more rapidly than exPorts. Before assessing the
probable effecb of these changes on the development of liner services,
the Taiwanese governmenfs attempts to expand the capacity of the
locally registered shipping fleet are considered.

2. Expanding the Shipping Fleet

In the 1950s, the Taiwanese shipping fleet was ill-equipped to
underpin ambitious development plans. Not only did the fleet
comprise traditional and aged vessels, but shipping tonnages were
reducing annually.5 In a bid to reverse this decline, the Taiwanese
government declared that Chinese goods should be carried in Chinese
boftoms. Although not a member of the United Nations Conference
on Trade and Development (UNCTAD), it accepted the premise that
40 per cent of cargo should be carried by indigenous fleets.7 As

J. Crichton, 'Intra-Asia: Simpler than it Seems...', Containtisation
Intenutiotul, August 7990, pp 53-57.
Ross Garnaut, Australia anil the Northust Asian Ascmdanq
(Australian Government Publishing Service, Canberra, 7989),
pp.122-123.
Quang-hua Chen, 'Integrative Growth of Shipping Industry in
Taiwan: Reviews and Prospecb', Asian Sea Transport Conference,
Taipei,1989.
T.Iones, Maritime Industries in Taiwan', Special Report, Lloyd's
List,8 fuly 1982.
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Taiwanese shipowners were consbained by their lack of access to
capital, the government, drawing upon fapanese experience,
encouraged the expansion of the fleet in two ways: (a) introducing
shipbuilding plans; and (b) the importation of secondhand ships.

Shipbuililing Plans

Basically, there were two series of shipbuilding plans, with an
intenegnum between 1973 and 1976 when Iapan severed diplomatic
relations. Between 1961 and 1972, thue were five plans which
depended on ships and low<ost loans from |apanese shipyards, the
latter being guaranteed by the Taiwanese govemment (Table 8:4).
Prior to the initiation of the second series of plans, between 7977 and
1985, the goverrunent adopted its Conglomerate Development Plan for
Foreign Trade, Shipping and Shipbuilding. As part of this policy, the
government commissioned a one million tonne dry dock for the China
Shipbuilding Company (CSBC) in |une 1976 as one of the'Ten Major
Construction Proiects'. Most new vessels, therefore, could be
assembled domestically (using imported steel plate and engines). In
1978, CSBC became the sole producer when it absorbed the state.
owned Taiwan Shipbuilding Company.8

Importation of Seconilhanil Ships

Compared with the rapid growth in seaborne trade, the results
of the first series of shipbuilding plans were unremarkable. The
Taiwanese govemment, therefore, encouraged local shipowners
during the late 1960s and early 1970s to import secondhand vessels
(Table 8:4). This strategy overc.une problems experienced by the
private sector in obtaining the necessary capital and foreign exchange

Katsutoshi Ishihara, Taiwan no zosen iip' lConditions of
Shipbuilding in Taiwan'L, 7-osan to jota [Shipbuilding Information],
September 1983, pp.1-9; Taiwan', Zosan to jota lShipbuilding
Informationl, No.11, 1983, pp.7-9; Taiwan, Hakuyo kikai shijo
chose seri-zu-62 [Surveys of Machinery Shipments Series No.62]
(Nihon hakuyo kikai boeki shinkokai [Promotional Association
for Japanese Machineqy Shipmentsl, Tokyo, 1988).
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to purchase new ships in either national or international markets.9
Govemment intervention was restricted to ensuring that old,
inefficient tonnage was excluded. Maximum vessel age was set at
twelve years until 1975 when, in a bid to Prevent the further decline of
the fleet, it was raised for container shipping to between fifteen and
eighteen year. Even though this 'allowable age' was further extended
to between twenty and twenty-three years, the strategy was
unsuccessful.

In 198O the Taiwanese Soverrunent amended the rules
governing the purchase of secondhand vessels. Its aim was to reduce
lfre import of old, secondhand ships and ensure that the dry dock had
sufficient new conhacts. This shategy was bolstered by restrictions on
finance and foreign exchange to purchase vessels from overseas yards.
A major problem, however, was that CSBC technology lagged behind
that of Japanese shipbuilding yards. Consequently ships were over-
priced, resulting in conflicts between the CSBC and leading private
ihipowners.l0 The clashes prompted the government to allow two-
fifths of the Taiwanese fleet to be imported. However in 1987 the
Integrated Policy of Foreign Trade, Shipping and Shipbuilding was
abolished and sailing-area limitations for registered vessels and
national seamen removed.

Results

During the period of the Integrated Policy of Foreign Trade,
Shipping and Shipbuilding the growth of the Taiwanese fleet was
imprbssive. Although the number of vessels under the Taiwanese flag
increased, the fleet barely kept pace with the growth in international
seaborne trade. Thus, Taiwanese interests argue that it is no greater
threat to traditional maritime countries than it was in 1970.

The number of vessels between 1976 and 1985 increased from
173 to 227 (table 8:5). As the average size of vessel was larSer, there
was an expansion in total fleet capacity from 2 million deadweight
tons (dwt) in 1976 to approximately 6.7 million dwt in 1985. The age

M. Lee and R. Pearson, 'Expansion of China's Fler-lt' ,Marine Policy,
October 7987, pp.375-19.
lbiil.; Lanes, Maritime Ind ustries in Taiwan'.
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of the fleet, however, has remained more or less constant.ll By 198E,
the fleet had reached 254 vessels with a tonnage of 7.7 million dwt - a
figure, according to Cheryl2 which accounted for 1.4 per cent of world
tonnage. Although the state, on average, supplied one'third of the
fleet between 7976 and 1988 its share ranged between 25 and almost 48
per c€nt.

The nature of the Taiwanese fleet was transformed between
1976 and 1988 (Table 8:6). In 7976, general cargo ships accounted for
more than half of the vessels and tonnage, but this was reduced to only
a small percentage by 1985. Container ships comprised the largest
number of vessels but bulk/ore carriers were the dominant group in
terms of tonnage. Nevertheless, the number of container ships and
tonnage increased at he expense of other shiP tyPes. Between 1985 and
1988, their share had grown from one-fifth of the number of vessels
and tonnage to almost one'third. As container vessels are rated in
TEU (twenty-foot equivalent units) rather than deadweight tonnage,
these figures understate their importance and the liner services they
provide to the Taiwanee economy. Subsequent attention is, therefore,
devoted to liner shipping - a sensitive barometer to changes in
Taiwanis economy.

3. Liner Shipping Services

In the late 1950s and 1960s, the stimulus to develop shipping
lines with Taiwan's maior trading partners, fapan and the United
States, stemmed from the governmen(s poliry of giving cargo
preference to raw cotton imports and exports of primary materials.l3
There was a marked upsurge, however, in response to the expansion
of international trade, containerisation and the government's
permissive aftihrde to regulations affecting the liner trades. As they
did not contribute to the best export price, conference membership and
rates were discouraged by the government. Nevertheless, it allowed
carriers to make their own decision on this matter because commercial

Se Tofumn, Hakuyo kikai shijo chosa seri-zu{2 [Surveys of
Machinery Shipmenb Series No.52l for more detailed analysis.
Chery lntegrated Growth of Shipping Industry in Taiwan:
Reviews and Prospects'.
rud.

11
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independence and profitability were the most practical way of
shipping Taiwan's exports at reasonable rates.l4 This insistence on
carrier profitability has resulted in Taiwan emerging with Asia's
largest container fleet. Indeed, it is noted as the home base of two of
the most competitive newcomers to the world's liner bades. In
discussing these developments it is useful to distinguish between the
deepsea and short-sea liner trades.

Deep-sea Liner Trailes

There have been three deepsea oPerators in Taiwan (Table
8:7). The participation of the Char Ching Marine Co. Ltd, a small,
independent line operating under the Panamanian flag, however, was
shortlived. The so-called 'Taipei-based bandif tried to burst into the
West Coast United States trade. When it experienced financial
problems stemming from not enough vessel capacity, inadequate
conhol of leased containers and poor management, the Taiwanese
goverrunent was averse to rescuing it. Thus, only the privately owned
Evergreen Line (a member of the Evergreen Group) and the
goverrunent-owned Yangming Line are of interest. As the former has
been the pathfinder in attempting to cater for the needs of Taiwan's
producers in an emerging global market, it is discussed first.

The Eaergreen Grcup

Evergreen was established as a break-bulk company in 1968
with a second-hand, turbine ship from japan worth US$60,000, and six
employees to operate a service to the Middle East. The rapidity of its
subsequent growth can be seen in Table 8:8.15 By 1975, the upstart,
family-6ns"6, shipping company had introduced regular, full
container services to link the Far East and the West and East Coasts of
the United States. These services were augmented by services to the
Red Sea in 7977 and Europe in 1979. In |une 1984, Evergreen
commenced a two-way Round-The-World (RTm service. Initially, the
then fuel-efficient, cost-effective, ultra-modern G-type vessels, with a

Taiwan: Practical Options', Lloyil's Maitime Asit, 7985, pp.24-37.
See Pei-Fei Yu, 'Company Profile: Evergreen Line', Asian ShiVping,
May 1986, pp.5-7.

14
15
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The Taiwanw Maritime lnilustry 755

capacity of 2728 TEU and costing almost $US30 million each, sailed in
both directions with a tenday frequency.l5 Within a year the
frequenry was reduced to seven days. It is based on eleven 3482 TEU
Gx-type ships running on a seventy-seven day schedule rather than
eightyday circuits undertaken by eight vessels.lT

The implementation of this carefully planned exercise,
financed by a US$l billion syndicated loan, involved Evergreen
purchasing 120,000 twenty-foot units. Not surprisingly, it propelled
the company into such related fields as venture capital investnrent,
trucking, container repairs and manufacturing, and real estate in Hong
Kong, the United States and Taiwan. In fuly 1986, the line introduced
its double'stack train on the Mini Land Bridge in the United States - a
400 TEU twice.weekly service connecting Los Angeles to Chicago and
the large sprawling Midwest market.IS All of these developments by
the Evergreen group occurred despite a downturn in seaborne trade
and overtonnagng - particularly pronounced during the late 1980s -
persistent rate wars with shipping conferences and vulnerability to
losses on foreign exchange transactions.l9

In 1989, Evergreen operated seven regular, full container
services (Figure 8:1). They were: (a) Hong Kong, Taiwan/US West
Coas! O) Korea, Japan/Pacific Northwest Coast; (c) Korea,
japan/Pacific Southwest Coasg (d) Far East/Mediterranean; (e) West
Mediterranean/US East Coast; (f) Eastbound Round-the-World; and

17
18
19

See'Taiwan's Owners Wary: Nervousness about Pacific Bruises
Maritime Confidence' , Fairplay Pacific,3'1. October 1985, pp.xv, xix.
Much of the cost-effectiveness of Evergreen's G-type vessels has
been attributed to their lower manning levels. See J.R.C. Boyes,
Tvergreen: The Pressure is on', Containeristion lntqnational,
September 1987, pp.4147. Yu, in 'Company Profile: Evergreen
Line', noted that each has a complement of fourteen to seventeerL
which is eight to eleven less than the manning level for a Japa.nese
ship of the same class.
Yu, Company Profile: Evergreen Line'.
Boyo, Tvergreen: The Pressure is On'.
R.F. Gibney, Mclean's jumbos are Back Sea-Land Revisited, in
Containa Brifing (Container Data Ltd, Castle Douglas, 1988).
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Figure 8:1
Evergreenls Full Container Services
(all operate on a seven-day schedule)

Source: Eo a gr en (Evergreen Mari time Corpora tion, Taipei, 1 989).
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(g) Westbound Round-the-World.20 Also, there were feeder services
connecting the mother vessels to non-mainline ports in the Caribbean
Sea and the US Gulf. Collectively, these services Providd a complete
shipping network interlinking the three great trading blocs of North
America, Europe and Asia; thereby strengthening the relationships
between international business communities and offering customers
the opportunity to develop international markets.

Combined with inland bansPort, Evergreen is working
towards a comprehensive multimodal transport service with its fifty-
three vessels providing a capacity for 120,82 TEU. Of these vessels,
twenty can cirry 2728TEU (G tyPe) and eleven 3428 TEU (GX type)-zt
Following a 'domino' pattern, in the 1990s the remaining smaller
vessels in the fleet will be redeployed, 'iumboised', sold or scrapped'
As yet, Evergreen has been disinclined to increase the sophistication of
its multimodal system to supply value-added services similar to those
of the American President Line and Sea-Land Service. Without a
domestic market comparable with the United States to rely on in a
recession, the company has preferred to offer the most economical,
highquality, all-water, 'bus stop' alternative and to capitalise on its
reputation as East Asia's leading carrier.22

Evergreen has been conspicuously more successful in
introducing its Round-the-World service than the United States
Lines.23 Although it introduced 4500 TEU Econoships, the United
States Lines had to file for protection from creditors under Chapter XI
of the US Bankruptcy Code within six months.24 Conversely,
Evergreen prospered with its fuel-efficient ships, rational shiP
assignnent, strict cost control, small crew numbers and shift-work
system between sea and land. Its overall success has been attributed to
the skill of its legendary chairman, Chang Yung-fa, in managing ships
and personnel. In particular, he was able to foresee changes in the

Eoer gr mt (Evergreen Maritime Corporation, Taipei, 1 989).
tbid.
See Boyes, 'Evergreen: The Pressure is On'; R.F. Gibney,
'Evergreen: On and On and On and On' in Container Bnefing
(Container Data Ltd, Castle Douglas, 1987).
Boyes, Tvergreen: The Pressure is On'.
Subsequently, these jumbo ships were purchased by Sea-Land
and redeployed in the Atlantic hades.

20
2l
22
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transport business and move into a weekly schedule.2s Despite
depressed freight rates in 1988, Evergreen posted unaudited post-tax
profits of US$90 million on a revenue of US$942 million.

The company is continually seeking to improve and expand its
global services by developing communications and data links, and by
investing in modern tonnage. From 1990, the crmpany plans to
replace three or four cellular ships eveqy year (possibly with post-
Panamax container ships), and to add new routes. Recognising that its
future is linked increasingly to the fortunes of Pacific Rim economies,
it has strengthened its Pacific Northwest route by switching
transshipment operations from lGohsiung to Keelung to cut between
five and $even days off the sailing time.26

Specifically, Evergreen sees the ernergence of Southeast Asia
as an important counter in any United States-Asia trade war and a
mapr focus for its expanded fleet. Appreciating the change in trading
pattems caused by the shift in the manufacture of low-cost goods (e.g.
footwear and textiles) from East to Southeast Asia, the cnmpany has
established a terminal in Singapore which it intends to use for cargo
from Indonesia, Malaysia and Thailand. At present, cargo is fed from
Singapore to Taiwan where it is transshipped to U$bound vessels. A
direct Trans-Pacific service (Singapore/California/Singapore),
however, would be two to three days faster than the existing twenty-
one/ twenty-two day service.27

The Evergreen group is not content to be confined to the
maritime industry. As part of its diversification plans, it is seeking to
establish a regional airline by investing US$3.6 billion in twenty-six pt
aircraft. Commencing in 191, the new airline will link Taiwan to
Hong Kong, Singaporg Thailand, Bangkok, the Philippines, Malaysia,
and Korea. Unlike the development of its liner shipping business,
connections to the United State and Europe will be added later. This

Chang Yung-fa is regarded as Taiwan's counterpart to Y.K. Pao,
the chief executive of Hong Kong's Worldwide Group.
f. Iandells, 'long-term View Pays Off for Evergreen', Lloyds List,5
February 1990.
Gibney,'Evergreen: On and On and On and Onl.
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activity will transform the group into one of Asia's largest multimodal
transport operators.2E

In these activities, Evergreen has been able to oPerate at'arm's
length from the Taiwanese goverrunent (i.e., without subsidy or
assistance). It has not relied solely on Taiwanese imports and exports
but has sought c.rrgoes in other trades. Government pressure to build
ships at home and to put its entire fleet under the national flag has
been resisted and the bulk of the fleet sails under the Panamanian flag
of convenience to avoid diplomatic isolation. Such flexibility is evident
also in its five-year space charter agreement with fapan Line (198G
1991) to supply Evergreen with a specified number of ships and in its
ambivalent, even whimsical, attitude to membership of conferences.
Generally, Evergreen has preferred not to enter shipping conferences
but to undercut their rates by 5 or 10 per cent. In the Far East/North
Europe trades, for example, it has remained a 'tolerated outsider'.29
Where necessaly, however, it has taken advantage of the pricing
protection provided by conferences. When pressed it has accepted rate
agreements or ioined an association, such as the Southern Europe
United States Agreement (SEUSA) in which it has the largest
individual share.3o

Much of Evergreen's strength has been attributed to its various
cross-holdings with Marubeni Corporatiory the fapanese trading
company.3l It arranges syndicated loans, attracts high-value Japanese
cargo, and provides the group with ships, supplies, fuel and steel for
containers.32 Also, the company is able to draw on credit facilities
provided by a range of smaller fapanesebanks. Despite its undoubted
financial backing, the Taiwanese goverrunent has persuaded the
corporation to float its shares on the Taipei Stock Exchange. In
September 1982 the shareholders agreed to offer 5 per cent of their

Evergreenls plans to invest in a shipbuilding complex, however,
havebeen abandoned.
Lones, Maritime Industries in Taiwan'.
See Boyes, Tvergreen: The Pressure is On'; Gibney, 'Evergreen:
On and On and On and On'.
Mr Chang is reportedly married to the daughter of Marubeni's
chief executive. See Yu, Company Profile: Evergreen Line',p.7.
tud.
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holdings at NT$35 per share.33 As they were nominally valued at
NT$1O those involved in the sale of 40 million shares received a
windfall paper profit. (Before this request was made four-fifths were
owned by Chang Yung-fa and the remainder by senior executives.)
Clearly, the Taiwanese governmen(s rationale was to get the
Evergreen Marine Corporation to disclose information on its
operations and those of its Panamanian-registered Evergreen
International SA. On a different tack, the Taiwanese govemment has
been inlluenced by the privatisation fever that has been sweeping
Asian-Pacific crcuntries. It has disposed of shares in the China
Shipbuilding Company and offered shares in Yangming.

The Yangming Marine Transport Corporation

Yangming was established in 7972 as a stateowned shipping
company. It followed Evergreen into the United States West Coast and
East Coast markets in7977 and 1978 (Table 8:7). Then, in March 1983,
it inaugurated its European service; an AusEalian service followed in
August 1984. In clcntrast to Evergreery however, it has adopted a low-
key approach which emphasises long-term growth. Also, it has put
goverrunent ambitions before profit and adhered to the ban on trading
with socialist countries - now only applied to China, Albania, Cuba,
North Korea and the Soviet Union.34 Consequently, it has been
faithful to local shipbuilding yards, notably the China Shipbuilding
Company, and more diversified with its Tanker and Ore Carrier
Service and World-Wide Tramp Service complementing ib Full
Container Liner Services. In return, it has received covert preference
for public service goods.3s By 1989, Yangming operated thirty-three
vessels comprising tankers, ore carriers, bunkers, multipurpose vessels
and full crcntainer services which totalled 1"800,000 dwt. It had a staff
of 1600 employees (including shore-based and seagoing personnel).

A mapr part of Yangming's business is focused on using its
nineteen 27OO/3W TEU vessels to provide: (a) the Far East/USA
East/West Coast Full Containerp Service; O) the Far East/Europe Full

Boyes, Tvergreen: The Pressure is On'.
Iones, Maritime Industries in Taiwan'; Taiwan: Practical
Options', Lloyil's Maitime Asia, 1985, pp.24-3'l'.
[..ones, Maritime Industries in Taiwan'.

3il
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Container Service; (c) the Far East/Australia Full Container Liner
Service; and (d) the Far East,/Middle East Full Container Liner Service
(Figure 8:2). With a full complement of 100,000 containers it is able to
offer door-todoor services on these routes. These activities are
underpinned by a computerised management information system and
maintenance of a reasonable freight level - the basis of a convenient,
safe, economical and reliable service.36

The key to Yangming's development has been its 'pendulum
servic€s' between the Far East and the United States and Europe
respectively. Its long-range plan, however, is to commence a World-
Wide Express Full Container Service by 1994 (Figure 8:2). The aim is
to deploy twenty-two full container vessels with weekly sailing
schedules to improve service quality. Included among the
complement are eight existing 3042 TEU ships and fourteen 3500 TEU
ships proiected for construction. Although they are likely to be built
by the China Shipbuilding Company, Yangming claims that it is not
bound to purchase them from the government inshumentality. As
Yangming will have to maintain uneconomic legs and adhere to fixed-
day-of-the.week scheduling, its proposed round-the-world service will
be a true test of its strength.3T Indeed, Yangming will be in a position
to fulfil its proud boast that it has the cheapest fleet, and its services, if
successful, will be competitive with Evergreen. As yet, however, it
does not have in-house, short-sea feeder services to bolster its efforts.

Shor t- Se a E ee iler S eru ice s

The initial short-sea service, was commenced between Taiwan
and Hong Kong in 1978-79 (Table 8:9). Most services, however, were
inaugurated by medium-sized carriers between 1982 and 1986. In
1982, Nan Tai forged a link with South Africa and Chinese Maritime
Transport, a subsidiary of the Hong Kong-based Orient Overseas
Container Line (OOCL) and part of the C.Y.Tung Group, connected
with Indonesia. During the followingyear,Wan Hai offered a service

% Yang Ming Line,Taipei,1989.
37 C. Mayer, 1(angming Gears Up to Storm the Citadel' , Lloyd's List,

28 September 1989.
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Figure 8:2
Yangmingls Full Container Sen'ices

Source: Yang Ming Line,T aipei, 1989.
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to |apan. In 1984, Cheng Lie established services with |apan/Korea
while Uniglory Evergreen's subsidiary,linked with the Middle East.
Then, in 1985, the mapr lines engaged in the short-sea trades added a
second route: Chinese Maritime Transport offered a Hong
Kong/Iapan service;36 Wan Hai a South Asia service; Cheng Lie a
Singapore/Thailand service; and Kien Hung a second service to South
Africa. In 1986, Uniglory added a South Asia service.3e

These short-sea services.operated by small- to medium-sized
carriers, have escaped detailed analysis because of preoccupation with
the Evergreen Group and Yangming. The only exception has been
Uniglory, Evergreen's subsidiary. Originally, it was established in
19&t as a regional carrier in Southeast Asia, to provide feeder services
using fourteen former Evergreen vessels with capacities between 500
and 1000 TEU. In 1988, it added a further US$55 million to
Evergreenls profits. Uniglory, however, has seen its mainline
container cargoes grow at the expense of its feeder cargoes prompting
it to: (a) extend its Southeast Asia-North East Service to fakarta,
Surabaya and Belawan; and (b) consider adding Vietnam.4o Uniglory,
therefore, is poised to purchase new tonnage comprising 1200 TEU
vessels to serve its many ports of call. Not surprisingly, Uniglor5/s
owner, Evergreen, is well-positioned to capitalise on the anticipated
increase in intra-regional trade which will result in the Asia-Pacific
region being the world's greatest generator of container cargoes by the
year 2000. Such a prognostication will focus attention on Taiwan's
ports and intemal cargo movements.

4. Multimodal Transport

Since the 1960s, the Taiwanese goverrunent has intervened in
many aspects of transport development. In 1984, for example, it

Chen, in 'Integrated Growth of Shipping Industry in Taiwan:
Reviews and Prospects', does not categorise the Chinese Maritime
Transport as a Taiwan-based carrier (see p'7).
See Hideo Yamada, 'Perspective on the Short-Sea Liner Trades in
Asia', Marintec China '89 Conference, Shanghai, 30 November
1989, and Crichtory 'Intra-Asia: Simpler than it Seems...' for a
broader perspective of the short-sea trades.
Iandells, '[.ong-term View Pays Off for Evergreen'.
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created the Association of Shipping Services, to establish relations
between deepsea liner and short-sea oPerators. In a bid to boost
productivity it fostered the training of seafarers. Also, it sought to
improve ports (induding container terminals) and inland container
stations. Although our interest has been focused on shipping, both
ports and inland container stations have to be considered as carriers
are transforming themselves into multimodal transport operators and
offening door-todoor services, computerised container tracking
systems and electronic data interchange.

Ports nnil Containq Terminnls

Not only has the Taiwanese Soverunent provided port
infrastructure but it has nominated particular roles, so that its four
leading Ports c:rn capitalise on the island province's natural
transshipment position. With an area of 36,000 square kilometres,
Taiwan lies in the South China Sea approximately 144 km east of
China, 544 km northeast of Hong Kong, 350 km north of the
Philippines and 10dt km southwest of |apan - the crossroads of busy
sea routes.4r Kaohsiun& with fourteen container berths, is designated
the mairr transshipment area; Keelung, with nine container berths, is
the port for the northern part of the island and the feeder port for
Korea and fapan; Taichung is a transshipment and bulk cargo port;
and Su-Ao is an overflow port for Keelung though, at present, its
container facilities are not used, presumably because of the poor
quality of its road connections.42 Interest here is confined to
Kaohsiung and Keelung (though Taichung does handle containers and
is the only port to offer special port charges to attract business).
Government control at Taiwanese ports has extended to the imposition
of non-tariff trade barriers in addition to high tariffs, quotas and bans
that hinder imports of high-value products.43 These included a 4 per
cent harbour construction tax on imports. In fuly 1982 however,

Chen, The Present Status of Physical Distribution Systems and
Containerisation in Taiwan'.
Port of lfuotsiurg (Kaohsiung Harbor Bureau, Kaohsiung, 1989).
d.RJ. Kursar, UgSouth Korea Shipping Talks Full of Promise,
Liftle Progress', Traffic World, 9 July 1990, pp.19-20, for a
discussion of Korean trade barriers.

4l
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pressure from the US Federal Maritime Commission and the Offica of
the US Trade Represenative resulted in the reduction of the harbour
constmction tax to 0.5 per cent and the imposition of a new 0.5 per cent
tax on exports.

Foreign carriers were also prohibited by the Taiwanese
Government from operating terminal facilities at its ports. Yet local
shipowners enpyed them and made full use of their customs clearance
provisions. Again, in 1982 United States representation resulted in the
revision of regulations to permit its flag carriers to operate their own
terminals. Nevertheless, the screening process is cumbersome and
may result in the denial of operating rights. The applicant has to be an
ocean carier. Even theru the port terminal operator must seek
approval to operate an inland container freight station. In 1986, there
were twen$r-four state-owned and private container freight stations
concentrated in the Taipei/Keelung and Kaohsiung area.'l4 Hitherto,
none have been operated by foreign companies because, as with
container terminals, the Taiwanese government prohibited foreign
participation. Following demands from the United States, similar
legislation to that conceming container terminals is being drafted.
Entry into inland trucking is likely to be the next target for foreign
carriers, followed by a request to increase the use of rail for handling
containers.45

An examination of the number of containers handled by
leading East Asian ports between 1973 and 1988 highlights the
emergence of those in the Newly Industrialising Economies at the
expense of their fapanese counterparts (Figure 8:3). Hong Kong has
become the region's (and the world's) premier container port. It is
being challenged, however, by Kaohsiung, which moved from sixth to
second in the regional rankings between 7973 and 1988. Keelung has
even disputed third position with Kobe and for much of the 1980s has
been ahead of Pusan. Although the ]apanese standings are
understated by not treating ports in Tokyo Bay (Yokohama/Tokyo),

Chen, The Present Status of Physical Distribution Systems in
Taiwan'.
The Taiwanese Maritime Industry' in Far East Port Suroey (Office
of Transportation, US Department of Agriculture, Washington
DC,1988).



The Taiwanee Maitime lnilustry 767

Figure 8:3
Container Ttuoughput flmports, Exp orts and Transsh ipments)

at Maior Pacific Rin Ports,1973-1988
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Osaka Bay (Kobe/Osaka) and Ise Bay (Nagoya/Yokkaichi) as single
entities, the future is building up to a battpole for premier position
between Kaohsiung and Hong Kong with Keelung disputing the third
rank with Pusan. Much will depend on the effects of shife in
geopolitical relations within the East Asian corridor stretching from
Vladivostok to Hanoi.

5. Changing Geopolitical Relationships

This study of the Taiwanese maritime industry has
higNighted the nature of government intervention. Since the early
1960s, there have been marked shifts in policy to expand the fleet to 10
million dwt. Echoing United Nations Conference on Trade and
Development (UNCTAD) principles, the government's task was:

(a) to see exports carried in Taiwanese-built, owned, and
flagged ships;

(b) to encourage the development of liner services; and
(c) to control the flow of cargo through its ports.

Shifting its strategies in the late 1980s, the government sought to
maintain the fleet's competitiveness by developing an international
electronic data interchange (EDI) network in shipping. Also, it
entertained ideas about increasing private participation. Another issue
has been the decline in the number of Taiwanese wishing to go to sea,
leading to a reliance on foreign crews. Throughout the period,
however, the government was flexible in the pursuit of its overriding
goal of securing minimal freight rates for its exporters. It has required
the Yangming Shipping Corporation to adhere closely to government
policy. Conversely, it has allowed the privately owned Evergreen
group considerable freedom in the purchase of vessels, ownership and
flagging (including a Panamanian flag of convenience). The greatest
exercise in flexibility has yet to come. Paradoxically, given the
Taiwanese goverrunent's embargo, it will be based on exploiting
China's consumer market and labour resources.
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T aiw an- China ReI ati onship s

A complete assessment of Taiwan's maritime future has to
consider its trading relations with North America and Europe, and its
gfowing intra-regional trade. Rather than getting engaged in such a
complex exercise, attention is concentrated here on the effects on the
maritime industry of likely changes in Taiwan's relationship with
China. Already, Taiwanese businessmen have taken advantage of
China's'open dooy' policy and invested heavily in the special zones
within the Fuiian and Kwantung coastal regions. Initially, interest was
focused on developing labour-intensive industries, such as footwear,
to take advantage of China's'most favoured nation' status with the
United Sates. More capital-intensive, high-tech activities and
petrochernical plants, however, are now being contemplated.

At present, cargo between China and Taiwan is transshipped
in Hong Kong - the de facto trading, financial and maritime capital of
China. The introduction of direct sea (and air) routes would have a
catalytic effect on the maritime industry'46 There is little doubt that
Kaohsiung would benefit, at the exPense of Hong Kong, from the
renewal of cultural and trading bonds with neighbouring mainland
provinces. The Fujian and Kwantung coastal regions ate 792 km from
Taiwan. Kaohsiung is approximately nine hours' sailing time from
Xiamen, the nearest mainland port. As Xiamen and the Fuiian ports of
Fuzhou, Nanjing and Shantou are not capable of handling mainline
vessels, their cargoes could be diverted from Hong Kong to
Kaohsiung, as it offers similar mainline connections. According to
Crichton,4T the Kaohsiung Harbour Board could gain an additional20
per cent throughput, equivalent to 640,000 TEU per year, from the
establishment of s@ier and cheaper inter-provincial connections.

Other possibilities could rebound in Kaohsiung's favour at the
expense of Hong Kong. Although Shanghai, China's major port,
handles a throughput of 35O000 TEU per year, it cannot accommodate

P.f. Rimmer, ?orts, Inland Transport Linkages and Regional
Developmenb A Western Pacific Perspective', Korean Maritime
Institute Biennial Conference, Seoul, 5-7luly 1990.
J. Crichton, Taiwan Bids for PRC Bonanza', Containeristion
lnt q natio tul, ldy 1990, pp.4 9-53.
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third- and fourth-generation container ships. The planned terminal at
Ningbo would have the necessary capacity but it has yet to be
commenced. Deep sea cargo, other than that handled by the national
carrier, China Ocean Shipping Corporation (COSCO), has to be
'fueder€d'to a suitable rnainline hub. At present, northbound cargo is
handled by |apanese or Korean ports, and southbound cargo ln Hong
Kong. Following any rapprochement between China and laiwan,
Kaohsiung would be well placed to caPture southbound cargo. As it is
closer to north China than Japan there is also the prospect of diverting
some northbound caqgo from the lattey's Ports. With abundant
existing and planned cargo handling space at its disposal - a rarity
among Asian ports - there is little doubt that IGohsiung could handle
the extra throughput. Consequently, mainline shipping companies
could locate their regional bases in Kaohsiung, omit Hong Kong as a
direct port of call, and use feeder services to connect them.

Precise estirnates of the likely diversion of cargo from Hong
Kong to lGohsiung are difficult to make. They range from a 50 per
cent fall-off in Hong Kong's container throughput to a 10 per cent
loss.'t8 The lower estimate is based on Hong Kongis greater reliance on
its local Kwangtung hinterland than southbound transhipment cargo
and the continuation of China's'most favoured nationi status with the
United States. It dms not, however, take actount of the opportunities
afforded by Hong Kong's new port (and ailport) development
strategy.4g Clearly, these developments could reduce the margin of
any increased throughput by Kaohsiung.

The anticipated gains from tsansshipments at lGohsiung
should be augmented by direct commodity flows between Shanghai
and Taiwan. Nevertheless, some of this additional cargo could be
directed to Keelung due to its close proximity to Taipei but, as the
space for expansion is restricted, Taichung may be accorded a role in
any direct trade with China in the future. Clearly, the main
beneficiaries will be the Taiwan-based Evergreen grouP and
Yangming, and companies with leased terminals - notably Arrrerican
President Line and Sea-Land Service. Those without terminals mayh

tbid.
Gateway to Neut Opportunities: Hong Yang's Port anil Aitport
Dwelopmnt Strategy (Hong Kong Government Printer, Hong
Kong 1989).
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propelled into leasing arrangements. A more interesting developrrcnt
would be the establishment of facilities at Taiwanese ports by China's
national line COSCO. Kaohsiung, for instance, could beconre the
mainline hub port for a revitalised COSCO and connected by its
feeders.S0 This would be not only a remarkable denouement of the
Taiwan govemment's'no contact, no negotiation and no compromise'
policy, but yet another instance where maritime activities and stated
government obiectives have diverged.

50 Crichtoru Taiwan Bids for PRC Bonanza'.



CHAPTER 9

TAIWAN/CHINA:
THE REUNIFICATION ISSUE

Gary Klintworth

Can China really swallow Taiwan? It is possible to envisage
that in a political, econornic and cultural context, Taiwan - despite
having a population of only 20 million compared to the mainland's 1.2
billion - is in a better position to successfully take over the mainland
than vice versa. Mainland Chinese are looking for social, political and
economic altematives to the kind of communism that was exposed by
the events in Tiananmen Square in fune 1989. And the differences
between the mainland and Taiwanese systems have become much
more stark since Taipei lifted restrictions on contacts with the
mainland.

Taiwan, indeed, has been encouraged by recent bends to step
up its cultural assault on the Chinese Communist Party (CCP).
Taiwanese influence on the awakening political consciousness of
mainlanders has added to the impact of Hong Kong, particularly in
southern China.

Reunification on terms dictated by the Chinese Communist
Party may be too much for Taipei. Equally, however, reunification
may not be in the best interests of the Chinese Communist PatW.

However some form of loose federal-type of accommodation
between the two Chinas is becoming increasingly desirable and could
be worked out. Both Chinas have a common interest in the increased
shategic leverage that would accrue from a united Chinese position on
issues such as territorial claims in the East and South China Seas.

There are also important economic incentives for both sides.
Taiwan has a proven, much admired formula for impressive economic,
financial and trade development. It is becoming an increasingly
important regional and global economic Power. It has the wealth that
the mainland needs and the management, banking, technological and
perhaps the political experience that would benefit the mainland in its
struggle towards modernisation. The Taiwan model or, as the
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goverrunent in Taipei describes it, the Taiwan miracle, is what the
Kuomintang (KMT) would like to transplant to the mainland, The
Chinese Communist Party in Beijing wants the wealth and experience
of Taiwan, and Hong Kong, and has promised not to interfere too
much in their affairs. It is, however, not at all certain that the CCP can
resist the temptation to do so.

The litmus test for Taiwan will be developments in Hong
Kong in the lead-up to 1997. If Hong Kong collapses in a crisis of
confidence, Taiwan's reunification with the mainland will become an
even more distant prospect. It would certainly complicate the chances
of bringing Taiwan back, said Chen Kongli, Director of the Taiwan
Research Institute at Xiamen University in Fujian.l (Unlike Taiwan,
Hong Kong has no options. But Beijing's concern to reassure and win
over Taiwan rnay have some bearing on how it manages the recovery
of Hong Kong.)

Taiwan's China policy - its mainland poliry - is today based
on the reality of two Chinas in two regions with two different social,
economic and political systems and two discrete govemments.2

As Taiwan's President Lee Teng-hui stated in his inaugural
address on 20 May 1990, Taiwan - the Republic of China - is an
independent and sovereign nation.3 This remarkable statement is
virtually a declaration of Taiwanese independence, one that would,
one would think, invite attack from Beijing. It was, however,
presented in the context of there being only one indivisible China. Lee
Teng-hui carefully re-affirmed the common goal of all Chinese for
eventual reunification of the mainland with Taiwan, etc.

Previously, Taiwan had insisted that there would be no
contact, no compromise and no negotiations with Beijing until it gave

Tai Ming Cheung, Talk Soft, Cuoy Sticx", Far Eastern Economic
Ratieu, 18 October 7990, p.37.
For a useful background discussion and a report of views from
both sides of the Taiwan Straits on mainland China/Taiwan
relations, see Hugh Dunn, Conaqsations about Taiwan in Taipei anil
Beijing, Australia-Asia Papers No.47 (CSAAR, Griffith University,
April1989).
President Lee's lnaugural Address, 20 May 199Q Taipei, Sinotama,
|uly 190, pp.4-8.
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up its four cardinal principals (that is, adherence to the socialist road,
the dictatonhip of the proletariat, leadership by the Communist Party,
and the key role of Manist-Leninist Mao Zedong ideology).

This tirne, in what the local press in Taipei hailed as an historic
breakthrough in Taiwan's mainland policy, Lee Teng-hui omitted
reference to the three 'no's. Instead, he advanced Taiwan's offer on
reunification by introducing the three 'if's. If Beijing implemented
political democracy and a free market system; if Beijing renounced the
use of military force in the Taiwan Straits; and if Beiiing did not
interfere in the development of Taiwan's foreign relations on the basis
of a one{hina policy, then Taipei would be willing on the basis of
equality to esAblish channels of communications with Beijing and
completely open up academic, cultural, economic, trade, scientific and
technological exchanges across the Taiwan Straits.

'Subsequentl/, said Lee Teng-hui, 'when objective conditions
were ripe, Taipei would discuss the matter of reunification ... implicitly
on the basis of two equal goverrunents'.4 Taiwan would not accept
party-to-party negotiations between the KMT and CCP, (as proposed
by Beijing's fiang Zemin5) because there were now - conveniently
perhaps - other political parties in Taiwan besides the KMT.5
Democratic Progressive Party (DPP) Chairman Huang Hsin-chieh
gave what we call bipartisan support for Lee Teng-hui's position on
this issue by stating that the future of Taiwan could not be decided by
one party alone - only govemment-to-government dialogue on an
equal basis would suffice to reflect the views of the people.T

At a subsequent press conference, Lee Teng-hui elaborated on
the three 'if's. He said Beiiing did not have to meet them all
immediately. It could approach them one by one, step by step. It could,
for example, withdraw its opposition to Taiwan's application for
GATI membership, or pull back troops deployed along its side of the
Taiwan Straits.8

twit.
ChinaPost,T2May 1990.
ChinaPost,77 May 7990.
rud.
President l-ee Teng-hui, Press Conference 22 lllay 199Q Taipei,
Sinorama,fuly 1990.
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Lee Teng-hui's statement contains the seeds of a one China,
one Taiwan pollcy. Indeed, the reality for the last sixteen or seventeen
years was a China with two goverrunents, said new Premier Hau Pei
tsun.9

While the government maintains that the 'idea of separating
Taiwan from the mainland is illegal, irrational ... and is a betrayal of
the people',rO Lee Teng-hui has also said that Taiwan should have the
courage to recognise the fact that Taipei's administrative control was
limited to Taiwan and that it did not exercise administrative
sovereignty over the mainland.ll This latter comment implies
recognition of the legitimary of the Chinese communist regime in
Beiflng, a legitimacy confirmed by Taipei's announcement that the
?eriod of Mobilisation for the Suppression of the Communist
Rebellion'is to end in May 1991.

Beiing's judgement about Taipei's recent mainland policy has
been reasonably positive. Li Peng said relations between the two sides
of the straits had gone from tension and confrontation to gradual
relaxation; from long-standing seclusion to mutual contact and were
advancing in a direction favourable to reunification.l2

But now, while Taipei no longer claimed sovereignty over the
mainland and had ceased to use such anti<ommunist slogans as
labelling Beijing a 'bandit regime', it was calling for equality with
Beijing under the guise of 'eventual reunification'. This amounted to a
separate independent status for Taiwan. It was a dangerous course.l3
And if Taiwan did try to separate itself from the mainland, China
would not sit idly by and take no action, warned the People's Daily.la

China Post,77 May 7990.
Free Chinalourrul (FCfi,22 February 1990.
Second Plenary Session of the KMT Central Committee fune 1989:
FCL16 April1990.
U Peng, Report on the Work of the Government'. 7th National
People's Congress, Beijing Rariew, 76-22 April 7990.
Li jiaquan, deputy director of the Taiwan Institute, Chinese
Academy of the Social Sciences, 'More on One Country, Two
Governmen ts', B eijin g Raniew, 2{ July 1990, pp.73-77 .

Renmin Rdbao, Overseas Edition, Beijing, 6 June 199Q in Foreign
Broadcast Information Service GBIS) China, 7 |une 7990,p.63.
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Beiiing's present leadership cannot meet Lee Teng-hui's
preconditions on political democratisation and economic
liberalisation. They were unacceptable, said the People's Daily.
Premier Li Peng has said that 'only socialism can save China ... [and
withoutl leadership by the Communist party, we can expect no
stability in the country, no unity among the people and no
reiuvenation of the Chinese nation'.l5

Beiiing has subsequently stressed the commercial benefits for
Taiwan of a Chinese Economic Community. It has reiterated its
proposal for peaceful reunification with Taiwan on the basis of 'one
country, two systems'. That is, Taiwan's existing socio-economic
system, lifestyle and foreign economic relations would remain intact
for at least fifty years. Taiwan would govern itself without mainland
interference and would keep its own armed forces.16 In fact Taiwan
would have more freedom than Hong Kong, said Deng Xiaoping in
talks with Helmut Schmidt.lT Beijing Rnieu noted that DengXiaoping
had said in7979 that'we no longer use the phrase liberate Taiwan and
so long as Taiwan returns to the embrace of the motherland, we will
respect Taiwan's reality and its current s/stem'.l8 It added that Beiiing
would not obiect to Taiwan's economic, cultural and other non-
governmental relations with foreign countries; that Taiwan could ioin
various Nongovernmental Organisations (NGOs) and certain
Intergovemmental Organisations (IGOs) including the General
Agreement on Tariffs and Trade (GATT) - though only after the
mainland - using the designation China's Taiwan, or Chinese Taibei;
and that it could participate in international conferences and
multilateral exchanges, provided it changed its flag, anthem and
emblem.

However the mainland's peaceful reunification poliry
remains seriously impaired by the impact of Tiananmen. The events in
Beijing of |une 1989 have destroyed the mainland's credibility. There

15 Li Peng, Report on the Work of the Government', 7th National
People's Congress, Beijing Raiew, 1,6-22 April 7990.
Wen Qing, 'One CounFy, Two Systems', Beijing Rnieu, 13-19
August 1990.
China Post,23May 1990.
tbiit.

77
18



TaiwanlChinn: The Reunification lssue 177

is therefore unlikely to be any kind of reunification while the present
CCP leadership remains in power in Beijing.

Taipei wants one China, but it cannot accept a subordinate
position to the mainland. It has always distrusted Beiiing. Its fears
have been compounded by Tiananmen. The crackdown in China and
the sullen state of Chinese society has widened political differences
between the two sides of the Taiwan Straits. There is a wide economic
gap. Taiwan has prospered to the point where it stands to gain little or
no benefit from reunification. Reunification is a notional ideal
expressed as the ultimate goal of both Taipei and Beijing. But the
disparities in incomes and values between Taiwan and the mainland
have accelerated the centrifugal forces pushing Taiwan toward an
international status and identity that is separate from the mainland.

As the older generation of leaders on both sides of the straits
disappear, it is not therefore unreasonable to conclude that
reunification will simply never happen ... unless, that is, the political
reiuvenation and economic modernisation of the mainland is
successful; or altematively, there is a successful use of force against
Taiwan by the People's Liberation Atmy (PLA). The first option is
possible. The second - use of force - is unlikely for reasons such as the
strength of the Taiwanese armed forces and the possible intervention
of the Unitd States.

In any event, Taiwan is more reluctant than ever to submit to
the mainland because it believes the mainland CCP regime will not
survive, a view strengthened by the loss of esteem for the CCP since
|une 1989, as well as by developments in the USSR and Eastern
Europe. In the Taiwanese view, the days of the mainland regime were
numbered. The goal to recover the Chinese mainland was absolutely
not an idiot's gibberish but a dream come true', said former Premier
lee Huan.l9 Furthermore, claimed Shaw Yu-ming, all Chinese people
on the mainland, in Taiwan, Hong Kong, Macao, the United States,
Canada, Europe and the Asia-Pacific, had reached a consensus on
wanting to do away with the communism in China.20

China Nats Agmcy (CNA), Taipei, 10 February 199O in FBIS
China,13 February 199Q p.33.
Shaw Yu-ming, Taiwan's View of Tiananmef , Sino-Amtican
Relations,Vol.XV, No.4, Winter 1989, pp.3, 10.
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Yet there is also apparently a consensus that independence for
Taiwan might invite a forceful response from the mainland.2l
Television images from events in Tiananmen Square in June 1989
reinforced fear on Taiwan of the mainland's PLA (just as these sarrre
television images from Tiananmen Square in May 1989 heartened
those strategists in Taipei who forecast the demise of communism on
the nrainland). Not surprisingly, public opinion polls in Taiwan
indicate that a rnaiority of Taiwanese do not favour independence (a
view reinforced by the risk of prosecution for advocating
independence).22 Besides, as General Hau Pei-tsun said when he was
Defence Minister, the Taiwanese armed force would not defend
Taiwan in the cause of independence; they would only defend the
Republic of China, not the Republic of Taiwary suggesting thereby that
if the PLA invaded Taiwan to keep the island from becoming
independent of the mainland, the ROC armed forces would not fight.23

On the other hand a reunification deal between the KMT and
the CCP would doubtless provoke strong resistance in Taiwan,
creating the very social turmoil that might invite intervention by the
PLA.

And so there is a search for a formula that avoids
independence and reunification. It is an evolutionary process and
focuses on the idea of peaceful coexistence, clothed in ambiguity about
Taiwanis precise status. Part of the formula is deterrence through a
strong Taiwanese defence force and development of Taiwan's
importance to the US by economic ties, its role as a Marshall Plan
participant and cultivation of Western political values. This has meant
democratisation inside Taiwa& to contrast with the mainland, and the
maintenance of a sound socio-economic base to underpin the Taiwan
miracle.

Taiwan also still relies on the U$Taiwan Relations Act, that
savs:

Bih-iaw Lin, Taipei's Search for a New Foreign Policy',
Conference Paper, Claremont Institute, los Angeles, 7-8 April
1989.
fulian Baum, Nice Place to Visit', Far Eastqn Eanomic Rsoian,18
October 7990,p.32.
General Hau Pei-tsun was quoted in theFC/,25 December 1989.
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it is the policy of the United States to consider any
effort to determine the future of Taiwan by other than
peaceful meansi, including boycotts or embargoes, a
threat to the peace and security of the Western Pacific
area and of grave concern to the United States.

Another essential part of Taiwan's formula has involved
reassuring the mainland. That is, espousal of the one China policy.
Following rumours that he favoured independence for Taiwan 'in his
mind but presently did not have a free hand',24 President [.ee Teng-
hui established a senior level National Unification Council (NUC) to
show the goverrunent's determination in moving toward the goal of
national unification. The unification of China must come about as
quickly as possible, said Lee at the first meeting of the NUC on 7
October 1990: it was his unshirkable duty to safeguard the countr5/s
territorial integri ty.2s

Taiwan has also been circumspect on sensitive issues like the
democracy movement in China. Taiwan, for example, refused
permission for the shrp Goddas of Danocracy to take on a radio
transmitter at Keelung.25

More importantly, Taiwan has gradually given up its policy of
no contacts with the mainland. It has permitted people'to-people
contacts. Taiwanese politicians have met CCP leaders. Cultural
exchanges have proliferated. By December 1989, about one million
Taiwanese had visited the mainland after restrictions were lifted in
October 1987 (1988:450,000; 1989:55O000). Numbers are expected to
increase by 2G30 per cent this year to around 7rn,W.27 Taiwan now
constitutes one of the most important sources of tourism for the
mainland.

Such contacts are intended to eliminate hostility between the
two sides and reduce tension and mistrust. Taiwan is also using
tourists as agents of influence spreading word of Taiwan all over the
mainland.

fulian Baum, ,A Patriotic Stand', Far Eastern Economic Rmiau 18
October 7990,p.36.
Reported inFC/, 11 October 1990.
ChinaNals,l8 May 1990.
ChbuNaos,l2May 19%.
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Taiwan's best hope for the future is the emergence of a stable
liberalising regrrne in Beiiing. Taiwan's mainland strategy is intended
to use people-to-people as well as economic exchanges to promote
forces of social and political change on the mainland and eventually
reunite China under a free and democratic system.2E There rnay be
some wishful thinking in this, nonetheless Taipei seerns to take very
seriously indeed the idea of Taiwan as a beacon of irresistible moral
force casting light into the shadows of the mainland.

Although the mainland has won the diplomatic comPetition
Taiwan has arguably won the economic and political competition. It
has successfutty "r"d its economic and financial strength to get around
the problem of diplomatic isolation.29

Taiwan presently has diplomatic relations with 27 counhies,
mostly mini-states that are difficult to locate in an atlas. Saudi Arabia
switched its embassy to Beijing in fuly 1990. Liberia is likely to reopen
its embassy in Beiiing. Indonesia has normalised diplomatic relations
with China and Singapore is likely to follow suit.

South Korea is the only country of importance with an
embassy in Taipei and it would recognise Beijing if it could (although
Beiiing 

-has 
saidit will limit relations with seoul to economic, trade and

cultural ties and avoid formally recognising South Korea).

Nonetheless, Taiwan has established or broadened unofficial
ties with numerous countries, especially in the European Community
and ASEAlrl, as well as with various NGOs; it has opened trade,
aviation and other contacts with previously restricted areas, such as
Eastern Europ€, the USS& and Vietnam. It has gathered support for
membership or observer status in important organisations like the
Organisation for Economic Cooperation and Development (OECD),
CAff and Asia-Pacific Economic Cooperation (APEC). And despite

28 twd.29 Taiwan has the world's second highest foreign exchange reserves;
has the 19th largest Gross National Product (GNP) in the world at
$US125.3 billion; and is the 12th largest bading nation in the
world, with total two-way trade in 1989 of $US119.4 billion. By
way of comparison, China's GNP in 1987 was $US287 billion and
its foreign trade was slightly less than Taiwan's.
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all the posturing on no contacts with the mainland, it has dramatically
opend up ib mainland connection.

Of particular interest is the Foundation for Exchanges Across
the Taiwan Straits (FEATS), a non-official body set up by agreement
between both sides in Hong Kong in December 1989. FEATS rneets to
promote economic and trade exchanges, exhibitions and conferences.
it Aso meets to discuss ways of facilitating bilateral trade and to
establish procedures to deal with bilateral commercial issues such as
disputes settlement, arbitration, intellectual property rights and other
legal rnatters.3o At a l€cent meeting arranged by FEATS,600 deleg:tes
from 23 mainland provinces met 650 Taiwanese entrepreneurs. They
put forward proposals for 1400 investment proiec! *olq around
$USZO billion.3l The Taiwanese showed interest in about 200, mainly
in light industry, building materials, chemicals, elecbonics, medicine
and health care.32

Trade with the Mainland

Trade with the mainland has grown rapidly from a low base.
It is no longer a matter of uading with the enemy. The mainland is
now Taiwan's fifth largest export market after the United States
($US36 billion), Iapm ($US25 billion), Hong Kong ($US9.2 billion) and
West Germany (or third, if you grouP Hong Kong and the mainland
together). Two-way trade was up from $US15 billion in 1987 to
$USZ.Z billion in 1988 with about $US3.8 billion in 1989, slowing this
year to about $US4 billion. (South Korea's two-way lrade with
mainland China in 1989 was about $US3 billion). With its usual
efficiency, Taiwan's China External Trade Development Council
(CETRA) has opened a databank for commercial information on
mainland factories, resources and trade regulations.S

31
32

30 Knhua, Beiiing, 4 fuly 1990, 'Business Proposals Approved' in
FBIS China, 5 fuly 1990, pp.678.
ChiruDaily,4luly 1990.
Beijing Domatic Smtice,4 July 1990, in FBIS China, 6 luly 7990,
p.68.
CNA Taipei,4luly 199O in FBIS China, 10 fuly 1990, P.53.
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Taiwan's exports to the mainland have maintained an average
annual growth rate of 58.1 per cent over the last decade, while
mainland exports to Taiwan have grown at a rate of 26.9 per c€nt. The
visible trade balance therefore has been strongly in Taiwan's favour. It
constituted 16 per cent of Taiwan's total trade sulplus of $US10.93
billion in 19883{ and a similar percentage in 1989.35 However taking
into account seryice transactions, tourism (maybe about $US2 billion in
1989) and rernittanc€s (about $USl billion in 1988; $US2 billion in 1989)
the balance is in favour of the mainland (by perhaps $USl billion or
more in 1989).5

But despite the generally rapid growth it still only amounts to
about 3.65 per cent of Taiwan's total trade ($US118 billion in 1989;
about the same as China's) so there is little risk of Taiwan becoming a
hostage to the mainland.3T

Goods sold to the mainland include a wide range of consumer
durables (electronic goods), artificial fibre materials, semi-
manufactured gods, chemical products, tight industrial machinery,
plastics, construction materials and electrical equipment. Taiwan
imports mainland foodstuffs, medicines, minerals, agricultural
products and raw materials for its textile factories.

Most trade goes through Hong Kong, with some routed
through Iapart Singapore and Guam. A small percentage of
China/Taiwan trade is conducted directly between Fujian and Taiwan
on ships usually less than 1500 tons. Most of the harbours on the
Fujian coast are open to Taiwanese vessels.3{l

Taipei is under increasing pressure to lift restrictions on direct
trade. A poll in Taiwan in March 1989 suggested that over 80 per cent
of businesses in Taiwan wanted to expand their mainland trade and
investrnent.

Ricky Tung, Mainland China in Taiwan's Economic Future',
lssues anil Stuilia,Yol.26, No.5, May 1990,pp.37,47.
CNA Taipei,3 February 1990 in FBIS China,6 February 1990,p.4t.
Ibid.,p.43.
lbid.,p.45.
Sueo Koiima, 'Economic Relations between China and Taiwan
Enter a New Phase', |apan External Trade Organisation (JETRO),
I ET RO Chinn N ewslet tu, N o.7 6, October 7988, pp.2, 7 .
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China represents a huge potential market for the kind of goods
which Taiwan can easily produce. It is also a natural hinterland for the
supply of cheap resources like coal, cement, cotton, uranium, steel, and
agricultural and industrial raw materials. Mainland coal, for example,
is on Taiwan's doorstep; it is of a high quality and shipping costs are a
fraction of the cost of shipping coal from Australia or North America.
Taiwanese Eqonomics Minister Vincent Siew said, therefore, that
Taiwanis electricity company Taipower could significantly lower its
costs by tapping mainland suppliers.39

Investment on the Mainland

Like trade with the mainland, under existing guidelines
Taiwanese investment in the mainland is formally banned. However,
it is growing via third countries or by Taiwanese firms using overseas
subsidiaries.

Taiwan has about 750,000 business establishmenb, 98.5 per
cent of which €re small and medium-sized labour-intensive
entelprises.CI Normally quick to adapt to the changing environment,
they are being squeezed in Taiwan by labour shortages, sky-rocketing
real estate prices, the cost of pollution controls, an appreciating New
Taiwan dollar and competition from other countries. To survive,
nurny have gone offshore to the mainland. Investrnent on the
mainland in fact saved many labour-intensive Taiwanese firms from
bankruptcy. Wage rates on the mainland are a fraction (1C20 per cent)
of the rates payable on Taiwan. More than half of Taiwan's shoe
factories, one-third of its plastics industry and a quarter of its toy and
leather goods factories have gone to China. Most (about 70 per cent)
have gone to Fuian and Guangdong. Many utilise networks of
relatives or friends.

Taiwanese investments in the mainland are generally srnall,
usually around $US 1 million. The most corunon areas are clothing,
shoes, bags, toys, and light textiles for the European and North
American markets. The Taiwanese are given preferential treatment in

3e FCI,9 fuly 1990.40 Hsueh Li-min, ' Restructuring the SMEs', Free China Reoieu) (FCR),
May 799O,p.62.
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the form of tax holidays; exemptions from customs duties; the right to
automatically sell locally up to 30 per cent of what they produce; and
lower land leasehold rates for longer periods than other foreign
investors.

There about 1100 Taiwanese investment projects on the
mainland involving funds totalling about $USl billion. This is not a
large amount in the context of Taiwan's total overseas investsnents
(about $US10 billion in 1988). Other figures, however, suggest it is
much nrore significant and that the cumulative amount of Taiwanese
investment on the mainland is closer to $US4-5 billion ar with
between 200 and 13,000 Taiwanese firms involved.42 For example, in
1989, Xiamen Special Economic Zone approved 131 Taiwanese'funded
prolects with a total investment of $U980 million according to
mainland sources.'B

The cpncentration of Taiwanese, and overseas Chinese,
investnent in southern China has contribuH to a process of
Taiwanisation, or Hong Kongisatiory such that the region is almost
beyond the crcntrol of Beijing. Indeed, the impact of Tiananmen was
hardly noticed in Guangzhou and Fuiian. Both provinces have
different political and economic interests to the north. They are more
interested in normal economic relations with Taiwan and Hong Kong
and in getting on with the business of buying and selling than in
becoming sidetracked on defining the difference htween 'one country
and two systems'or bne country and two governments'.

Taiwanese investors who first set up on the mainland used old
machinery brought from Taiwan. On Taiwan, meanwhile, the
transition to a higher technology industrial base has continued. The
notion of Taiwanese sunset industries being established on the
mainland while new technology industries spring up in Taiwan is,

Byron Weng, Taiwan's Mainland Policy Before and After |une 4'
in George Hicks (ed.), The Broken Minor (Longman UK, london
1990),pp.87,269.
SouthChitu MorningPost $CMP),9 February 1990. These figures
are also mentioned by Taiwan's Ministry of Economic Affairs:
FCLl2February 1990.
Xinhua, Shenzhery 8 February 1990, in FBIS Chin+ 21 February
1990, p.48.
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however, only partly true. The technical level of many Taiwanese
investnents in the mainland has been rising rapidly, according to a
survey by the Ministry of Economic Affairs.aa Most of the Taiwanese
investnent projects approved by the mainland authorities now feature
new production equipment. Many investments have developed
beyond being labour-intensive or simple assembly operations. Some
ari capital-intensive, and involve, for example, the production of small
trucks, car components, comPuters and precision machine tools.4s

A huge petrochemical complex in Xiamen might have been
added to the list had not the Formosa Plastics Group decided to think
about staying in Taiwan.

Perhaps Formosa Plastics was Persuaded to stay by the
governnent in Taipei, which is reluctant to lose control of the quantity
ind quality of investment projects it will allow to move across the
straits. Taipei is concerned at giving too much economic assistance to
the mainland economy in areas that might be competitive with Taiwan
or which involve technology that Taiwan would prefer to keep at
home. It also fears that Beijing may use Taiwanese business interests
in the mainland as a lever to subvert Taiwan's mainland policies.a5

While China is a new frontier for Taiwanese investrnent, this
must still cross hurdles imposed by the Taipei govemment and
compete with alternative locations in Southeast Asia. Taiwanese
investors are attracted to the mainland because of blood ties, common
culture and dialect, concessional bank loans, cheap labour, cheap land
and geographic proximity. The environment protection controls are
also ipparently less stringent on the mainland. One of the important
factors driving the Formosa Plastics Group to consider setting up its
$USTbillion petrochemical plant in Fuiian has been the environmental
lobby, which has blocked construction in Taiwan for nearly three
years.

China, however, is not the only possibility for Taiwanese
business. There are relatively large Overseas Chinese communities
elsewhere in the region. And the mainland suffers from poor

FCR, June 7990,p.67.
tbid.
FCI,22 March 1990.
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infrastructure, poor quality control, corruption, an uncertain politicat
climate and unreliable raw material and elecbicity supplies.

Nonetheless, the Taiwanese are very keen. Thousands are
going to China to attend trade fairs, investrnent seminars and to
conduct rnarket surveys in nearly every province and autonomous
region.

If Taipei eventually permits direct trade and invesbnent, there
are interesting prospects that could give southern China a leading
world position in the production of, for example, chemical fibres.
There has been a suggestion of a Chinese economic circle involving
Taiwary Hong Kong, Macao, and the four Chinese provinces of
Hainary Guangdong, Fujian and Guangxi. Each part would
complement the others with Taiwan, Hong Kong and Macao
providing capital, technology, management skills and international
trade experience while the Chinese parts contribute a well-established
industrial base, natural resources and manpower.o This could
become the locnmotive pulling southeast China towards the kind of
modernisation that the CCP dreams about.

Internal Political Dimension

The internal political situation in Taiwan matches Taiwan's
mainland policy. Taiwan recognises the legitimacy of the Beijing
goverrunent. It does not claim to represent all of China. Domestically,
Taiwan has started to dismantle the political system formallybased on
a mainland-one China dream. Its present course of democratisation is,
it seems, leading to a government that represents a local Taiwanese
constihrenry.

Taiwan's central parliamentaqy bodies - the Legislative Yuary
Conhol Yuan and National Assembly - are to be exposed to general
elections in 799Z,according to a recent ruling by a maiority of judges in
the fudicial Yuan (13:15). Meanwhile, the end of the Temporary
Provisions in May 1991 caps a process that began with the lifting of
martial law in 1982 the legalisation of opposition political parties, the
easing of restrictions on the press and a multi-party election in

47 SCMP,l7 April 1989.
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December 1989. This has helped ease political conflict in Taiwan over
independenc€ versus reunification.

The end to the Temporary Provisions that have been attached
to Taiwan's Constitution since 1947 - an end, in other words, to the
civil war between the KMT and CCP and hence a further sign of
Taiwanls separation from the mainland - will add to anxie$r felt in
Beiiing that there is one China and that one Taiwan is fast becoming a
reality.



CHAPTER 10

AUSTRATIAN POLICY TOWARDS TAIWAN*

PennyWensley

I have been invited to address Australian government policy
towards Taiwan, and govemment aPProaches to the management of
relations with Taiwan. First, a formal statement defining the basis of
Australia's policy and a description of the procedures and mechanisms
set in place to implement it. I shall identify some of the main issues
that are preoccupying us in our 'bilateral dealings with Taiwan', and
then make some general observations about managing Australia-
Taiwan relations and the factors that need to be taken into account by
the government in determining its policy approaches, and also by
those who might betray, at times, a certain impatience with
goverrunent policy.

The Australian governmen(s poliry on Taiwan is guided by
the foint Communique on the establishment of diplomatic relations
between Australia and the People's Republic of China (PRC) that was
issued on 21 December 1972. Under the terms of the Communique,
Australia recognised the government of the PRC as the sole legal
goverrunent of China. It acknowledged the position of the PRC that
Taiwan is a province of China. This means, quite simply, that
Australia does not accept that the authorities on Taiwan have the
status of a national government. Its practical effect is that the
Australian goverrunent can have no official dealings with the
'Republic of China'. I should say, too, that the bne China' policy has
been adhered to by all Australian governments since 7972. Ithas to be
stated very clearly, however, that the governmen(s 'one China'policy
does not preclude contacts with Taiwan of a commercial or an
unofficial nature. Within the framework of the 'one China' policy, the
Australian goverrunent has encouraged the Australian business

* Since this chapter was prepared, Australia has moved to strengthen its unofficial ties
with Taiwan, induding direct air links and the establishment of a Taiwanese trade office
in Canberra under the name of the Taipci Economic and Cultural Office.
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community to develop its links with Taiwan and actively Pursue
commercial opportunities. It is important to note also that the PRC
itself has stated that while it is opposed to official or semi-official
contacts with Taiwan which could be seen as imparting or conferring
recognition of the Taiwan authorities as a national gove,rnment, it has
no obpcUon to trade, commercial, economic or other unofficial
contacts. Against that background, the Deparfinent of Foreign Affairs
and Trade has issued a set of guidelines for contacts between
Australian official representatives and Taiwan, and for visits to
Australia by representatives of the Taiwan authorities.

The question of Australian representation in Taiwan is one
that interets I lot of pmple. Following diplomatic recognition of the
PRC in 7972, diplomatic links with Taiwan were severed. Australia
withdrew ib Embassy from Taipei and Taiwan in turn withdrew its
diplomatic and consular missions from Ausbalia. Under the bne
China'policy it would not be possible for Australia to recstablish an
official diplomatic or consular presence in Taiwan or aice oers. As the
PRC's decision to sever or suspend diplomatic links with Grenada,
Liberia, Lesotho, Guinea-Bissau and Belize demonstrates, Beijing does
not tolerate dual recognition or what it calls a 'two China' or 'one
China one Taiwan' Policy. But the lack of a formal diplomatic
relationship with Taiwan and the absence of diplomatic and consular
missions, ilttrougtr sometimes inconvenient, has not left Australia's
commercial interest unrePresented (nor for that matter Taiwan's
commercial interests in Australia).

In 1981 the Australian Commerce and Industry Office (ACIO)
was established in Taiwan. AcIo operates under the auspices of the
Australian Chamber of Commerce so it is, therefore, a commercial and
unofficial organisation. It acts as an unofficial trade representative
office, but it also performs a range of other functions, including tourist
promotion and visa facilitation. Early last year the number of
Australia-based officers in ACIO was increased. Both the senior
Australia-based officers in ACIo have a professional background in
trade promotion and marketing. ACIO also has a number of Taiwan
locally engaged staff. I should emphasise that the whole question of
the ievel- and nature of Aushalia's unofficial and commercial
representation in Taiwan at ACIO is kept under constant review. [n
October 1988, the Taiwan Market Service (TMS) was formed as a
branch of the Australian Chamber of Commerce to provide an
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Australian counterpart for ACIO in Taiwan. TMS is based in Canberra
and acts as an active and functioning link between the business
community and the federal and state government departrnents and
ACIO.

Trade representation for Taiwan is conducted in Australia
through the Melbourne and Sydney branches of the Far East Trading
Company. They are incorporated under the Companies Act but they
function in a fashion similar to ACIO in Taipei. A second company,
Far East Trade Services, is based in Sydney, and it also performs trade
promotion work for Taiwan in Aushalia.

Over the past two years there has been a growing interest by
state governments in pursuing commercial opportunities in Taiwan.
Business migration has been one very obvious area of interest, while
another has been the possibility of large-scale Taiwanese investrnent,
especially in resource proiects. A number of state goverrllnents and
Chambers of Comnrerce have sponsord trade missions and other
visits to Taiwan in recent years. ACIO performs trade and investment
promotion on behalf of at least one state goverrunent, and the
Queensland goverrunent has announced the establishment of a non-
goverrunent trade and investment office in Taipei, setting a pattern
that we will probably see duplicated for other states.

Another area of activity at the moment involves the marketing
of Australian education services in Taiwan. Clearly there is a huge
market to be tapped because of the emerging and affluent Taiwanese
middle class and because of the quality of education services that
Australia has to offer. In March 1990, an Australian education centre
was established in Taipei and it is hoped that the significant increase
we have already seen in the number of students from Taiwan coming
to Australia will further expand.

There has been growing interest in both Australia and Taiwan
in the establishment of a direct air links between the two destinations.
A direct air link and the subsequent increase in the flow of Taiwanese
tourisb to Australia from what has hitherto been a fairly low base
would clearly have rnajor economic benefits for Australia. Our bne
China' policy precludes a govemment-to'government air services
agreement, which is the usual means by which air links would be
established between two states.
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Nor could QANTAS or Taiwan's flag carrier, China Airlines
(CAL), operate the service. Any agreement to establish a service
would have to be commercial in nature. Australia-Asia Airlines was
set up as a subsidiary to negotiate with Taiwanese civil aviation
interests to establish a direct air link under strictly comnrercial
guidelines. Whilst these are commercial negotiations outside
goverrunent-to-government, nevertheless the government is being
kept informed of progress and that will continue until such time as a
mutually acceptable commercial agreement is reached.

The Aushalian commercial and public sectors are also very
keen to encourage increased Taiwanese investrnent here. l.evels have
been veqy modest to date when one considers those large foreign
exchange reserves in Taipei.

According to the Aushalian Bureau of Statistics, the level of
Australia's inveshnent in Taiwan was valued at $A52 million in fune
1988 while Taiwan investment in Australia was only $A8 million,
although tNs is probably a conservative figure. Nevertheless there are
good prospects for attracting sizeable Taiwan investrnents to Australia.
The Taiwan authorities have liberalised foreign exchange controls and
recent years have seen significant flows of excess domestic savings into
overs€as investnent.

Taiwan companies have expressed interest in investing in
Australia's minerals and resources industries, including coal, salt,
aluminium and steel production. Interest is still preliminary, but
feasibility studies have begun in at least one case.

Investment from Taiwan, as from all other sources, is equally
welcome, subiect to the foreign investment guidelines administered by
the Foreign Investment Review Board. Australia provides a desirable
investnent environment for Taiwan investors, who would be treated
on the same basis as other foreign investors.

There was some debate about the security of Taiwanese
investrnent in Australia, and concern expressed by some potential
Taiwan investors, particularly state.owned corporations, about the
uncertainty of guarantees for the security of their assets in Australia.
In late 1989 the government examined the legal position of companies
registered as entities not recognised by the Australian government, the
most prominent of which was Taiwan. It conduded that there was
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some uncertainty about the status before Ausbalian courts of
companies registered in unrecognised entities, and as a result
legislation was passed in December 1'989 to clarify that uncertainty. I
should emphasise that the passage of that legislation does not change
the position of successive Australian govemments that the Pmple's
Republic of China is the sole legal government of China and that
Taiwan is a province of China. But it was the government's hope that
legislation would dispel the fears on the part of the investors from
unrecognised entities, such as Turkish-occupied Cyprus and Taiwary
about the security of their investment in Australia.

Visa facilitation has been another area of activity subiect to
some criticism. Since 1982 ACIO has offered a visa facilitation service
in Taipei and there are continuing efforts to upgrade and improve that
service.

Migration is another growth area in the relationship. Taiwan
is now Australia's second largest source of business migrants. The
Australian goverrunent suPPorts the ACIO's migration activities
through the Aushalian Consulate-General in Hong Kong. The private
sector has been very active, with Australian banks and consultants
tapping the Taiwan market.

That is a quick run through the sort of things that are on the
bilateral agenda and the mechanisms and arrangements that havebeen
set in place to service that relationship. These arrangements are
demonstrably commercial and unofficial, but they have nonetheless
enabled the vigorous pursuit, development and strengthening of our
commercial ties with Taiwan.

I-et me make some general comments about approaches to
managing relations with Taiwan. Firstly, it is imPortant to note that
policy is not static. I have talked about a 'one China' policy being the
framework for our approach towards Taiwan. But within that
framework, poliry is constantly evolving. We have to take account of
changes in Taiwan, in the PRC, in PRC/Taiwan relations, and in their
dealings with the rest of the international community. At the moment
the situation is particularly fluid. It is obvious that Taiwan, like the
PRC, is undergoing enormous change. They are both societies in
transition - societies under pressure - and this makes it all the more
important that policy makers should be devising a policy framework
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that is flexible, to enable them to respond to change - perhaps to very
rapid change, as we saw in the case of China last year.

Thus while I would emphasise that there is a very firm and
clear basis for our policy towards Taiwan, namely the 'one China'
policy, t would also emphasise that within that framework, the
goveinment recognises the need to avoid rigidity and to be able to
move, to reinterpret, and to adapt its approaches. That may not
always be apparent to the community, because we are dealing with
very pronounced sensitivities and imperatives. Sometimes the
flexibiiity that we are seeking can only be achieved through discreet
arrangements. It is a situation where publicity or public comment can
be inappropriate, even counter-productive, and where the effective
pursuit and advancement of Australia's interests may require, if not
ibsolute confidentiality, then certainly a recognition of the value and
the importance of discretion. The need for flexibility and discretion
underlines the compleity of Taiwan policy and poliry-making, and
also the fact that we are not dealing with one self<ontained
relationship or entity but, in effect, with three substantial bilateral
relationships all of major importance to Australia. That is, Australia's
relations with the PRC, with Taiwan, and with Hong Kong. They
cannot be dealt with in isolation: decisions that are made about the
one impact almost invariably on the other. Increasingly (not least
because of the economic integration referred to earlier by Professors
Ross Gamaut and Peter Drysdale) they are all elements in what one
might call a Greater China'equation.

I think it is important to emphasise that we are not dealing
with a zero sum game, although some colrunentators and critics seem
to suggest that there are simple choices. In fact no such choices are
availible or possible. we want and we need to do business with all
three, to protect and enhance our interests in all three. Our obiective is
to maximise opportunities and to avoid moves and initiatives which
might unduly, or unnecessarily, ieopardise or place at risk other
interests. That does not mean excessive caution (or in the case of
Taiwary excessive concern about an adverse PRC reaction). What it
does mean is that when the government is considering a particular
course of action, or its response to a particular ProPosal, it has to weigh
up very carefully all the factors involved, assess the costs and the
benefits, and balance competing, and often at times conllicting,
demands. It also has to take into account the current climate, the
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atnospherics of the relationship. I would add that this is especially
evident at present given the current downgraded state of Australia's
bilateral relations with China.

Another general point I would make about Australia's Taiwan
poliry is that it is an area that requires close cooperation between the
public and the private sectors. The business corrununity is not
constrained, as the goverrunent is, by the lack of formal relations, so its
impoftance and its role is enhanced, as is that of so<alled 'second
track' diplornacy. To fulfil our obligations to the PRC, the
goverrrment's role on Taiwan policy has to be conducted one step
back. In the public arena it is the non-government organisations - the
Australian Chamber of Commerce, the ACIO, the TMS, the Taiwan
Trade Association - which keep the relationship moving forward. It
will be clear, however, that it is all the more important that these
organisations should work closely with government.

There are briefing and consultative arrangements in place. In
my view, however, there is room for improvement in developing
greater awareness of the benefits of cooperation, of information-
sharing and, I believe, discussion and debate about policy options on
Taiwan. Generally, the Australian community is not well informed
about Taiwan. We need more workshops and exchanges, and to
expand the people'to-people links, to lift the level of awareness. Quite
frankly, uninformed comment can cause, and has caused, setbacks to
painstakingly delicate negotiations to achieve and set in place
arrangements to develop and enhance the commercial relationship.

A further general point to make is that Aushalia's situation is
not unique. We are only one of many counhies seeking to develop
commercial relations with Taiwan: we are competing for a piece of the
action and the competition is stiff. That competition has created
another factor affecting dealings with Taiwan. It has become very
evident to policy makers, in Australia and elsewhere, that Taiwan is
conscious of this, that it has gained in confidence and that it is driving
harder bargains than previously, seeking in a number of critical areas
to exact a higher price and frequently a political price. It is less willing
to compromise. Again I suggest this is a reality which is less visible to
the wider community but it is one which goverrunents must deal with.

I realise that these general observations may be very obvious
or self-evident to some, but the fact is that they are less obvious or are
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not well understood by the wider community. They are certainly not
rcflected in nedia comment, which often simply represents uncritical
regurgitation of political views which have come straight from either
Taipei or Beiing. They are, however, the realities with which those
who formulate policy must deal. They are factors which affect our
room to rEnoeuwe.

I.et me say quite frankly, as someone who has been very
closely involved with the management of Aushalia's relations with
Taiwan and with the development of Australia's poliry on Taiwan for
the last five years, that the goverrunent is aware that Taiwan policy
excites a great deal of interest, and increasing interest, in Australia,
and that within the community there is some impatience and
frustration over Taiwan policy. There is a sense in some quarters that
the government is somehow placing undue obstacles in the way of
developing commercial relations with Taiwan, that it is not sufficiently
flexible, and that it is unnecessarily negative. Some people clafe at the
restrictions that they see in the bne CNna' policy, at the official
guidelines on contacts with Taiwan, and they urge the need for greater
realism, pragmatism and flexibility in the govemment's approach.
That chafing and frustration is understandable and is understood by
the government. Indeed, to a certain extent it is shared. It is very
frustrating to find that even as Taiwan and the PRC are doing more
business with each other, their sensitivities about third countries
having dealings with one or the other of them have increased. It is
frustrating that - as we are looking for creative solutions, for
compromise formulae, and for imaginative ways around problems -
we come up hard against inflexible, uncompromising rhetoric and the
firm reality of PRC-Taiwanese competition for influence.

In the pursuit of our essentially commercial interests, we must
deal with the reality that both Taiwan and the PRC do have clear
political agendas, and that while we would prefer to avoid being
drawn into Taiwan-PRC rivalries and political competition, the simple
fact is that we cannot. That is not to say there is not room for
rurnoeuwe. The bne China' policy is not a straight-iacket, it is simply
the starting point, the framework within which we must pursue our
interests with the PRC and with Taiwan and with Hong Kong.

I was struck recently by remarks made by a visiting Hong
Kong politician and businessman, Paul Cheng. He said, with
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vehernent convictiory that there was a need at this time for 'subtlety,
absolute subtlet;/, in managing relations with China, and between
Hong Kong and China. I believe that that advice holds good for
Australian pollcy makers seeking to advance and protect Australian
interests in the PRC, Taiwan and Hong Kong. As Cheng said, and
again I quote, 'there is no point in charging in the front door; we can
use back doors and we can use side doors'.

I think of Taiwan poliry in terms of the three 'S's: subtlety,
sensitivity and common sense. They need to be our guiding principles
as we try to steer our way through the complexities of China policy in
this period of rapid change.

Australia is mindful of and will fulfil the obligations of its 'one
China'policy. But its also firmly committed to advancing Australia's
interests in Taiwary to giving active support to the development of an
even nrore vigorous commercial relationship with Taiwan, and to the
expansion of our unofficial relationship. I believe that in recent years
the government has shown clearly, and in a very practical wan its
support for the development of relations with Taiwan. Sensible
mechanisms have been put in place to facilitate such developrnent
both in Taipei and in Australia. Innovative solutions have been found
to difficult problems, such as the passage of legislation to protect
investsnent, and there is a clear will to continue this process through
quiet and creative diplomacy. Such an approach takes patience and a
lot of care. The trick, moreover, is not to be right but to get it right. In
partnership with business, with the help of the academic community
in raising awareness and understanding of the realities which
Australia must face in dealing with China, Taiwan and Hong Kong,I
believe the Australian government is gefting it right and can continue
to do so.



CHAPTER 11

TAIWAN IN THE 1990s: SUMMARY

Dennis Argall

The Northeast Asia Program at the Australian National
university is to be congratulated for convening the first-workshop on
this subject in Australian academic history. In Australia long droughts
tend to Le followed by long droughts. Iet us hope this is not the case
with the study of Taiwan.

we should be conscious that apart from Taiwanis intrinsic
importance, arising out of its recent development and its growing
importance in theiegiory the interest in Taiwan in so19 quarters in
Australia comes about as a result of a backlash towards China after the
events of June 1989. This is an inadequate and sonE ways undesirable
basis for interest in Taiwary because there is an Australian interest in
relations both with the govemment in Beiiing and with Taiwan.

What has been happening in Taiwan is a remarkable story'
Taiwan is today one of only three substantial "apid exporting
countries: fapan, Taiwan and the Federal Republic of Germany' We
have to be able to atbact some of that capital from Taiwan.

Derek Healey noted that small business in Taiwan is go-ing
overseas in the present phase of Taiwan's economic evolution. one
has to be realiitic and assess that Australia does not have the
comparative advantage of developing countries in southeast Asia and
elsewhere to attract those small, relatively labour-hungry Taiwan
enterprises. It was also noted by Derek Healey that 91 per cent of
Taiwin's energy needs are imported. That, of course, rePresents a
significant inte-iest in terms of our provision of energy requirements
foi Taiwan; it also represents, as noted, a significant oPPorhnity in
terms of our capacity io deliver items which are industrially processed
using substantial energy in Australia.
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Managing the Bilateral Relationship

The views put forward by Penny Wensley on behdf of the
Departnent of Foreign Affairs reflect her experience of over five years
in dealing with the Taiwan relationship. My own experience* covers a
perid of fifteen years before that. That is to say, I can confess to
having advised all Australian Foreign Ministers except the present
Foreign Minister since 1970 in relation to Taiwan. It needs to be rnade
clear that, in all of that period, the business of managing relations with
Taiwan and advising on Taiwan policy took more time, and was found
by those dealing with it to be more complex and at times frustrating,
than the rurrurgement of relations with other parts of Northeast Asia.
Taiwan, in my time and probably still, took more time than China,
more time than Korea, and more time than ]apan, except in times of
crisis.

Taiwan policy arises from a very basic proposition about
recognising only one claimant to the title of Government of China, but
policy nurnagement is made difficult in various ways. Yet it is also
part of the officials' problem that, given that managing the Taiwan
relationship has to be done discreetly, this concentration of effort over
a couple of decades is not known. It is also, of course, essentially
unrecognised in this context of the first academic dirussion of
Taiwan. Let it be very clear, however, in the context of some
discussion of 'why hasn't anything been done about Taiwan?' that a lot
has been. Whether the decisions have been right is a difficult questiory
given the fact that in an area like this, the less you talk about what is
able to be done in contacts with Taiwan, the more can be done. The
more you give it public focus, the more vulnerable it may become.

In the 1970s policy was made particularly difficult by Beijing.
Circumstanc€s on the mainland of China were less attractive in the
1970s than in 1990. Chinese officials had little if any discretions, and
later were to remark on their fears, especially in 7976, that China could
plungeback into the Cultural Revolution.

As Assistant Secretary East Asia Brandr, Department of Foreign Affairs and
Trade and Australian Ambassador, Beijing.
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Beiiing's policy softened somewhat in October 1980 and the
rurnagement of dealings with Taiwan after that became a little easier.
Over the decade of the 1980s, one might also mention the progressive
moderation of China's policy towards Taiwan's participation in
international conferences and in sporting meetings as having similarly
been a pressure on Taipei. Beijing was thus significantly, in crickete/s
parlance,'on the front foo( in the early 1980s, while Taiwan was bn
the back foot'. This position has been reversed somewhat in the late
1980s. The reality is that, during the 1980s, the Kuomintang (KMD
was winning, inasmuch as the People's Republic of China was moving,
in social, economic and political circumstances, closer to the
circumstances prevailing on Taiwan. In my judgement, this was not
least among the apprehensions of the Beijing goverrunent at the end of
the decade. They had in effect won the revolution, but they were
losing the war to the KMT.

The next complicating factor is that the management of policy
within the Australia government has been at all times made difficult
by the tendency of different officials in various government
departnents to interpret the official line in various ways.

Some - indeed, in my experience, most - of them tend to
interpret policy more rigidly ttri" is done by those immediately
responsible for policy. Some have difficulties in understanding the
basic propositions on which policy is based. A variety of people get
into the act, developing views on whether Beijing will or will not
accept this or that course of action.

It is appropriate to take note of the question about whether
Beijing's wrath is always genuine. It seems to be essential in dealing
with China (or with Taiwan, or with any other mature and interest-
defending country) that we expect that country to defend its interests
vigorously. It is important not to base policy on the avoidance of
tough exchanges from time to time. In the long term we need to be
understood to be pursuing policies and presenting a perspective which
is based on clear and consistent approaches to issues. This is basically
what we face on the part of most of our neighbours. This would win
us more repect and more credit and give us more room to operate
than would be the case if we simply sought to avoid offence. Having
said that, however, it has to be recognised that there is all the
difference in the world between acquiring every ounce of advantage
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out of a position of principle discreetly and waving such advantage
about publicly.

Throughout the period since transfer of recognition from
Taipei to Beijing there has been a very serious problem in managing
the Taiwan connectiory arising from the inability of a variety of people
in Taipei and in Australia to avoid making political capital out of
issues which might otherwise be dealt with in a purely commercial
rnnner. That is to say, the achievement of non-political and non-
governmental relationships has been frustrated by the tendency of a
variety of people to pursue what are patently not commercial
objectives and what have to be seen as political point-scoring.

Or is it a problem of people feeling hostage to hospitality or
the prospect of a commercial deal in Taiwan?

The record is of outstanding perforrrnnce by Taipei in purcly
commercial transactions. Yet they also have an outstanding record of
saying to businessmery 'this prize can be yours if only you can get
your goverrunent's poliry moved this little bit'. The problem is not in
the transmission of such concerns to Australian govemments but in
the way such matters become public political debating points, to the
general frustration of national commercial obiectives.

Ross Gamaut, in his paper, observed that (in past trading
circumstances) our position in the Taiwan market has been better than
others and befter than our competitors. This raises the basic question
as to whether, in fact, what is needed in relation to Taiwan is more
goverrunent action or whether it should be a matter of less interference
by government and less interference in the overall process by those
who would make political capital rather than commercial dollars.

At work in this area of frustration is also the more general
problem (for our foreign relations overall) of conflicting purpose on
the part of various people in governmental, political and commercial
sectors of Aushalia. The divisive and ritually disputatious character of
parliamentary politics is a fairly accurate mirror of a society that
prefers posturing to consensual progress. This leads to what must be
regarded as a major issue in relation to the Garnaut Report. The
Garnaut Report is based on a need for us to be competitive with
countries in Northeast Asia. Despite the extent to which democratic
institutions exist or are being improved in some areas in Northeast
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Asia, there are so[re basic differences between those countries and
ourselves, in particular in the extent to which those scuntries are able
to present, in their international dealings, a consistent performance in
pursuit of national political and commercial interests. We do not seem
to have equal capacity. To a degree, this places us at a disadvantage.
To the extent that it reflects more liberal and vigorous society then let
us keep that as an asset; but at the same time we ought to be able to
combine to pursue consistent international interests.

Developments in Taiwan: Some Comparative Comment

In discussing the historical background to developments in
Taiwary Raymond Chang, Bruce facobs, C.L. Chiou and Brian Martin
presented us with some very interesting information about the
evolution of political and economic systems and about the evolution of
the military in Taiwary which aPPears to offer striking comparison
with the pattern of developments on the mainland.

In the first session, Raymond Chang and Bruce jacobs, in
describing the situation in Taiwan as social and technocratic reform,
noted the selection of replacement generations in the leadership on the
basis of local or regional performance and technical skills. This sounds
remarkably like some of the developments in the mainland. Are we
talking about the selection, for example, of the equivalents of the
Governor of Sichuan Province or the Mayors of Shanghai or Tianjin for
positions at the centre?

They also described problems of economic and political
adiusbnent and of liberalisation which were very much comparable to
situations on the mainland as they developed through the 1980s. One
has to remark in making such a comparison that Taiwan's experience,
so far, compares very favourably with that of the mainland. Perhaps
there are two distinguishing marks: the value of having a second go at
doing something (which is unlikely to be repeated on such a scale
anywhere in an increasingly crowded world) and second, the ease of
working out policies in a smaller place.

I am reminded of Ross Garnau(s lecture of 1988, 'China, the
next East Asian Giant', in which he spoke of the considerably greater
ease with which Taiwan and the other small 'tigers' could slipstream
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their economic development behind that of |apan, and the contrast
with the problems for the world economy, as well as for China, of the
huge scale of China's development.

Derek Healey, in his illuminating discussion of economic
developmenb in Taiwan, spoke of the prospective glowth of
consumption in the 1990s. I am reminded that, in 1985, the World
Bank report on long-term development on the mainland contrasted, in
discussing Beijing's policychoices, the models of Taiwan and Japan in
particular as regards protein consumption. That is, it saw Beijing as
having to choose between a future like that of fapary where the
consumption of meat was reshained by price, or the model of Taiwary
where the market operated more freely. Looking at the long term and
dramatic per capita income figures which Derek Healey and others
offer for Taiwan at the year 2000, one must ask the question as to what
impact such likely patterns of income and consumption in Taiwan may
have on Iapan, if lapan itself does not move dramatically to vary its
policies by the end of the century.

The major lesson of Derek Healey's very constructive paper
was, however, that of Taiwan's emergence from a state-conholled
economy to becoming a global market economy. To the extent that the
world economy is now to be shaped by markets and is largely beyond
the direct, or at least the directly rational, influence of governments
and of the international political system, Taiwan's future (like our
own) is, therefore, not one primarily determined by governments.
Taiwan, of course, is several decades ahead of the rest of us, in training
and adjusting and operating in an environment where it does not have
the support of the international politicat system or of direct bilateral
dealings with other governments. One might observe also that at a
point in history at which questions are being addressed to govemnrent
in Australia and elsewhere about how government should take note of
the new reality of Taiwan's developed status, the issue would seem to
be of declining relevance. The rise of Taiwan is almost a harbinger of
the declining relevance of national governments for managing patterns
of economic development. Again, this is of relevance to the basic
question of whether government should do more or whether
corunerce should be less influenced by the political.

Another lesson to come out of this description of Taiwan's
economic gfowth - a point also focused on by Raymond Chang - is the
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sohring lesson that large territory means little except perhaps
disadvantage in the modern global economy. It has been noted in
discussion that the role of government in Taiwan will increasingly
focus on meeting the competing demands of social equity and
infrastructure. Governments of small countries certainly have small
infrastructure problems, and can manage social issues with more
facility.

Bruce facobs, in commenting about lessons we can learn in
Australia from Taiwan, suggested that there might be lessons for us
from Taiwan's history of controlling foreign investment. It seems to
me, however, that this relates more to Taiwan's past practice and less
to the international economic circumstances which both Australia and
Taiwan will be facing in the 1990s. As noted in Ross Garnaut's paper,
Taiwan has been moving to rcduce its control over foreign investment
and to open its economy. In the modern international market
econom, only a relatively open economy can find its niche
satisfactorily.

Reunification and the Problem of Reform
in Gian! Centrally Planned States

Both Ross Garnaut and Gary Klintworth touched upon issues
related to reunification between Taipei and Beijing. Gar5/s paper led
to the conclusion that reunification will never happen. On the other
hand, Ross's paper spoke of the integration of the Hong Kong, Taiwan
and mainland economies. Economic and political issues are clearly
interwoven. There is a fundamental obstacle to any simple act of
reunification because of the relative sizes of the two political entities.
That circumstance creates a situation in which the smaller would
undoubtedly be totally overwhelmed in any unified system.
Apprehensions in Taipei about this situation are obviously reinforced
by the impact on Hong Kong of the events in Beijing in |une 1989. In
the course of discussion, Raymond Chang noted that as the number of
visitors from Taiwan to the mainland increased, so it was found that
the population which had visited the mainland was more cautious
about reunification than those who had not. Mention was also made
of the very large numbers of illegal immigrants coming to Taiwan
from the mainland. No doubt these people would also be cautious
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about reunification. Authorities in Beiiing clearly find themselves in a
difficult intellectual and emotional circumstance. They cannot shut the
door entirely to Taiwan. They cannot reverse the decision made a
decade ago to allow the Chinese population, through the media, to see
how ]apan and Taiwan had succeeded where Maoism had failed.
They cannot deny the continuing validity of such evident fact. To do
so would reinforce the strength of public opinion on the mainland,
which has been aroused in the past decade by their exPosure on the
mainland to the sight the achievements of Taiwan in contrast to the
economic failures of the earlier decades on the mainland' It remains a
fact that, especially for the old guard, the greatest Political challenge
for the leadership of the Chinese Communist Party is the performance
of the Chinese Nationalist Party. The performance of Taiwan,
therefore, and the management of the challenge from Taiwan are
central to the legitimacy of the Chinese communist government. To
shut the door to Taiwan completely would be to admit defeat. To
attempt to shut the door would, in fact, tend to be divisive and
disruptive between Beiiing and coastal provinces.

When Gary Klintworth concluded that reunification would
never happen, he also offered some comment on the relevance of
developments in the past year or so in the Soviet Union for China.
This is a very important consideration. The outlook for the Soviet
Union is not one in which the former union can again operate. There is
an argument, as set out recently by Brian Martin,l that Gorbachev
himself seeks to establish, within the Soviet Union, a federal system on
several levels. It is my judgement,looking at developments of the last
several years, that it may be appropriate to doubt whether, beyond a
certain size, large, centrally planned states can in fact make the
transition to market economies. It seems that a fundamental
underlying consideration in their attemPts to reform is the basic need
for them to obtain legitimacy by seeking to reduce the gap between
supply and demand, in both social and economic terms, for better
circumstances. It seems, however, that every time they take steps to
seek to reduce that gap, the measures taken produce expectations and
disruptive change which in fact tend to widen the gap itself. In that

Brian G. Martin, The Soaiet Union at
Reform Program, Background Paper
Service, Canberra, T August 1990).

the Crossroads: Gorbachas's
(Parliamentary Research
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sense, we observe the failure of reform in mainland China (again in
contrast to developments in smaller Taiwan, run by what others today
have described as the 'I-eninisf KMT). We also observe that the Soviet
Union is likely to consist of a number of political elements. If there are
to be satisfactory changes in economic performance in the Soviet
Union these are now likely to be generated at levels below that of the
union. If one can conclude that the greatest probability is that China,
as an integrated whole, is unlikely to make the transformation to a
market economy in any substantial degree, one is not necessarily
forced to speculation about the kinds of about warlordism and
national breakdown which were current in the middle of 1989.
Flowever, the emphasis of the policies of the 1980s towards greater
local autonomy, and the development of the coastal areas in particular,
become realistically the direction in which change is likely to take
place - indeed, the only prospect for constructive change. That
circumstance, if revitalised, is one in which a closer and substantial
role by Taiwan might be expected.

Brian Martin's paper, about the KMT and the military, set out
some circumstances relating to the role of the military in Taiwan which
are comparable to the role of the military on the mainland. In
particular, similar issues arise in relation to the role of the military in
bringng about a succession of political leadership and a succession, in
broader terms, of the political system. There are obviously some
differences. In particular it is obviously easier to bring about a
political succession and to seek to change the role of the military in a
small society. However, among the points of similarity are that it
remains uncertain, both in Taiwan and on the mainland, as to the
extent to which the military will constitute an impediment to change
or could potentially represent an organised force facilitating managed
and paced change. This certainly remains a central conundrum of
Beiiing politics. On the basis of Brian's paper, one ought to conclude,
however, that without the support and engagement of the military
leadership in Taiwary as on the mainland, there will be nothing in the
way of secure political succession. This further similarity between the
two systems, taken together with the parallels which have been noted
between their economic reforms, their efforts of party political reform,
the manner in which technically and locally skilled and experienced
leaders are drawn to the centre, reinforce the extent to which we
should think still about Taiwan and the mainland as part of a system
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whichknows moreabout itself than we know. It has always been my
view that, when a deal is eventually done between Taipei and Beijing,
we will know about it afterwards. Taipei and Beijing will not consult
Washington and they will not consult Canberra before they reach a
condusion, whatever the eventual accommoda tion.

Managing PolicyBetter

So what does Australia do? Govemment and opposition views
have been set out. Penny Wensley spoke of the need, seen by
government, for greater consultation and the problems arising from
the absence of consultation with government. She spoke of the
problems created by'ill-informed' comment.

In a paper prepared last year,2 I noted the extent to which a
flexible system operated by government requires a degree of discretion
on the part of officials. Senator Robert Hill wants that discretion
reduced. But the continuing need for a discreet policy, and one
applyrng to a multiplicity of circumstances, leads almost automaticallyto extensive discretion. The problem with Penny Wensley's
perspective remains, however, as I am sure she will agree, that in a
democratic society, one cannot simply place complete trust in officials
to exercise discretion with wisdom, care and constant attention to the
breadth of possible interests. The actions of officials require
transparency. I know from my own experience that official opinion on
this mafter, as well as others, can fluctuate wildly and can ten4 like
water, to find the easiest course. Penny Wensley spoke of the need for
the three 'S's - subtlety, sensitivity and common sense. Assuming this
on the part of officials, how do we integrate that with what happens in
the open environment? I referred earlier to the problem arising in the
context of the Garnaut Report of the fact that we do not have anything
such as |apan labels hdministrative guidance' - the kind of networkin[
and ioint pursuit of national, political and commercial purpose that is
apparent in Northeast Asia. This remains a problem - both in terms of
the efficiency of our operations in themselves, and in the extent to

Dennis Argall, Introductory Policy Perspectiae, Background Paper,
(Parliamentary Research Scrvice, Canberra, 1 989).
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which we remain vulnerable to manipulation by other countries - to
the extent that we prefer to be divisive rather than coordinated (or
subtle and sensitive in exercising common sense) among ourselves.

In the paper I prepared last year on Taiwan policy,I spoke of
the need for us to encourage all but political relations with Taiwan.
Ross Maddock, at that time an advisor on Ctrina and Taiwan to a
Federal Minister, subsequently approach me with a criticism which I
have wholeheartedly accepted. The point he made is that we need a
political relationship with Taiwan in terms of contacts between
political leaders in Australia and Taiwan. What we are unable to have
is therefore more accurately described as a government-to'government
relationship. I therefore redefined my own position as this: while we
must, on the basis of the principles of recognition of only one
government or state, not establish governmental relations or imply
goverrunental relations with any entity on Taiwary we should allow all
other, induding political contacts. Politics in Australia obviously
extend well beyond government at any time. It ought to be possible,
within the array of political interests, for example, but not necessarily
entirely within the Federal Parliament, to assemble a core group for
managing the political relationship with Taiwan. There would be two
key achievements available from this. One is the extent to which we
would be able to move to a more coherent, coordinated and less
divisive approach to the relationship with Taiwan at the present time.
In this sense such a group would need to reach a measure of consensus
with government about broad interests in the relationship and a
position would need to be established where no political element in
Australia would tend to be speaking on behalf of either Beiiing or
TaiwarL but would be speaking on behalf of Australian interests. The
second value from such a political network would, of course, be the
putting in place of a cadre of people with connections which would be
of value down the line at the point when a more explicit and
substantial relationship with Taipei would be available as a result of
accommodation between Taiwan and Beijing.

It is in this context that I return to the contribution made by Dr
Chiou to the conference. His perspective on recent political reforms
reflecb direct involvement with them. It would seem to me that his
combination of political engagement with issues in Taiwan and
academic study would provide a useful adjunct to whatever political
relations network may h established.
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