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Abstract

Much research has been devoted to the story ofarésapost-war economic
development. The neo-classical economists argueitthgovernment created a free
market economy which led to rapid economic growtte revisionists, Robert Wade
and Alice Amsden, address the role of the statéormulating and leading the
economic miracle. One of the characteristics of thevanese economy was that the
small and medium-sized enterprises (SMEs) were daangreat numbers (around
90%) in Taiwanese manufacturing industry. These SMIEre export-oriented and
contributed greatly to the export growth in the @®and the 1980s. The success of
the Taiwanese manufacturing SMEs was usually atet to the market and the
development policies which the state establishedesfiorced.

However, the existing literature ignores (1) thettfar development of the
SMEs after the late 1980s; (2) the role which Taigse society played in the rise and
the development of the SMEs. This ignorance ovimeses the role of the state in
the development of the SMEs in the post-war erae Phesent dissertation re-
examines the argument of the neo-classical ecot®m@uil the revisionists by finding
a historical pattern and tracing the further depalent of the SMEs after the late
1980s. To what extent did the market establishedthi®y state and the state
development policy supported the rise and the dgweént of the Taiwanese
manufacturing SMEs from 1950 to 19807 What puts guestion the influences of
the state on the SMEs after the late 1980s? Whyhdictate have limited influences
on the SMEs after the late 1980s?

The dissertation finds that Wade and Amsden oviemaged the role of the
state in the rise and development of the SMEs Ipja@xng the limited influences of
the state on the SMEs after the late 1980s. Thearels, by clarifying the relation of
the state, market and social institutions from hifgtorical pattern, demonstrates that
the social institutions are adapted to the changingironment and continuously
provided important financial sources to facilitthe SMES’ business operations from
1950 to 2000.
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Part I. Introduction
When the Kuomintang (KMT) lost the second Chinesal @/ar in 1949 and

retreated to Taiwan, conflicts continued acrossTiievan Strait. From 1949 to 1979,
battles and bombings continued. During this perdm$pite the military and political
resistance, Taiwan’s post-war economic developmead a successful model for
other developing countries. In 1956 GDP per cajpithaiwan was USD 232.74; in
1986 it had increased to USD 661828.the 1950s the major export was agricultural
products; by the 1980s the major export products become manufacturing goods.
In addition to the rapid economic growth and indattransformation, the Gini
coefficient was low.

One of the features of the Taiwanese economy was tthe small and
medium-sized enterprises (SMEs) proliferated inagneumbers (around 90%) in
Taiwanese manufacturing industry. These SMEs weperé-oriented and contributed
greatly to the growth in exported goods in the X9@Ad 19808 Moreover, research
indicates that the great number of SMEs led toldke Gini coefficient in Taiwan.
The success of the Taiwanese manufacturing SMEstlemdapid growth of the
Taiwanese economy were usually attributed to tleeessful state-led development
model. The role of the government in supporting ttlevelopment of the
manufacturing SMEs and creating economic prosperitpnsidered significant.

Much research has been done regarding the storyJaofan’'s post-war
economic development. This dissertation re-examitines argument of the neo-
classical economists and the state-led developmedel proposed by Robert Wade
and Alice Amsden, regarding the role of the statéhe rise and development of the
Taiwanese manufacturing SMEs in the post-war peribal what extent did the
market established by the state and the state @mweint policy supported the rise
and the development of the Taiwanese manufactusivides from 1950 to 19807
What raised doubts about the influences of the statthe SMEs after the late 1980s?
Why did the state have limited influence on the S\iier the late 1980s?

One strand of the existing literature highlightée significance of the free

market economy which the Taiwanese governmentexidat the upsurge in private

! Heston, Alan, Summers, Robert, and Aten, BettPapn World Table Version 6.2, Centre for
International Comparisons of Production, Income d@hites at the University of Pennsylvania,
September 2006. http://pwt.econ.upenn.edu/phppsité2/pwt62 form.php. (accessed 11 January
2011).

2 Small and Medium Enterprise Administration, Minysbf Economic Affairs, Executive Yuan R.O.C.
(Taiwan),White Paper on Small and Medium Enterprises in daiw2005(Taipei, 2006) pp.1-2.




enterprises. It argues that the government eskedalig suitable environment with a
market mechanism for manufacturing SMEs to prospeis strand of the literature is
usually questioned, because similar institutionsndb necessarily create economic
prosperity in other countries. Therefore, in thieeotstrand of the literature, scholars
such as Robert Wade and Alice Amsden address gmfisance of the state in
Taiwan’s post-war development. This group of scilzonsiders that the state has
done more than create a suitable environment. Eeldpment policies established
the institutions, created the incentives and gualed directed the development of the
manufacturing SMEs. The prosperity of the manufacty SMEs was planned,
supported, guided and directed by different padicié the government at different
stages of their development. It is also worth rgtinat the state’s ability to do all
these things related to the type of political systiat Taiwan had in the post-war
period.

A free market economy can create a suitable enwiemm; however, a suitable
environment does not necessarily create prospenitthe manufacturing SMEs. The
state-led economic development model argued by Wadk Amsden raises the
guestion: did the state’s policies directly or nedtly lead to the prosperity of the
SMEs? The first strand of the literature focusesrenmarket mechanism, while the
second strand of the literature addresses theofotee state. Both ignore the part
played by Taiwanese society in the rise and devedop of the SMEs. In other
words, both strands of the literature regard Ta@gansociety as a passive receiver of
a market mechanism and of the state’s policies.

This dissertation first tries to fill the gap ofdwledge about the dynamics of a
society which supported the development of the rfemuring SMEs and facilitated
manufacturing SME business operations from 19520@0. Although it is not new to
address the role of society in the development MES this dissertation further
identifies a historical pattern in order to deseribow the social institutions
transformed and provided support to the SMEs umagrtutional changes. When
analysing Taiwan’s post-war economic developmdm, éxisting literature usually
focuses on the post-war period from 1949 to the039&ew have examined the
historical heritage before 1949 and the furtheretlgyment of the SMEs after the late
1980s. The omission of historical heritage and iooity over-estimates the role of
the state in the rise and the development of theufaaturing SMEs in the post-war

period and under-estimates also the dynamics ofstiwéety which supported the
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manufacturing SMEs. This dissertation traces secmromic history back to 1522
and creates a historical model in order to seéiterical heritage as it relates to the
dynamics of the Taiwanese society in its tradelamsiness operations.

The research project finds that Wade and Amsdenestanate the role of the
state in the rise and the development of the matwiag SMEs, whereas the
neoclassical economists over-estimate the rold@fmarket established by the state
in the rise and the post-war development of theufaturing SMEs. Both the state
and the market which the state established gaveg bmiited support to the
manufacturing SMESs’ capital formation and turn-ofend. It was the state which,
without meaning to, created a space for the sangltutions to provide financial
support to the SMEs. And this social dynamics wlsichported the SMEs financially
in their post-war development continuously facieth SME business operations
across the Taiwan Strait under the governmentsicgens from the late 1980s to
2000. The Taiwanese SME investment in China dfteddate 1980s questions the role
of the state in the post-war development era.dtwshthat the state had only a limited
influence on the manufacturing SME business becthesenanufacturing SMEs did
not rely on state support, contrary to Wade and dens interpretation; instead, the
reliance on social institutions for capital sourea®ided the state’s constraints on
their pursuing economic interest in China. The a@odynamics of the social
institution was inherited from the historical patteand adapted it to the changing
environment.

The present dissertation has six parts. The fiest provides a general
historical background, literature review and théoed framework for the structure of
the dissertation. The second part traces a hislopattern from 1522 to 1945. The
historical pattern concerns the operation of traeé business under different political
and economic institutions in order to identify theaction of social dynamics in
Taiwanese economic history. The third part re-exasithe role of the state, the
market and social institutions in the rise anddbeelopment of SMEs from 1949 to
1980. The fourth part shows the evidence that tneigiment had only a limited
influence on the further development of the Taiveen&MEs. The fifth part then
explains how and why the government had such lanitdluence. The sixth part

concludes with the findings from this dissertation.



Chapter 1 Historical Background, 1949-1980
The turning point in modern Taiwanese economicohystvas caused by two

significant historical events: the political strigdetween the two modern Chinese
political parties: the Kuomintang (the KMT) and t@dinese Communist Party (the
CCP); and the U.S. intervention in cross-stratiehs in 1950The second Chinese
Civil War broke out in 1945.The CCP finally won the war and the KMT retreated
Taiwan in 1949 Political and military tensions, however, contidugross the strait.
In 1949 the Truman Administration decided not teiaene in the Chinese Civil War.
However, the Sino-Soviet Treaty and the outbreakihef Korean War in 1950
changed U.S. attitudes towards the KMT governmenTaiwan. The Sino-Soviet
Treaty was signed on 14 February 1950; it shows ttiea CCP government of the
New China decided to ally itself with the USSR. THKerean War broke out on 25
June and two days later the U.S. Seventh Fleetieployed to the Taiwan Strait.
Further allies and economic aid to the KMT governm@ Taiwan were
implemented by the Eisenhower administration frod%3° The alliance with the
U.S. and the economic aid played a significant mol&aiwan’s post-war economic
development. The U.S. intervention created temgqguaace across the strait and the
economic aid stabilised the economic situationhia ¢arly post-war periofiFrom
then on, the Cold War influenced the U.S. stratégyFar East Asia and the

consequent changes facilitated Taiwan’s post-wan@mic development.

3 The first Chinese Civil War began in 1927 and fadintermission in 1937 when the Japanese
invaded ChinakFrom 1927 the KMT government castigated the SdRegiublic of China as rebels and
began to wage war on bandits. In 1934 the CCP wad to leave Jiangxi and began the ‘Long
March’. This was the retreat movement of the CQ#R; massive military retreat was from the east to
the north and west and the troops traversed 8,004 rover 370 days. The journey passed through
some of the most difficult terrain in western Charad finally the Communist army arrived in Shaanxi.
The KMT army under the command of Chiang Kai-Shektinued to suppress the Communist troops
until 1937 although during the Second Sino-Japaiéag the CCP and the KMT, at certain stages,
cooperated and fought against Japan. Without catipar the Japanese empire would have wiped out
both sides. For further details see Wang, Guande, Chenzong, Li, HuachenZhongguo
gongchandan sh{Taipei, 2003); Dang De Wenxian Bianjibdhonggong danshi zhongda shijian
shushi(Beijing, 1993).

*Yang, Zhenya and Su ZhongpBuogong liandan guanxi sNanjing, 1990); Lin, DaGuogong
neizhan: huguo yu jiefarfTaipei, 2006).

® Garver, JohaThe Sino-American Alliance: Nationalist China anthekican Cold War Strategy in
Asia, (London, 1977); Lasater, Marti).S. Interests in the New Taiwd@xford, 1993); Leffler,
Melvyn, “The Emergence of an American Grand Stmatd®45-1952,” in theCambridge History of
the Cold Way eds. Leffler, Melvyn P. and Wesrad, Odd Arne (Bedue, 2010) vol.1, pp. 67-89; Niu
Jun “The Birth of the People’s Republic of Chinaldhe Road to the Korean War,” in tBambridge
History of the Cold Wareds. Leffler, Melvyn P. and Wesrad, Odd Arne (Gedye, 2010) vol.1, pp.
221-243.

® Huang, XiurongGuogong guanxi gishi niagGuangdong, 1998).



Taiwan’s economic development model was populathe 1980s and the
1990s. Much has been written about the successidehof the Four Asian Tigers.
The focus of this research lies in the role of #tate in leading economic
development. Gerschenkron indicates that stateveméon was a substitute for
industrialization and economic development in baaidvcountries. According to
him, state intervention could compensate for thek laf the prerequisites for
modernization, notably the inadequate supplies @ipital, skilled labour,
entrepreneurship and technology capatitjoreover, he believed that institutional
reforms could remedy some of the backwardness wigtdrded economic growth;
and clearly, institutional reforms demand governtrpartticipatior® In the history of
Taiwan’s post-war economic development, the KMT egoment usually fitted into
the Gerschenkronian model.

The present historical review is based upon thes€henkronian model in
showing how the KMT government reformed institusoand compensated for the
lack of prerequisites for the further developmehttlte manufacturing SMEs at
different stages; it is based upon the needs o#di@s economy and the changing
international economic environment from 1949 to A.98his chapter outlines the
history of Taiwan’s post-war industrialisation aecbnomic development from 1949
to 1980. It focuses on showing how the state begdustrialisation, established a
market and designed the development programme awdith development policies

guided and assisted the rise and development ehémeifacturing SMEs.

1-1. Post-war Industrialisation of Taiwan 1945-1980
After the war, the Taiwanese economy was in a ldadtgon. The first severe

problem was inflation. In addition, the productiohthe two main agricultural crops,
rice and sugar, had sharply declined in 1945, pgiradually reduced from 1942.
Regarding the population, the defeat in the Chinésal War forced the KMT

" Gerschenkron, AlexandeEconomic Backwardness in Historical PerspectiveBaok of Essays
(Boston, 1962).

® Fishlow, Albert, Miracle or Design?: Lessons from the East Asian dfiqnce (Washington DC,
1994).

° For reasons for the inflation problem and the otida in agricultural production, see Wu, Congmin
“Taiwan zhanho de exin wujia pengzhang,” papergmted in Taiwan wuliu lin niandai de lishi xinsi,
Guoshiguan yantao hui (Taipei, 2005).



officials, soldiers and their families to retreatftaiwan’’ The economic inflation, the
reduction in agricultural production and the suddemrease of population made the
post-war situation very difficult.

In these circumstances, the first step to restoeeeconomy began with the
adjustment of the agriculture sector. In 1945 77d@%he arable land was dominated
by the landlords who comprised only 2.03% of th&altolaiwanese population.
Conversely, the peasants dominated 88.3% of tta patpulation but owned only
22.4% of the arable land. 70% out of the total peagopulation were tenant-
farmers. Moreover, the rent for their land rangeahf 50% to 70% of their total
earnings™ These statistics indicate that the high level aitrlowered the living
standard of the peasants and reduced their ineetttiincrease production. Therefore,
the aims of the government were to create sucmeentive and to transfer the land
capital to the industrial sector.

There were four significant policies concerningdaeform in Taiwan: The
‘Land-to-the-tiller’ programme (in 1947), reductiah the farm rents programme (in
1949), the programme to exchange of rice for feeil (in 1950) and the ‘sale of the
Republic’'s land’ programme (in 195%f The land reform policies increased
agricultural production and the percentage of tefemmers went down from 36% in
1952 to 7% in 198%° Meanwhile, the landholders whose lands were psethavere
compensated with government securities and bortts.compensation included 70%
of the government land bonds (ten-year liquidatith a 4% annual interest rate).
The other 30% included the stocks of the four largagate-owned enterprises (the
cement industry, paper-making, mining and forestmjich facilitated the subsequent
privatization of these state-owned enterpridékhe holding of government securities

19 After the Japanese left Taiwan, the population &&9 million; in 1951 it rose to 7.88 million,
which was 10% higher than five years earlier. fladther details, see Selya, Roger Mabevelopment
and demographic Change in Taiwédew Jersey, 2004).

1 Jiaoyu bu shuwei xuexiTaiwan de tudi gaige (diyice), gaozhong lishikenzxinru jiaoxue jiaocai
fazhan http://www2.wordpedia.com/TaiwanPedia/contentx@gp=18212&x=18533. (accessed 20
April 2011).

12 Ranis, Gustav, “Industrial Development,” itonomic Growth and Structural Change in Taiwan:
The Postwar Experience of the Republic of Chimé Galenson,Walter (lthaca,1979), pp. 206-262.
Kuo, Shirey, W. Y.The Taiwan Economy in TransitiofColorado, 1983), pp. 23-52.
3Directorate-General of Budget, Accounting and Stas, Executive Yuan R.O.C. (Taiwan),
Statistical Yearbook of the Republic of Chir@aipei, 1984), pp.380-383; Council for Economic
Planning and Development, Executive Yuan R.O.Ciw@&na), Taiwan Statistical Data BooKT aipei,
1984), p.57; Council of Agriculture, Executive YuRnO.C. (Taiwan);Taiwan Agricultural Yearbook
(Taipei, 2000), pp.6-7.

% Tudi Gaige jinian guan, http://www.landreform.dvgthtml/02-06.htm. (accessed 20 April 2011).
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and bonds led the landholders’ families to seesittradable capital. The policy
translated land capital into private business eapit the market; around seven
hundred million Yuan of the land capital was tramséd to the industrial sectbt.

The KMT government then saw the import substitufimtustrialisation (IS1)
policy as the means to collect and transfer aducail capital over to modern
industry. In the early stage of the ISI policy, thain exports focused on agricultural
products, in particular sugar (sugar was the mapose in the 1950s accounting for
50% of Taiwanese export$)The fundamental problem for ISI policies is thitiae
needed capital goods and raw materials for devedoprhave always had to be
imported. The government needs capital to impasehnecessary goods. The export
sector (in the early post-war stage, typically aimary commodities, because they
were not needed for industrialisation) usually pfod the ISI programme through
heavy taxes. Therefore, the incentives for expgrtiaduced when the need for
importing increased. The situation can be founanwst Latin American countries.
Such problem did not occur in Taiwan because okgawent policies and the U.S.
aid.

The ISI programme was carried out in conjunctiothvather measures, such
as tariffs, import controls and multiple exchangées, in order to save capital and
develop domestic industrl). The KMT government then transferred the foreign
capital (earned from agricultural exports) and renaterials (or other necessary
machinery for the development of modern industrgd ideveloping light industries
(in particular the textile industry) in Taiwan. fkte same time, in order to increase the
incentives for export, the government establistexl indirect tax rebate system for
exporting industrie&®

Another significant factor is the U.S. influencas baiwanese ISI. The U.S.
aid during this period was vital in stabilizing aedhancing Taiwanese economic
transformatiort? Figure 1-1 shows the allocations of U.S. econoanicby sector of
the economy from 1951-1965. The largest amount &. @conomic aid went to

infrastructure; a large percentage of it was alsens on human resources and on

15 Lee, Teng-huiTaiwan nongye fazhan de jingji fer(fiaipei, 1980).

1% Gold, ThomasState and Society in the Taiwan Mirafl®ndon, 1986), pp.47-55.

" Dessus, Sebastien, Shu, Jiadong ana Xu, Maokéwan jingji de yuandong (iTaipei, 1996).

18 Jenkins, Glenn, P., Kuo, Shirley, C.Y. and Sunnate Taxation and Economic Development in
Taiwan(Cambridge, MA, 2003).

19 Jacoby, Neil, H.U.S. Aid to Taiwan: a Study of Foreign Aid, Seljphand DevelopmentNew
York, 1966), pp.150-156.



industry. Figure 1-2 shows the U.S. aid and foraigpital inflow as a percentage of
domestic savings and domestic investment. The w@Htiv.S. aid capital inflow to
domestic investment dominated at 30% to 50%. Jautibates that the U.S. foreign
aid helped pay for the imported goods and raw naserand the U.S. military
assistance programme also helped to reduce unemeidyand implemented local

resources for infrastructure contratts.

Figure 1-1. Allocation of the U.S. Economic Aid 8gctor of the Economy in Taiwan
(%), 1951-1965

Sectors

Source: Council for Economic Planning and DeveloptmExecutive Yuan R.O.C. (Taiwarfjaiwan
Statistical Data Book(Taipei, 1962 and 1966), p.121, p.136.

Figure 1-2. U.S. Aid and Foreign Capital InflowaaPercentage of Domestic Savings
and Domestic Investment (%), 1951-1965
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Source: Directorate-General of Budget, Accounting &tatistics, Executive Yuan R.O.C. (Taiwan),
National Income in Taiwan Area, the Republic ofr@i(iTaipei, 1981), p.249, p. 254.

Note: 1. Domestic saving refers to savings gendratemestically, exclusive of foreign transfer
receipts. 2. As U.S. aid was terminated in 196%yroa (2) includes only foreign capital inflow after
1961; before this, it refers to U.S. aid.

The impact of the land reform and the ISI programore the early
development of the SMEs can be appreciated fromrige of the small-scale
processing industry and the labour surplus in thalrareas. There are two different
opinions on the emergence of small-scale proceskingries in the rural areas.
Research by Park and Johnston indicates that imttel950s, with the increase of
rural income, the need for services and simple wmes goods increased. This led to
the early stage of SME development in Taiwan, gestghich was mainly rural-based
and to do with food processirfd.

Nonetheless, some researchers indicate that, ghhine land reform policies
and the improvement of agricultural technology @ased agricultural production, the
living standard of the peasants was not improvédr government, on the one hand,
exploited the agricultural surplus by imposing &aad exchanging rice for fertiliser.
On the other hand, the government held down theepoif agricultural products.
Moreover, the ‘land-to-the-tillers’ programme seatd the cultivated land. The plots
became smaller and the improvements in technologyght a labour surplus to the
rural areas. This led people in the rural areake part-time jobs. The research shows
that the smaller the amount of cultivated landfperily, the higher the percentage of
part-time workers. In the mid-1950s this induced &mergence in the rural areas of
food processing SME$?

The land reform increased the labour surplus fgihtlindustry and the ISl
programme created a market for the developmenh@fSMEs mainly in the food
processing industry. Although the SMEs appearethénmid-1950s, their scale and
contribution were barely noticeable. The furthevalepment was affected by the
policy changes in the late 1950s and early 1960s.

Some economic problems and external factors inlatee 1950s led the ISI

policy to change to export-oriented industrialisatiEOI). There are two popular

2 park, Albert and Bruce Johnston, ‘Rural Developmand Dynamic Externalities in Taiwan’s
Structural TransformationEconomic Development and Cultural Changel.44, no.1 (1995), pp.181-
208.

%2 Huang, Jinjie, “Tudi gaige jiqi dui Taiwan nongcyn nonmin de chongji,in Zhanho Taiwan de
zhuanxing jigi zhanwanged., Huang, Jinjie (Taipei, 2006); Gu, Yingchdiudi shichan niuqu yu
diannong gaig€Taipei, 1995).



explanations for the policy changes in the late0E93 he first concerns the problems
of the domestic economy. Analysis shows that thlveas overproduction from the
light industries because the domestic market wasallsand unable to absorb
domestically produced goods. This caused an industowdown in the mid- and late
1950s% Meanwhile, the emergence of the SMEs in the fomtessing industry in
the rural areas also implied the problem of a lasurplus. Figure 1-3 shows the
unemployment rate in Taiwan from 1953 to 1980s/Itlear that from 1953 to 1966
the unemployment rate remained above 5%. The sefemtor is the adjustment of
the U.S. policy. As Lin and Chen’s research indisatthe U.S. government re-
examined its economic aid policy in 1959 and begadually to reduce its economic
aid to Taiwan. This reduction gave the KMT governingroblems in the balance of

payments of deficits and too little foreign exchang continue the 1S polic¥.

Figure 1-3. Unemployment Rate in Taiwan (%), 19984
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Source: Directorate-General of Budget, Accounting &tatistics, Executive Yuan R.O.C. (Taiwan),
Yearbook of Labour Statistics, Republic of Chihaipei, 1981), p.335.

Both internal and external problems in the earlgQaffected the changes of
policy to EOI. The EOI policy focused on attractifBl to Taiwan and encouraging
exports. With the rising production costs in sorh¢he developed countries, such as
the U.S.A. and Japan, these corporations begannipd& invest where production
costs would be cheaper. In order to attract FOd,gbvernment launched a series of

policies to control the price of agricultural pratsl and maintain the standard of

% Wu, Rongyi,The Strategy of Economic Development: A Case S$tidigiwan(Louvain, 1971); Lin,
Ching Yuan, Industrialisation in Taiwan 1946-72: Trade and Imp8ubstitution Policies for
Developing CountriefLondon, 1973).

% Galenson, Walter “How to develop successfully:vileai model,” inExperiences & Lessons of
Economic Develop in Taiwaeds. Li, Kuoting and Yu, Zongxian (Taipei, 1982p),37-58.
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living of the peasants at subsistence in ordemushsurplus labour forces in the rural
sector to the industrial sector in which foreigneeprises were investing. Figure 1-
4, below, shows that the largest amount of fordigrestment lay in the textile,
chemicals and electronic machinery sectors. Thestors are typically labour-
intensive and require large numbers of cheap werk€he Taiwanese economy
provided foreign firms with sufficient labour ail@v cost, who came from the rural
areas in particular. Moreover, the KMT governmesiiablished Export Processing
Zones (EPZs) for the FDI and encouraged exportsutir tax exemptions for
exporters within the EPZs. The benefits of theifprenvestment included technology

transfers, the opening of the international masket gradually increased expoffs.

Figure 1-4. Foreign Investment Commitments by Itguand Origin (%), 1952-1975
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Source: Ministry of Economic Affairs, Executive YuR.O.C. (Taiwan)Report of Economic Growth
and Structural Change in Taiwdiaipei, 1975), p.249.

The EOI policy in the 1960s significantly influentcéhe rise of the SMEs by
opening the export market and by the amount of kedge transferred from the
foreign factories in the EPZs. In the mid-1960g, government encouraged SMEs to
go abroad themselves with the support of specaidptechnology, tax exemptions
and preferential terms. At the same time, moshefSME owners in the early period
of EIO policy learned skills and knowledge from toeeign factories in the EPZs.

% shi, Jizeng “Nong gong buman jian gongzhi chayiaali yidong-shuang xiang chuli zhi guanzi,”
Taiwan renli zhiyuan huiyi lunwefTaipei, 1979).
% Gold, T.,0p.cit, pp.57-74.
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Later, many of them started their own busines$&¥hen these foreign corporations
found that the Taiwanese SME subcontracting systamuld provide cheaper
production costs, they placed order within the sulbracting system rather than
setting up their own factories in the EPZs. Thiarde increased the numbers and
profits of the Taiwanese SMEs. Although the 1978s an oil crisis and decline of
FDI in Taiwan, the Taiwanese SMEs had replaceddtge foreign enterprises and

become the main contributor to the growth in Taiesmexports®

1-2. Results of the Economic Development and theriBation of the SMEs to the
Taiwan’s Rapid Economic Growth

In the late 1970s the major economic structurs wansformed from the
model of the early 1950s. Figure 1-5 below shovesgtowth rate of manufacturing
industry by sectors from 1951 to 1979. It is cldzat the growth rate of the food
processing industry remained high from the early0k9 and it was overtaken by the
growth rate of electrical machinery at the end led 1970s. The growth rate of
electrical machinery showed a steep upward curvénas went by. Moreover, the
export structures also responded to the changmgtate of manufacturing industry.
Figure 1-6 presents the export structure in Taiwaid953 and in 1979. It shows
clearly that in 1953 the dominant group of exporgedds was in processed foods;
conversely, in 1979 export goods were dominateshthystrial products.

The contribution of the SMEs can be analyzed fribv@ changing export
structure and the growth rate of manufacturing stdu Figures 1-7, 1-8 and 1-9,
below, present the sources of manufacturing ougpodvth by industry group from
1956 to 1976. It is clear that the food processmdystry contributed the largest
percentage of export expansion; yet the largestepésige of export expansion in the
1960s shifted to electronic machinery. In the 19%6stiles, electronic machinery,
and manufacturing rose quickly. Figure 1-10 beldwves the export commodities
from 1953 to 1970. The statistics indicate the cauites of different sectors for

"It is believed that employers would acquire weatitre effectively and rapidly than employees. This
idea was also related to the historical lack ofoeiad welfare system in Taiwan, which motivated
people to earn more money and take care of theesdhor further details, see Kuo, Shirley W. Y. and
Fei, John C. H.The Taiwan Success Story: Rapid Growth with Imptdvistribution in the Republic
of China 1952-1979Colorado, 1981).

#Wwang, Yiding “Maoyi zhengce,” iTaiwan jingyen Sishi nan 1949-1989, e@so, Xijun and Li
Cheng (Taipei, 1991), pp.204-231; Liu, Bangli, ‘Aha Taiwan weishanxin maoyi wanlu de jiango’,
Taiyin jikan vol.47, no.1 (1996), pp.125-150; Chu, Wan Wermp&aiese General Trading Companies
in Taiwan,”ISSP Working Paper Seriegl.90, no.3 (1989).
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export and the changing percentages making upotiaé @f goods exported during
this period. By tradition, sugar had always dornedathe exported commodities and
was always a vital economic crop for Taiwan frone #tolonial period. In 1970,
however, the percentage of electrical appliancasesb As shown in Zhou and Lin’s
book, from the 1960s to the 1990s, the SMEs domdhanore than 90% of
manufacturing industry. Figure 1-11 shows the ibuation of Taiwan’'s SMEs to
foreign exports. It is clear that SMEs accounted 80%-90% of Taiwan’s foreign
exports from the late 1960s to the 1980%he evidence shows the significance of the

SMEs in manufacturing industry and their contribotto Taiwan’s export growth.

Figure 1-5. Rapid Growth Rate of Food ProcessiegtilEs and Footwear and
Electrical Machinery Industries, 1951-1979 (1979310
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Source: R.O.C. Council for Economic Planning andddgpment, Executive Yuan R.O.C. (Taiwan),
Taiwan Statistical Data BogKTaipei, 1962, 1966 and 1980), p.14, p.14 and p.1

Note: FP= food processing industry; TF= textile ustty; EM= footwear, electrical and machinery
industries.

2 Zho, Tiancheng and Lin, Zhicherifgiwan zhongxiao chiye fazhan de jighaipei, 1999), pp. 31-
70.
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Figure 1-6. Comparison of Export Structure in Taiira1953 and in 1979 (%)
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Source: Council for Economic Planning and Developtn&xecutive Yuan R.O.C. (Taiwanjaiwan
Statistical Data Book(Taipei, 1980), pp.203-204; Ministry of FinancexeEutive Yuan R.O.C.
(Taiwan),Monthly Statistics of Exports and Impgn®. 101 (1978), pp.131-132.

Figure 1-7.Sources of Manufacturing Output Growtifaiwan by Industry (%),
1956-1961
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Source: Council for Economic Planning and DeveloptmExecutive Yuan R.O.C. (Taiwarigiwan
Statistical Data BooKTaipei, 1984), p.33-34.
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Figure 1-8. Sources of Manufacturing Output Groimtfiaiwan by Industry (%),
1961-1971
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Source: Council for Economic Planning and DevelopimExecutive Yuan R.O.C.(TaiwarTaiwan
Statistical Data BooKTaipei, 1984), pp.33-34.

Figure 1-9. Sources of Manufacturing Output Groimtfiaiwan by Industry (%),
1971-1976
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Source: Council for Economic Planning and DeveloptmExecutive Yuan R.O.C. (Taiwargiwan
Statistical Data BooKTaipei, 1984), pp.33-34.
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Figure 1-10. Major Exports of Commodities in Taiw@h) 1953-1970

80

==¢=—TRice and Paddy
== Banana

=== Sugar

= Tea

=t Canned pineapple

==0— Canned mushrooms
== Canned asparagus spears
e Plywood
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Statistical Data BooKTaipei, 1980), pp.203-204.
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Figure 1-11. Imports and Exports of the Taiwanesaacturing SMEs (%), 1972-
1980
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Source: Bureau of Economic Research, Central Bartk@ R.O.C.;The Survey of Industrial Financial
Situations in Taiwan, Republic of China, 1973-199%ipei, 1996), pp.15-37.
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Chapter 2. Literature Review
Discussions on Taiwan’s economic development Heeen popular since the

1980s. These discussions has touched on the diffdreciplines of economics and
political economy, mainly focused on explaining Wwan's success by clarifying the
key factors which contributed its rapid economiowgh. The conventional view

usually highlights the significant role of goverrmhén its development process; the
differences lie in the levels and means discerrfeth® government’s intervention.
Two broad groups of writers may be identified onstlbasis: the neoclassical
economists and the state-led development modebbéR Wade and Alice Amsden.

The neoclassical economists suggest that it Wwasfree market economy
established by the state that enabled private bssito develop. These writers do not,
however, specify the particular support that a frerket might give to the rise and
development of SMEs. They claim that the stateteteand maintained a suitable
environment, but without picking any winners foetmarket. It was the mechanism
of a free market economy that led to the develograed prosperity of the SMEs.
Robert Wade and Alice Amsden, however, argue thatstate of the Taiwanese
government did more than create a free market eogndhe state governed the
market and provided both direct and indirect suppmthe rise and the development
of the manufacturing SMEs. These two theoreticamgworks are most popular in
explaining Taiwan’s post-war economic success.

The state-led model of Wade and Amsden is thetmeed theoretical
framework to explain why and how Taiwan enjoyedhstapid economic growth, in
particular when Taiwan’s post-war economic develepiris compared with that in
Latin America. They argue that the actions of ttegesmade all the difference. This
chapter reviews these two groups of theories wgheific focus on the impact of the
state and of the market on the rise and developofahie manufacturing SMEs. The
first section reviews the general theoretical frammiks of the two groups for
Taiwan’s growth. The second section then focusethemvay in which these theories
explain the rise and development of the manufasguBMES in the post-war period.
The third section raises questions based uponewiew of the literature. Finally,
hypothesis of this research is formulated on thsisbaf the questions and the

literature on the two theoretical models.
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2.1. The Role of the State and the Market in Talsvenonomic Development
The first group of writers analyses Taiwan’s emoit development within the

theoretical framework of neoclassical economistse Gtrand in this group, the free
market (FM) theory, argues that Taiwan’s success fwanded on the establishment
of a free market economy. The success of a fre&anhés that it efficiently allocates
resources, encourages competition among privatendsses and leads to rapid
economic growth. Another strand, the simulated-fresket (SM) theory, indicates
that Taiwan’s success was attributable to the gowent which created an adequate
environment for economic activity. In this viewetlgovernment controlled certain
institutions in order to facilitate the allocatiai resources. For example, Stiglitz
indicates that the governments in North East Asiecsssfully create a suitable
market, controlling banking and finance institusaand directing and supplementing
the actions of the private sector in the marketh@ugh this strand supports the idea
that government needs to play a certain role imecoc development, it believes that
less government intervention and more liberalisatjaolicies would speed up
economic growth. The key point is that the govemipeovides the climate for trade
and economic activity, but does not replace theketa?

Some economic analysts support the neoclassieaty. Young, Kim and Lau
clarify the dynamics of Taiwan’s post-war rapid eocmic growth in these terms.
Their analysis shows that productivity was not #rggine for East Asian rapid
economic growth®> On the contrary, the rapid growth was contribuigdthe rise in
participation rates, investment to GDP ratios, aallicational standards and the
intersectoral transfer of labour from agricultuce dther sectors with higher value
added per workef. These factors indicate the significant role ptayey the
government in creating a suitable market.

The second group of writers does not accept mesidal economists and
usually condemns its approach for focusing on esopnassues and performance and
ignoring the impact of different types of politicagime on economic development.
Wade, for example, argues that both free marketryhand simulated market theory

% stiglitz, Joseph E., ‘Some Lessons from the Easiam Miracle’, The World Bank Research
Observervol.11, no.2 (1996), pp.151-178.

3 Young, Alwyn, ‘The Tyranny of Numbers: Confrontirige Statistical Realities of the East Asian
Growth Experience’The Quarterly Journal of Economicgol.110, no.3 (1995), pp.641-680; Kim,
Jong-Il and Lau Lawrence J., ‘The Source of Asianifc Economic Growth'The Canadian Journal
of Economicsvol.29, special issue: part 2(1996), pp.S448-S454

%2Young, A.,op.cit, pp.674-675.
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can explain only in part the Taiwanese developnsémty. He indicates that the FM
and SM theories ignore the impact of political ageaments on economic
development and these liberalisation policies @midiberalised policies) do not
necessarily or automatically bring about economiowgh (in particular when
comparing different countries which also adoptéeralisation policies, since not of
them manage to increase economic growtBut both divisions of the second group
highlight the important role of the state in Taiveaaconomic development.

The first division focuses on the way in whicle fholitical system encouraged
economic development by analysing the relationghef state and society from a
historical perspective. Gold adopts the comprelenapproach which explains the
internal relations between the political system kwadl society and shows how these
relations influence the development and changethéneconomic structure. This
structure is therefore constructed by the changglgtions between the political
system and local society in history; and the his&biegacy limits the changes in the
economic structuré’

Taking this approach, Gold explains that the geafor the success of the
KMT development policies in the post-war period veasmnected with the colonial
legacy and the lack of connections between the Kd the local Taiwanese society.
Before the colonial period, Gold argues, there waslocal capital in Taiwanese
economy; during it, the Japanese colonial govertnm@entionally depressed the
development of local Taiwanese capital. In linehw@old, Booth argues that there
was ‘no established class of industrial or finaherdrepreneurs to feel threatened by
new directions in economic policymaking’ and theref the pressure from these
groups on the KMT government was slightBoth Gold and Booth indicate that the
historical legacy encouraged the implementatioKMfT’s development policy, since
Taiwan had so few local industrial capitalists. Brer, the lack of connections with
the local society obviated the influence of otheeal interest groups on the early

reform policies, such as land reform policy.

33 Wade, RobertGoverning the Market: Economic Theory and the Rél&overnment in East Asian
Industrialization(New Jersey, 2004), pp.52-72.

% Gold, T.,op.cit, pp.11-20.

% bid., p.33; Booth, Ann, “Initial conditions and mirdous growth: Why is Southeast Asia Different
from Taiwan and South Korea?” Boutheast Asia’s Industrialisation: Industrial Roli Capabilities
and Sustainabilityed. Jomo, Kwame Sundaram (London, 2001), pp.30-58

20



Similar opinions can be found in Rodrik, Grossnar Norman, whose
research shows a very low Gini coefficient for imm and land distribution in
Taiwan. They explain that the phenomenon resultedn fthe insulation of the
government from local pressure grouiddn other words, the development policies
were implemented successfully without interferefroen any interest group, because
the KMT was able to reconstruct the society anchWwg authoritarianism maintain
both political and social stability. Given this Isil#ty, the Taiwanese government was
able to channel funds for investment, create a atakstem under state control and
guide Taiwanese enterprises to the world capitalistent’ Similar arguments can
be found in Hossain, Gregor, Chang and Zimmermah the investigation of the
World Bank in 1995?

The second division basically follows the idea tbé first division that
Taiwan’s type of political system made it easiemiplement the state’s development
policy. It focuses on the analysis of the polidmplemented by the strong state and
shows how these policies led to rapid economic groWade proposes the Governed
Market (GM) theory, which similarly holds that amthloritarian kind of state can
carry out more efficient policies for developmertie GM theory can apply to several
development policies, including land reform, fixagkicultural prices and the control
of FDI. Strong government leadership can be foumg o certain heavy industries,
which are capital intensive and related to naticeaurity.

Although the KMT was an authoritarian regime, tekations between it and
the enterprises do not fit into the GM theory. Téehnocrats, when making industrial
policies, did indeed consult with entrepreneursowbund how the government
would help them in their business. By this meahs, KMT government gained the
support of these capitalists and maintained palitand social stability. Moreover,
Wade’s analysis does not oppose all free marketsandlated market theories. His
analysis shows that Taiwan had free trade, a foeeedtic market, free labour market,
unregulated curb market and government supply ohay public goods; these fit

% Rodrik, Dani, Grossman, Gene and Norman Victogtti®g Interventions Right: How South Korea
and Taiwan Grew RichEconomic Policyvol.10, no.20 (1995), p.92.

%" Gold, T.,op.cit, p.22.

% Rahman, Fazlur A.Asian Tigers: Economic Success: Lessons for Baegta¢Dhaka, 2001);
Gregor, James, A., Chang, Maria Hsia and Zimmermadyew, B.,Ideology and Development: Sun
Yat-sen and the Economic History in Taiw@erkeley, 1981); World Bank Policy Research Report
The East Asian Miracle: Economic Growth and PuPBlaicy (Oxford, 1993).

21



into the free-market theoretical framework. In terwf the simulated-free-market
theory, the KMT government had strict regulations lmanking and, to enhance
industrial competitiveness, promoted other indakfpolicies, such as education and
R&D. He concludes that the story of Taiwan’'s ecormihevelopment cannot be
explained by a single principle; but it is worthting that what the Taiwanese
government had done for economic development wase rtitan the neoclassical
economists had describ&d.

The economic analyses of Rodrik, Grossman andniioagree that the role
of government was significant, but they find itardifferent field. According to their
research, export growth was not the engine for @aisvrapid economic growth, but
an investment boom which induced an economic bddray indicate that most of the
development policies for encouraging exports wéesady made in the 1950s and the
1960s, yet export growth did not occur until therQ®. They argue that growth in
Taiwan was ‘investment-led’; this required not onb suitable investment
environment for the government to create, but alsompediments to take-off, and
the provision of investment subsidies, administegjuidance and the use of public
enterprises. This finding indeed strengthens thevea@and productive role of the
government in Taiwan’s economic development. Initaild they agree that the
stable political and social conditions were sig@fit in supporting Taiwan’'s
economic developmerif

The neoclassical economists minimise the rolgamfernment in economic
development and the other strand of literatureceséd them for saying that the
establishment of institutions does not automatydathd to growth. Therefore, the role
of government began to appear significant in cngatincentives, controlling
institutions and guiding private sectors in the kear Whether and how far the
government interfered or governed the market, nvasters hardly specify the
relation of the state and the manufacturing SMEs, the way in which these
development policies or institutions assist thenftation of the private sectors, the
manufacturing SMEs in particular. The question theses, ‘was it these liberalised
institutions and policies (as the neoclassical enusts suggested) or the governed,
guiding and directing policies (as the second groafp writers argue) that
automatically or efficiently led to the rise ane ttlevelopment of SMES?’

% Wade, R.pp.cit, pp.26-29, pp.297-298.
0 Rodrik, D. Grossman, G. and Norman, &, cit, pp.53-107.
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2-2. The Role of the State and the Market on tlse Bnd the Development of the
SMEs

The neoclassical economists do not particuladigress the support of a free
market economy to the rise and the developmenh®fSMES in post-war Taiwan.
According to the theory, the market allows indiatkiparticipating and competing in
the market. The market allocates resources basamu the competition. In addition to
this, the government controlled the banking system supply the market with key
elements that facilitate private business. Thesmehts include government’'s
investment in GDP and education and the transfdatwdur. Particularly, the state
successfully transferred labour surplus from adiica to manufacturing industry;
this provided SMEs with sufficient labour forcesttwlower cost. In addition to this,
government’s contribution to education is also abgred significant in providing
SMEs with trained workers for manufacturing industin general, the neoclassical
economists suggest that a free market economy ad#quate supplies from the
government facilitated the prosperity of the mantifang SMEs in Taiwan.

Unlike the neoclassical economists, Wade and Amsahalyse how state
support for the manufacturing SMEs led to rapid akmgrowth in the 1970s and
1980s. Wade actually indicates that the manufagguBMEs usually complained that
the government did not help them, although the gowent paid attention to the
SMEs’ needs?' Field analyses how this ‘consultation’ actually rked. The
government used the commerce and industrial orgaoins to collect the necessary
information for further policy adjustment. Howevehe private sector had no
influence on the subsequent policy. In other wotks,relationship was hierarchical
and distant? Both Wade and Field explain this distance in teohsthnic problems
between the mainlanders, the local Taiwanese. Medewthis distance also created
more freedom for the SMEs to operate in the maidkeaddition, Wade argues that
government consultation and the support for theapei businesses, however slightly
could have enhanced the capitalist support foKidd regime.

Since the relations between the state and the sSé&e hierarchical and
distant, Wade’s analysis recognises that littlepsupwas supplied directly by the
state to private businesses, in particular manufexgg SMEs. Nevertheless, Wade,

*IWade, R.pp.cit, pp.297-305.

“2 Fields, Karl, “Strong states and business orgéinisa in Korea and Taiwan” iBusiness and the
State in Developing Countrieeds. Maxfield, Sylvia and Schneider, Ben Rodsafia, 1997), pp.122-
151.
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Amsden and Khan and Blankenburg all agree tha¢ stapport indirectly benefited
the development of SMEs. The government’s inteigantn the development of
certain large industries influenced the developmehtmanufacturing SMEs by
providing credit, technical assistance, raw malgriatermediated goods and a flow
of skilled labour from large firms to SMEs. Accandi to their research, the
government’s indirect support to the SMEs has teegmrate aspects.

In terms of technology, the state played an ingmtrrole in the technology
spin-off from the state-owned enterprises (SOES) lange enterprises (LES) to the
manufacturing SMEs. The technology spin-off incleitlee flow of managerial know-
how and skilled personnel to the SMEs. That isap $she SOEs and LEs provided
trained high-tech personnel for firms participatimg the market. Khan and
Blankenburg further analyse the impact of Taiwamslustrial policy on the
development of small-scale industries by its suppechnologies through the rent-
management strategy from the 1950s to the 1980s Jiumggests that the state
licensed and subsidised technologies to the prisat¢or. The success of the policy
was in accordance with both the education poliay #re separation of political and
business sectors within Taiwanese soclty.

The second aspect was to provide cheaper matemnahtermediate goods to
the downstream manufacturing SMEs. Amsden and Kdrgone that the Taiwanese
SOEs and LEs provided the SMEs with cheaper métesiad intermediate goods.
This was considered significant support for the afiacturing SMEs since it reduced
the transaction cost of importing materials fromoalol** The third aspect was related
to financial support. There are two different opims concerning this indirect aid. To
begin with, Cheng indicates that the KMT was caugion using finance as an
industrial policy to support the selected industridecause big capital might
challenge its authority. In other words, the KM dliot use a credit policy to shape
Taiwan’s industrial development. Instead, it favemirand supported other social
groups, such as manufacturing SMEs, to counterdéhelopment of big capita?.

3 Khan, Mushtag H. and Blankenburg, Stephanie “Toli®al Economy of Industrial Policy in Asia
and Latin America,” inIndustrial Policy and Development: The Political ddomy of Capabilities
Accumulationgds., Dosi, Giovanni, Cimoli, Mario and Stiglifigseph, (Oxford, 2009), p.352.

4 Amsden, Alice ‘Big business and urban congestioffaiwan: the origins of small enterprises and
regionally decentralised industry (respectivelWorld Developmentvol.19, no.9 (1991), pp.1121-
1135; Khan, M. and Blankenburg, $p.cit, p.352.

%> Cheng, Tunjen “Guarding the Commanding Heights: State as Banker in Taiwan,” tine Politics

of Finance in Developing Countrieeds., Haggard, Stephan and Lee, Chung H. andidd8ylvia
(Ithaca, 1993), pp.55-92.
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This argument implies that the state’s indirecafioial support for the SMEs resulted
from the political concern of the KMT to maintais political authority.

Still, the other group acknowledges that it wéBcdlt for the SMEs to gain
financial support from the state and the banks lezshere were so many SMEs. In
these circumstances, as indirect financial supfmo®@MEs the state provided credit
capital. Since it was difficult for the SMEs to see loans from the banks, the SOEs
and LEs played a significant part in providing gactedit, equipment and working
capital loans to the SMEs. This relationship wasisicant, since the SOEs and LEs
provided capital flows to support the SMEs in tHailsiness operatioff8 A similar
argument can be found from the investment-led thewhich brings out the
significance of investment subsidies, administetjuidance and the use of public
enterprises which indirectly provide credit and en@ls or intermediated goods to

support the development of private enterprisesSV&s.

2-3. Problems in the Existing Literature
There are five problems raised in the existingditare.

The first problem is related to the market whialas established and
maintained by the state. The supplies provided Hey dtate for the market's use
include investment, education and the transferabblir forces. Although these are
significant elements, it is not specified whethleis tmarket provided a source of
financial capital to found SMEs. Regarding thisusssthe neoclassical economists do
not specify whether the market established by thi svas able to provide necessary
and sufficient credit to the SMEs.

The second problem concerns the historical petsfgeon the relations of the
state and the society for the sake of economicldprmeent. The literature regards
Taiwanese society as the passive receiver undauthoritarian regime. In addition to
the historical legacy which forbade the rise of apitalist class and the lack of
connections between the KMT and the local soci€@gld also contends that the
culture of Taiwanese society more easily ‘accepteubralistic authoritarian state and
arrogant bureaucracy with a partner’s familiar @ndor the citizens’ day-to-day life
as normal*’. Booth assumes that there were no well-establidirehcial and

industrial organisations in post-war Taiwaneseegcand this reduced the chance of

6 Khan, M. and Blankenburg, Sip.cit.,p.352; Amsden, Agp.cit, pp.1121-1135.
*"Gold, T.,op.cit, p.125.
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pressure from the local interest groups. This tyderelationship helped the
development policies to be implemented.

However, concerning the attitudes towards thaa@ttarian regime, Gold does
not specify which part of Taiwanese culture morsilgaaccepted the authoritarian
state. Moreover, Lin’s research clearly indicatest there were well-organised local
businesses and industrial groups in Taiwan befoeecblonial period. During this
period, although the Japanese dominated the lartgrpeises, local industries and
commerce were operated by the local Taiwanese é&&mmmen. These groups even
dominated cross-strait investment and trade ane wensidered modern enterprises.
Evidence for this can be found from the tax recoofisthe Japanese colonial
government. The tax was mainly collected from cmstoor was indirect.
Furthermore, Japanese enterprise was less invdlvesimall and medium-sized
factories and was not influential in the productenmd sales departments in certain
industries®®

The literature considers that Taiwan lacked aitabgt class and that
Taiwanese society was the passive receiver of dhoatarian economic policy
because it ignores the history of Taiwanese sodietfipre the Japanese colonial
period. The lack of historical analysis thus netflesome significant social relations
and the development of the private business setitonther words, the existing
literature concerns only with the way in which 8tate stabilised the society so as to
allow economic development; it ignores the dynanata society which facilitated
and supported the rise and the development of Hrufacturing SMEs.

The third problem is related to the impact of whierests of the authoritarian
system on the formation of economic policy. GolopoB and Wade suggest that the
authoritarian system played a significant role iaiwlan’'s post-war economic
development. On the one hand, they indicate thataththoritarian system which
constructed the hierarchical and distant relatioogld avoid the problem of other
interest groups influencing its policies. On théesthand, the authoritarian system
controlled the resources, monopolised the markeétdaminated the institutions. The
exclusion of other interest groups and the corgxarted by the authoritarian system

facilitated the implementation of the policies ungevernment’s plans. This explains

“8 Lin, Man-houng, ‘Youguan rijishidai Taiwan jingfis de sizhong wuijie’,Taiwan: a Radical
Quarterly in Social Studies.23 (1996), pp.147-157.
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why and how the development policies could be imigleted successfully, leading to
rapid economic growth.

Although the authoritarian system did possessenmwer to control the
economy and plan for economic development, thetiagiditerature does not specify
the impact of the state’s interest on form of iesv&lopment policy. They do not
explain how the state’s interest influenced themiation of this policy and whether
the state’s interest was responsive to the needlseomanufacturing SMEs in their
operations, although Wade takes into account thatstate’s support to the SMEs
expected reciprocal support from théth. However, this argument disregards the
limited local elections in Taiwan before the mid808 and does not clarify how the
SME'’s support can be evaluated without generalresigdential elections in which
they could show it under a one-party political eyst

The fourth problem is related to the state’s recti support for the
manufacturing SMEs. Most researchers do not spesffich industries benefited
from the licensed technology spin-off from the stakhis spin-off mostly benefited
the high-tech manufacturing industries in the |4880s. However, the traditional
manufacturing SMEs did not necessarily benefihim $ame way. Shieh indicates that
most of the SME owners learned the skills from pgleees where they had originally
worked, not always SOEs or LEs. Moreover, his netealso describes how the SME
owners upgraded their own new technology througir tontractors’ network®. Al
this questions how far the government suppliedel®8IE owners with skills and
technology.

The analysis of Wade and Amsden indicates thatTdawanese SMEs had
difficulties in borrowing from the formal financialystem. Their analysis challenges
the neoclassical economists’ view that the marlstaldished by the state did not
provide enough sources of credit sources for th&E&MWade, Amsden and Rodric
suggest that the state provided important indifieeince support for them. However,
this ignores several aspects of the support andchtlestment subsidies. The research
does not specify whether the investment subsidess ¥ the manufacturing SMEs or

the large enterprises; or what kind of requiremewess made for the private

“9Wade, R.pp.cit, p.306.

* Shieh, Guoxiong, ‘Heishou bian taojia- Taiwan aaige zhong de jieji liudongTaiwan: a Radical
Quarterly in Social Studies/ol.2, no.2 (1989), pp.11-55; Shieh, Guoxiondiit§, tojia yu liyeji zhi

huohua: Taiwan xiaoxing zhizhao danwei chuangtujihui guichen’Taiwan: a Radical Quarterly in
Social Studiesvol.15 (1993), pp.93-129.
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enterprises to access this help. In the 1970s la@dL®80s, the contribution of the
SMEs to exports was higher than that of the langerprises. If the government’s
direct investment subsidies did not go specificadlyhe SMEs, it is difficult to argue
that it supported their development. The main gobis not the policy itself, but
rather the SMESs’ ability or eligibility to acces®etsupport.

Finally, there has been little analysis of therttfar development of
manufacturing SMEs after the late 1980s. The rebean Taiwanese economic
development by Wade and Amsden shifts the foctisegise and development of the
high-tech manufacturing enterprises. This rise dda®re strong evidence to their
state-led development model. However, in the |1&@0% several significant changes
occurred: the political transformation, the chaggiaconomic situation and the
opening of China’s markets. These factors signifiiga affected the further
development of the traditional manufacturing SMB#ich the existing literature
does not trace.

In sum, the existing literature ignores the histd legacy before the Japanese
colonial period, the dynamics of the society aralftirther development of the SMEs
after the late 1980s. These omissions overestith&tesupport by the state for the
SMEs and underestimate other dynamics which indtleedise of the manufacturing
SMEs and facilitated their business operationsrdfbee, the questions of the present
dissertation are based upon the argument of thelas=ical economists on the role of
the market and the argument of Wade and Amsdeheuditect and indirect support
of the government to the SMEs. How far did the readstablished by the state and
the support of its development policy effectivelgcifitate the rise and the
development of the manufacturing SMEs during thstpar period? How do the
political transformation, the changing economiaaiion after 1980 and China’s open
market after the late 1980s raise questions abbetrble of the state in the
development of the SMEs at this time? Finally, hdev historical similarity and
continuity account for the function of the sociaktitutions which supported and
facilitated business operation of the manufacturiByJEs in the changing

environment?
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2-4. Hypotheses
The state has a significant influence on the ergguirements of the market.

Although the state opened a market for the SMHs, rtrarket did not provide any
source of financial capital for the foundation dnginess operations of the SMEs.

The direct and indirect support of the statehi® SMEs was limited. This
being the case, it had limited influences on thehir development of the SMEs in
China after 1987.

The historical pattern opens a space for thetfomiog of social institutions
and identifies the transformation and the suppeer time of the social institution for
business operations within the changing instit@tionameworks. The transforming
social institutions, within the space created by fibrmal institutions, supported the
development of the manufacturing SMEs in the paat-period and after the late
1980s facilitated their work in China under the stomints of the Taiwanese

government by providing essential financial cafibalbusiness operation.
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Chapter 3. Theoretical Framework and Methodology
The existing literature focuses mainly on the digance of the market and

the state in the case of the SMES’ developmentweyer, the analysis of the state
and market ignores the state’s interest in the &bion of the development policies.
This leads to leaving out how far the manufacturBBIEs benefited from the
policies. Moreover, the role of Taiwanese societthis process is usually ignored or
it is considered a passive receiver. Some resdwstaddressed the role of society in
the development of the SMEs. Nevertheless, so@etpt independent of the market
and the state and it fails to trace through histany way of accounting for the
development and transformation of Taiwanese satsdikution. This leads to unclear
relations between the state, the market and thmlsostitutions and fails to show
how the social institutions provided support to §MEs.

The theoretical framework of this research fallitwo sections: the first
focuses on the relations of the state, the maskeial institutions and their impact on
economic activity. In order to clarify these redats, this section contains three main
theoretical frameworks: New Institutionalism Econosn (NIE), the sociological
institutional theory and the approach of the histdrlegacy, in order to create a
historical pattern which may clarify the dynamidstbe social institutions in the
formal institutional frameworks which facilitatethéh supported trade and business in
Taiwan. The historical pattern also shows the owitly, discontinuity, similarity (or
differences) and transformations of the socialtuison at different points.

The second section focuses on the impact of théigadlsystem and the
state’s interest on the formation of economic polid’he existing literature usually
agrees that the authoritarian system enhanced ttte’ss ability to implement
economic policies efficiently, without exploringetipower structure and the impact of
this structure on the economic policy as it formedhe three main theoretical
frameworks in this section are the political theerof Huntington and Wintrobe, the
economic voting theory and the theory of econonaittng in a transition economy.
The section first explores the structure of thehartarian system and how it
enhanced the state’s influences and control oreto@omy. Then it focuses on the
impact of the political transformation on the relas between the state and the
society and on the formation of economic policync® the theoretical framework in
this section pays less attention to the histotegédcy, the analysis of these theoretical

frameworks is integrated into the historical patter
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The methodology section integrates the theorieewad in the two sections
and is concentrates on three periods: the histquad#ern of 1522-1945, the post-war
period 1950-1980 and the further development afterdate 1980s. In each of these,
the state’s interest, the impact of the state’sredt on the formation of the policies
and the market, the impact of the state and thé&ehamn the function of the social
institutions and the support of the social insiig for the SMEs (or business groups
before 1950) under these formal institutions idyeseal.

3-1. The State, the SMEs and the Social institgtion
The NIE approach extends the analysis of the ratichoices framework

based upon the neoclassical approach. It empisagiezeproblems of asymmetrical
information and transaction costs which this apghomnores. Coase indicated the
critical role of institutional frameworks and tragesion cost in economic activity.

According to him, the existence of firms, organiaas or institutions can be used as
an effective way of minimizing transaction cosfsThat is, an institution can be

regarded as a rational entity which is designedatulitate and regulate business
transactions in order to maximize profits.

Williamson indeed assumes that the relations ofdiand markets are more
complicated than even Coase stated. Williamsoncatds that the framework of
organizational failures derives from their boundedtionality, uncertainty,
asymmetrical information and opportunism; integnatiand cooperation between
firms emerged as a consequence. In these circucestamelationships between
specific suppliers and demanders are thus constfuantd became significant. These
relationships constitute special social networkkjctv are characterised by cultural
norms and values and these to a certain degre@@nkbrast and minimise transaction
risks 2

North, expanding the analyses of Coase and Willlemsefines institutions
as controlling the rules of a game which is usedeuce uncertainty and lower
transaction costs. According to him, there are fdrtypes of constraint (such as laws
and regulations) and informal types (such as nantsconventions), both of which

are components of institutions. In his opinion,sthéwo types are interlocked and

*1 Coase, Ronald H., ‘The Nature of the Firlsonomicavol. 4 (1937), pp.386-405.
*2Wwilliamson, Oliver E.Markets and Hierarchies: Analysis and Antitrust liogtions, (New York,
1975).
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delaminated and in them “the effectiveness of exdment shapes the whole character
of the game™. In some circumstances, such as “high informatiosts, the absence
of effective government, limited numbers of goodsl dimited trades, limited food
preservation®, the informal rules which are constructed by Sonitworks may
stabilise transactions. Consequently, informal itabns can be considered as
“extensions, elaborations and modifications of fafnules™.

Sociologists have pointed out, however, that instihs as described by the
NIE alone could not facilitate economic transactionThe sociologists analyse the
dynamics of the informal institutions mentioned Kygrth at a deeper level. They
argue that economic activity is socially constrdcéad is significantly influenced by
culture. Weber and Polanyi believed that institasicand economic activity were
deeply influenced by social and cultural norms, csinprevious economic
arrangements were embedded in social relationsthehdamilial, kinship, social,
religious or other interactions and obligations.efidiore, the rules of reciprocity,
redistribution and communal obligation replaced efpehdent market functions.
However, Polanyi, in contrast to Weber, held a aogitive attitude to the function
of social relations: in his view, this substituter imperfect institutions helped a
society function well. But he assumed that theadawtworks would fade away with
the emergence of capitalist sociély.

The social economists believe that institutions acdnomic activity used to
be formed by inherited rules, beliefs and normsemhs the new institutions are
characterized by inherited cultural norms. Granteveillustrated the “problems of
embeddednes¥” According to him, the economic relations betwestividuals and
firms are embedded in social networks instead of am idealised market.
Furthermore, these social networks also generatergksed morality, which may be

the self-enforcing mechanism in economic activiamely, these networks of

3 North, Douglass C.|nstitutions, Institutional Change and Economic f@emance (Cambridge,
1990), p.4.

**|bid., pp.38-39.

%5 bid., p.40.

% polanyi, Karl, Great Transformation(Boston, 1957); Weber, MaxThe Sociology of Religion
translated by Ephraim Fischoff from the German (Men, 1965); Weber, MaxZonfucianism and
Taoism abridged by Morishima, Michino.; translated byriter, Janet (London, 1984).

>’ The term “embeddedness” can refer here to econbetiaviour which is always located in networks
of concrete relations. The theory of embeddednsesssed to “designate how economic action,
outcomes and institutions are affected by the a&cpmrsonal relations”. Granovetter, Mark, ‘Economi
Action and Social Structure: the Problem of Embelhéss’,American Journal of Sociologyol.91
(1985), p.481.
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personal social relations discourage malfeasarne@pl® make their decisions on the
basis of past interactions with other individuatsl @ontinue to deal with those whom
they trust® Consequently, Greif asserts that any enforcemmstitition “is a function
of social, cultural and political factors” Neither legal enforcement, nor trust or
reputation alone can facilitate transactions.

Geertz, in agreement with Greif, stresses thastipport of modern economic
development (in the developing or underdevelopaght@es in particular) requires
responsive cooperation from the local culture. Tais foster the process of economic
development from two standpoints: (1) social valuesild enhance the decency of
making a profit; and (2) local cultures could syppl specialized ethical code for
economic activities, such as integrating commoditypduction and marketing
strategies. These two points are not only connegtdgdsocial and cultural norms, but

also are essential conditions for economic devetayirim the developing countrie¥.

3-2. The Role of Social Institutions in East Adtarst-War Economic Development
Although the NIE and the social economists agraéc¢hblture and social rules

facilitate economic activity, their research does$ specify the types of culture and
social rule that would tend to facilitate transawst and reduce uncertainty. Max
Weber’s theory severely criticizes the reliance #redfunction of kinship networks in
China, for instance, and imputes the backwardnégbeo Chinese economy to its
culture, its kinship networks in particular. Nevetess, Weber's views were
substantially challenged by the emergence of dapitain the East Asian tiger
economies during the 1980s; their rapid economievtr contradicted his theory of
cultural barriers in Chinese societies. Polanyrguanent that social networks would
fade away with the rise of capitalist society atame into question. Some argued that
during the 1980s the key element of the succesShihese entrepreneurs in East
Asian countries such as Taiwan, Hong Kong and Piogawas constructed on the
basis of the Chinese family and Confucian ethidgifTsuccess provoked an interest
in analysing the influence of Chinese culture awdiad networks on economic

development in these Chinese-based societies.

%8 |bid., pp.481-493.

9 Greif, Avner, Institutions and the Path to the Modern Economyssoms from Medieval Trade
(Cambridge, 2006), p.239.

0 Geertz, Clifford, “The Integrative Revolution: Fwrdial Sentiments and Civil Politics,” i®ld
Societies and New states: the Quest for Modernitsia and Africaed. Geertz, Clifford (New York,
1963), p.138.
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The cultural approach focuses on the use of soca&Works and the
understanding of a Chinese-based social systens. @planation is similar to the
approach of the social economists who view the eton system as a social order.
The cultural approach highlighted the significarafethe social order and shared
values in Chinese business practice and strudiue argues thathe Chinese social
networks involve “the cultivation of personal relationshipsetworks of mutual
dependence and the manufacturing of obligationiasebtedness®. In other words,
social networks are “a form of social capital whirieates economic valu&&”From
the perspective of such writers, social networkseanbedded in economic activities;
they describe “the Chinese as deliberately andesfi@lly manufacturing social
relations for the purpose of economic gafisTherefore, among the crucial functions
of social networks, recalling North’s views on infaal institutions, are overcoming
uncertainty and facilitating business transactfns.

The book edited by Chang et al. analyses TaiwangHkong and China from
a socio-cultural standpoifit. They indicate that economic institutions are aiscially
constructed. In their opinion, interests play aisige role in economic activity; thus
economic activity is also a social activity. Irhet words, pursuing interests and
allocating resources rationally are inseparablenftbe pursuit of power, status and
social identity. Furthermore, economic activityesibedded in interpersonal social
networks in three areas. Economic transactionallystake place between connected
individuals or groups; therefore, economic activitysually represents the
characteristics of social networks. Hence, in thosk, they collect research papers
concerning family networks, personal networks aralg networks from these three
countries; each story and analysis of social ndtsvoeflects a similar use of social
networks in the business activities of the threeied®s. The analyses of Chinese
social networks are composed of culture, languageaa understanding of the way in
which their society works. The literature shows thieilarity of the societies:

Chinese, Taiwanese and Hong Kong people operatedsses based upon similar

®! Luo, YadongGuanxi and BusinegSingapore, 2000), p.4.

®2bid., p.41.

83 Keister, Lisa A, “Guanxi in Business Groups: Sb@i@s and the Formation of Economic Relations”
in Social Connections in China: Institutions, Cultuased the Changing Nature of Guandds.
Thomas, Gold, Guthrie, Doug and Wank, David (Caddwj 2002), p.79.

6 Zhu Yenhua, “Xianggang jiazu giye: xiankuang yargjin,” in Jingji yu shehui: Liangan sandi
shehui wenhua di fenshids. Zhang, Weian and Zhu, Yenhua (Taiwan, 2qg1Y,5-86.

% Zhang, Weian and Zhu, Yenhua, edkngji yu shehui: liangan sandi shehui wenhua disfei
(Taiwan, 2001).
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social orders. Although the cultural approach ysed how social networks operate
and facilitate business transactions in Chineseascieties, it focuses only on the
relations between social networks and the mark#tout considering the relations
between the state, the market and the social nkeswor

The sociological institutional theory, founded mygiby the three scholars,
Orru, Biggart and Hamilton, seeks to explain theneenic success of some East
Asian countries by analysing the relations betwé&eir economic, cultural and social
structures’® Based upon the theoretical framework of Granovedred the socio-
economists, social institutionalism explains hovgtessia succeeded by analysing the
dynamics of social networks which are embeddedéndsociety. They highlight the
point that, although the governments establishedtfonal institutions for economic
activity, rapid economic growth required coopenativom society, namely, the
dynamics of social networks. This idea extends @hngument of the NIE that
institutions reduce transaction costs and faaditaisiness operations. The difference
is that, in addition to firms, organisations andvgmment institutions, social
institutionalism highlights the dynamics and funoing of social networks in the
economic development of these countries. Influenbgd North’s view of the
functions of formal and informal institutions, salcinstitutionalism further explores
the dynamics of social networks and the relaticetsvben state and society.

Vogel and Oshima clarify the significance of gowaeenmt policy and show
how the Confucian ethics and system combined wigsé policies to lead to rapid
economic growti’ Redding argues that business groups behave differeecause
culture matters. Economic culture based upon Caafiigm has influenced the
structure and the behaviour of Chinese businessgpgroln his analysis, he elucidates
the impulses and constraints of the Chinese ecanoutiiure which provided stability
for Chinese economic lif€® Evans further argues that the relations of governtrand

social capital can be understood as a ‘state-gosigtergy’. The synergy relations

% Biggart, Nicole W., Hamilton, Gary G., Orru, Marcbhe Economic Organisation of East Asian
Capitalism(London, 1997), p. 15, pp.20-26.

7 Oshima, HarryStrategic process in Monsoon: Asia’s Economic Dmwelent(Baltimore, 1993);
Vogel, Ezra,The Four Little Dragons: the Spread of Industriatien in East AsigCambridge, Mass,
1991).

% Redding, Gordon SThe Spirit of Chinese CapitalistNew York, 1993).

35



include complementarity and embeddedness. The gment establishes functional
institutions in order to mobilise cooperation frewocial capitaf®

Similar ideas of ‘state-society synergy’ may berfdun the work of Hamilton,
who indicates that, during the Taiwanese developrpercess, the government did
not directly support the SMEs. The evidence showa ho specific government
policies arose in support of SMEs. His researchdfithat the government provided
them with infrastructure; the dynamics which supgdrthe business operations of
these SMEs lay in the functioning of the sociahtiehships’’ Unlike general cultural
explanations or references to Confucian ethics, il@am indicates that social
networks are the key to supporting economic devetoy in East Asia. As he further
argues, ‘how Asian economies actually develop artbpm depends on the dynamics
and effectiveness of the inter-firms networks thelwes, rather than on the
encouraging actions of government or on the erdgregurial efforts of acquisitive
individuals™".

The strong relational structure constructs a sdighied subcontracting
system which is composed of numerous manufacturBigEs. Within the
subcontracting system, the SMEs often rely on tkeuial networks for obtaining
supplies with guaranteed quality and quantity; ragee, their social networks also
play a principal role in expanding their client éasMost importantly, the
subcontracting system has developed special canpe@d coordination networks:
contractor networks, satellite plants and marketsigategies. The cooperation
between factories and these contractors and sateliants is a form of horizontal
integration which is based on social connectionshsas kinship, friendship or trade
unions’?

Similar views can be found in Skoggard. He arguest,talthough the
government policy is the visible hand in the markie¢ dynamics in Taiwan for the

development and growth of a labour-intensive expuattistry lie in the local realr?.

% Evans, Peter B., “Development Strategies across Rhblic-Private Divide,” inState-society
Synergy: Government and Social Capital in Develagesl., Evans, Peter (Berkeley, 1996), pp.1-10.
OHamilton, Garry G.Commerce and Capitalism in Chinese Socigliesdon, 2006).

" Hamilton, Gary G., “The Theoretical SignificanceAsian Business Networks,” iAsian Business
Networks ed. Hamilton, Gary QNew York, 1996), p.284.

"Chen, Jieying “Jiazu giye yu Taiwan jinyan,” in diinyu shehui: Liangan sandi shehui wenhua di
fenxi, eds. Zhang, Weian and Zhu, Yenhua (Taiw@0.12, pp.37-50; Castells, Manu&he Rise of the
Networks SocietyCambridge, MA, 2000), pp.163-215.

3 Skoggard, lan SThe Indigenous Dynamic in Taiwan’s Post-War Develept: The Religion and
Historical Roots of Entrepreneursh{pondon, 1996).
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The local realm he refers to is based upon Philyand’s concept of ‘the third
realm’.” The third realm is ‘the realm between local saqciand government,
including local elites, low-level government offats, [and] merchants who cooperate
and get the work don€. Unlike Hamilton, who highlights the significanoé social
networks between firms and organisations, Skoggatednds the social networks to
the third realm which created the social dynamarsridustrial development. Several
works using the framework of social economics awodiad institutional theory
confirm the strength and function of social netvgoitk promoting Taiwan’s economic
success® This research indicates the foundation of Taiwarsscial networks, its
origins, norms and rules and the way in which thestevorks facilitated and built up
a subcontracting system for SME business operatdmnesh led to economic growth

in Taiwan.

3-3. Institutional Changes and Culture in Histodi€ontexts
It is also worth noting that Biggart, Hamilton a®dru indicate that, although

Confucianism plays a significant role in East Assotieties (mainly in the three
countries which are the subject of their analySisuth Korea, Japan and Taiwan),
there are many different factors in culture thamtdbute to the structure of social
networks. Therefore, Hamilton and Feenstra comrieaitthe social networks vary
even in similar societies with similar cultural kgoounds and government-
development policies. Their theory is applied te tases of Taiwan and South Korea,

the two most successful instances of economic dpwetnt in the post war period.

The differences in the market hierarchies of thesecountries were affected
by history and geography. Moreover, these histbremad geographical factors
influenced the network structures within the markeierarchies.”” Another
comparison can be found in the banking structurelanvan and in Japan. The
analysis shows that although the two societies cr@racterised by capitalism,
Confucianism and strong family networks in businesBerences in the inheritance

systems have led to different types of businesgire. In Japan, this difference has

" Huang, Philip C. C., ‘Public Sphere and Civil Sagiin China: the Third Realm between State and
Society’,Modern Chinavol.19, no.2 (1993) , pp. 107-240.

5 Skoggard, 1.pp.cit, p.5.

8 Redding, Gordon, Nish, lan, Ng, Sekhong, edork and Society: Labour and Human Resources in
East AsialHong Kong,1996).

"Hamilton, Gary, G. and Feenstra, Robert, Elmergent Economies, Divergent Pa{@ambridge,
1997), pp.55-95.
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meant that capital domination has been concentiatéte same families, explaining
its Keiretsu and Zaibatsu (large corporation) systeBut in Taiwan, capital was
distributed to male members of the family. Thiplexs the small and medium sized
enterprises in the Taiwanese econdfhy.

The same cultural factors are also applied to éexplae structure of the
business networks of Taiwanese SMEs. The analisissthat the satellite assembly
systems of Taiwanese SMEs are founded on diffesectal relations, including
kinship and friendship. These social relations hemestructed social networks based
upon the norms and order which promote the mutwdiHveing of all the members.
9 A similar comparison can be found in Olsen. Himparison of the business value
systems in Taipei and in Java shows that similluevaystems based upon Chinese
immigrant societies are nonetheless varied bectneseare influenced by different
political and economic institutior?S.

The comparisons above show the significance obhjisand the changes of
political and economic institutions which led teetbhanges in the social networks.
North’s model of path dependence clarifies the @ssavith which institutions change
over time. The model assumes that the growing eémite of economic change induces
institutional changes, motivating the need for newangements for easing
transactions and lowering risk; these new arrangésni@clude modifying property
rights, contractual agreements and enforcementaggus. Then, during the process,
people became aware of their changing environmedttlais activates their reaction
to the changes. The ideology and recognition whidluence people’s reactions
interact with morality or cultural valués.

In addition, institutional change is a circulat@iyd inherited system: the first
round of change is formed by a model of institudlonhange (such as economic
reform) and the respondent organizations (sucmtesises). The second round of
change will in turn be confined to the first roumbdel, due to the fact that the
knowledge and skills of the subjective model widl Aaccumulated and modified in

8 Biggar, Nicole W. and Hamilton Gary G., “On thaits of Firm-Based Theory to Explain Business
Networks,” in The Economic Organization of East Asian Capitaligms., Hamilton, Gary G., Orru,
Marco, Biggart, Nicole W. (London,1997), p.33-58.

Biggar, Nicole W., “Explaining Asian Economic Orgaation: Toward a Weberian Institutional
Perspective,” infThe Economic Organization of East Asian Capitalisas. Hamilton, Gary G., Orru,
Marco, Biggart, Nicole W. (London, 1997), pp.3-32.

8 Qlsen, Stephen M., “The Inculcation of Economiduéa in Taipei Business Families,” itonomic
organisation in Chinese Sociesd. Willmott, William E., (Stanford, 1972), pp62-295.

8 North, D.,op.cit, pp.34-58, pp.78-89.

38



response to the changing environment. Therefoeerdlationship of institutions and
organizations generates the locked-in impact. Tath dependence model points out
the inherited institutional changes and peopleatien to the changing environment.

Based upon the model of path dependence, the smatiutional theory
further elaborates the significance of embeddedaadspath dependence combined,
in shaping economic and social structures. It erplavhy the differing development
of social networks in East Asia (more specifically,Japan, South Korea and Taiwan)
lay in historical contingencies and path dependengecording to the path
dependence model, the changes of history are thernek impact from which
different political and economic institutions werenstructed. The social structure is
affected by the external conditions. Under the mveleimpact, the social structure
creates an economic system based upon early eféinit the social structure. The
embeddedness here is similar to North’s idea opleeo reaction to the changing
institutions based upon social values. Hamilton aReenstra indicate that
embeddedness does not have a specific featureadhst has ‘provided direction to
trajectories of economic developmént’

Jones more conceptually explored the interactiomstitutional change and
cultural adaptation. According to him, cultural girees are constructed on the needs
of people in accordance with the living environmevbreover, he assumes that the
evolution of culture will be stimulated by the nefrces which influence
environmental change, such as competitiveness er atrailability of access to
information.® In other words, the cultural heritage is adaptethe changing system
and substitutes for the shortcomings of newly-buidirket economies. By integrating
these theoretical models, it is possible to corelindt every society develops its own
unique social institutions although some socidteg similar cultural values.

The cultural adaptation and the character of emddulelss can also be
explained by the characteristics of Confucianism.im his many works reveals the
transformation of traditional Confucianism to Neorfucianism which is correlated
with the economic emergence of the East Asian cmstAlthough Confucianism is

closely connected to Chinese culture, it has nobagd been the whole or the only

8 Hamilton, G. and Feenstra, Rp.cit, p.86.
8 Jones, Eric L.Cultures Merging: a Historical and Economic Critigwf Culture(Princeton, 2006),
pp.47-63, pp.81-83.
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focus of this culture. Tu emphasizes that cultwesrganization is not sealed, but
diversified and open.

For example, Chinese culture is by tradition fouhde®n three
systems—Daoism, Buddhism and Confucianism. These never dat®i one another,
and other systems of belief were widespread in &Hor example, Catholicism in the
17" century and Islam in the $2entury. Furthermore, he argues that Chinesereultu
is ‘dialog China’. A basic value of dialogue is@mnce which is also the core virtue
of Confucianism. Confucianism, instead of dogmatisnghlights the value of “ru
shi” (statecraft), as the significance of govermgrparticipating in society and paying
attention to culture. That is, there is no sindssic tenet of Confucianism that can
be taken as absolutely authoritative and withougstion®* This ‘dialog’ notion
reverberates to the concept of ‘embeddedness’ wdoels has no specific feature and
also to Jones’ idea of cultural adaptation.

Although the embeddedness approach and path dependeaw attention to
the significance of history in bringing changes itstitutions and causing the
evolution of culture in the changing environmemtyfworks in the existing literature
have traced the historical continuity in institu@ changes and cultural or social
transformation. Kuznets, however, in fsst-war Economic Growttpoints out the
significance of the historical heritage in post-waronomic developmerit He
explains that the historical heritage which creatédterent political and economic
institutions affected the pace of development ifiedent countries. The historical
heritage includes both external and internal factehich affected the course of
Taiwan’s development.

The external factors are the hegemonies and thenagvorld trade systems
which these hegemonies dominated at different tinhlEsve traces the impact of
external hegemonies on Taiwan’s long-term econode¢elopment. The analysis
includes the impact of different hegemonies on Baiirom that of Imperial China in
the 17" century, the Japanese colonial power in the e20fycentury and the US
hegemony in the post-war period. He argues thaausec of the small scale of the
Taiwanese economy, these external hegemonies hadiffulty in influencing

Taiwan’s development. In addition to the hegemarties regional or global system

8 Tu, Weiming, “Wenhua rentong yu ruxue chuang xiGfioxue rentian, Zhongguo renmin daxue
,2007, _http://big5.china.com.cn/culture/txt/2007ZBIcontent_7699636.htm. (accessed 13 February
2010).

8 Kuznets,SimonPost-war Economic GrowtfCambridge, Mass, 1964).
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which these hegemonies dominated and how and wdyy‘thvited’ Taiwan into the
system are also importafit.

A similar idea of the influences of these hegemewoie Taiwanese trade in the
17" century can be found in Hamashita and Cao. Harastgues that the East
Asian trade system was the tributary system fourmtethe market system; it had its
internal order, which ‘constituted a network ofbtrie trade of a multilateral type,
absorbing commodities from outside of the netwdtksFor centuries, the Sino-
centric system followed its internal order in thesuit of trade.Cao further indicates
that the emergence of Taiwan in the tributary tragstem in the 17 century was
related to foreign disturbance of the tribute tradger®®

The hegemony of the Japanese Empire in the ldtecédtury and the early
20" century had considerable impact on the developreénfaiwan’'s economy.
Sugihara analyses the intra-Asia trade and impemabetween 1860 and 1938. The
analysis indicates that the role of Taiwan, aspadase colony, was to provide cheap
food and raw materials for the development of Japkour-intensive industry. At
the same time, Japan created the market in Taiywastablishing new institutions for
its industrial exports. The needs of Japanese iriduslevelopment also created
technological transfers from Japan to Taiwan. Tdigepn and the technology transfer,
for Sugihara, can be found from rice cultivatior @ne sugar industr3’.

The historical heritage of Japanese colonisation Taawan’'s modern
development manifests itself in several ways. Ktzng&rgues that the primary
foundation for Taiwan’s modern economic successihethe historical legacy which
enabled Taiwanese society to adopt new technoMinen society accepted the new
technology, it in turn would further change aspeeotssocial structure, such as
industrialisation and urbanisation. Howe explores tole of the Japanese colonial
government in establishing a modern society in &aiwlhe establishment included
the colonial government system, the public finasystem, the sugar and rice
industries, development of the private sector amprovement of education. It is also

% Howe, Christopher, ‘Taiwan in the 2@entury: model or victim? Development problems ismall
Asian economy’The China Quarterlyno. 165(2001), pp.37-60.

87 Hamashita, Takeshijndai zhongguo de guoiji giji: chaogong maoyi §ixi jindai yazhou jingjiquan
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8 Cao, YongheTaiwan zouqi lishi yanjiTaipei, 1979).
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worth noting that the colonial government put inqd the necessary infrastructure for
the development of the private business se€tiir other words, the Japanese colonial
government led Taiwanese modernisation before tMT KJovernment came to
Taiwan. Howe’s analysis shows that the modernisgpimcess in Taiwan began in
the colonial period.

In the post-war period, the hegemony which affethedrise of the Taiwanese
economy was the US. Later, the global system daeuhay the US significantly
affected Taiwanese economic development. Based timoworld system approach,
the rise of Taiwan in the post-war period begarhwiti$ participation in the world
capitalist system in the 19608 This participation was invited in particular byethlS
and Japan, of the core countries. In the worldtabgl system, Taiwan is on the semi-
periphery. Since it is a small-scale economy an@séeavily on trade, the core
countries by bringing it into the system could @pits cheap labour. From the
perspective of the world system, the Taiwanesdipaliand economic structure had
to change in order for it to join the system.

The external factor highlights the significandehegemonies and the systems
which they dominate. The hegemonies and the systeens significant factors in
inducing the rise and the decline of the Taiwarmeaeket. In addition, internal factor
also affected the internal institutional changesctitonnected the Taiwanese market
with the hegemonies and their subject systems.elimtarnal factors are the political
powers in charge of Taiwan and the institutionsaltthey set up to connect Taiwan
with the hegemonic systems.

The hegemonies, the systems under them, the abliggimes in Taiwan and
the institutions which they established togethexated the historical heritage for
Taiwan’s post-war economic development. Howe\vre Historical heritage approach
mainly focuses on political and economic institnso Although Kuznets and Howe
set the scene for social changes and people’s adaptto new technology, the
approach still lacked the significant factor whieilitated trade and accommodated
to the changing political and economic institutionBis analysis of historical heritage
misses the fact that it was the heritage and toamsftion of social institutions that

facilitated trade and business in Taiwan’s econdmstory.

% Howe, C.,0p.cit, pp.43-45.

1 For further details regarding the world systemrapph, see Wallerstein, Immanuel Mistorical
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3-4. Political Transformation and Its Impact on fheade and Investment Policy
The existing literature indicates that the authaan system was significant in

Taiwan’s economic development because it made that only limited interest
groups were able to influence the making of thacpolThis allowed the KMT to
implement the development policies successfullyth&t same time, the authoritarian
system also implies that the state was able to palis® the sources for development.
It was able to allocate sources, control the fieasygstem, protect the SOEs and LEs
in the domestic market and manage the export marmtever, there was significant
political reform and political movement in Taiwarnoifn the late 1980s. As the
existing literature argues, the authoritarian gystevas important in post-war
economic development; the changes in Taiwan’s ipalitsystem would have been
likely to influence the formation of economic pgliand state-society relations after
the late 1980s.

There are three types of authoritarian regime: margy systems, military
regimes and personal dictatorships. Taiwan befagel©90s was usually classified as
a one-party system. Huntington calls the origironé-party systems as ‘the product
of the efforts of a political elite to organise atodiegitimate rule by one social force
over another in a bifurcated society’ The bifurcation may be between social-
economic groups or between racial, religious omiettones. Within a one-party
system, only the chosen groups are allowed to pakein politics; other groups are
excluded from political action. In this way, theoslen groups monopolise political
power (as well as economic power) in a sociéttuntington in his later bookihe
Third Wave: Democratization in the Late Twentiethntiry, placed Taiwan in the
category of Leninist party states. States in thiegory are characterised by a strong
and complicated relationship between them and dhag parties, in particular in
terms of physical and financial asséfs.

Close connections between party and state canrtieeflelaborated from the
totalitarian syndrome. Friedrich and Brzezinskiigeftotalitarianism as a syndrome
consisting of six interrelated characteristics: iagle party typically led by one

individual, a secret police force, the monopolynass communications, monopoly of

92 Huntington, Samuel P., “Social and Institutiongin@mics of One-Party Systems,” Authoritarian
Politics in Modern Society: the Dynamics of Estsiiid One-Party Systems, eds. Huntington, Samuel
P. and Moore Clement HNew York, 1970), p.11.
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armaments, and state control of the econdmBefore 1990, the KMT regime, even
though its political ideology clearly indicates deeracy, was indeed totalitarian: the
KMT was the only political party (before 1987) anés led by the Chiang family
(Chiang Kai-shek and Chiang Ching-Kuo); it had Tre@wan Garrison Command (a
secret police security organisation); all the massmmunication was run by the
government (namely the KMT); the armaments were KNMT armaments from
China; and the economy was controlled and plangatdKMT government.

Some Taiwanese scholars, basing their work uporinbery of the Leninist
party states and the theory of the totalitariandsyme, further analyse the KMT and
argue that the KMT regime in Taiwan (more specificahis regime from 1949 to
1988), was ‘Party-State Capitalism’. Chen Analysing the KMT Party-State
Capitalismshows how the KMT built up a party-state instuatiin Taiwan; it not
only monopolised political power, but also estdi#d the KMT business empire
which dominated the Taiwanese economy and made fangfits for the party® This
party-state capitalism monopolised economic powehe country by controlling not
only the SOEs but also the LEs which were ownedheyKMT (or those owned by
the KMT’s subsidiary companies). The SOEs and LBsidated the sources and
materials for economic development; the financeesygswas also under the strict
control of the party-state. This authoritarianisnd dhe party-state capitalist system
formed the basis for a strong state to influeneeféihmation and the transformation of
the Taiwanese economy. Before the late 1980s galipower of the KMT was
supported by its monopolisation of economic power.

How an authoritarian system is transformed intoemakratic system has
always been an important question in political scge In the late 1980s, political
reform gradually began in Taiwan. Huntington anedythe transformation process by
comparing different countries. He points out thngees of democratic transformation:
transition through transformation, transition thgbureplacement and transition
through transplacement. Huntington categorises dialisv democratic process as
transition through a transformation in which thenderatic transformation was led by

the elites and intellectuals in powér.
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A number of factors affected the political transhation from
authoritarianism to democracy. Huntington analysegeral significant factors that
tend to affect the transformation in most countries the third wave of
democratisation. The most significant factor isremoic development and growth.
According to the analysis, an increase in wealthcasrelated with democratic
transformation. The increase in wealth improvesstia@dard of education and fosters
the popular understanding of a civil society and tise of a middle class. What is
more important is that most countries, in ordebdost economic growth, then adopt
a more open policy for trade, investment, technplivgnsfer and tourism. The open
policy has different impacts on different societiesencouraging the formation of a
civil society?®

A similar argument can be found from the analydisTaiwanese scholars.
They point out that rapid economic growth in the8a® promoted Taiwan’s
democratic transformation. In addition to econondievelopment, the changing
international relations and the changing crosststetations had considerable impact
on the political reform in the 1980s because of $pecial political situation of
Taiwan?®

However, the analysis of patterns of political sfmmmation takes no account
of the impact of the struggle in the process oitjgal transformation between interest
groups and dictators (or leaders in the one-paysgem). Wintrobe explores how
dictators monopolise political power. This referemay also be applied to Chiang
Kai-Shek in Taiwan® Wintrobe comments that although dictators may have
monopoly of political power, their policies are strained by other actors, such as
bureaucrats/administrators, the military and suppoppposition from their subjects.
These actors can be considered to form differetierest groups, each with its own
interests. These benefited from receiving a monopalilege or other rent from a
political party and therefore immediately have someason to believe that the
political party will look after its interests in eéhfuture. Because rents can be

% Huntington, Sop.cit.,1991, pp.66-68.

% Ge, Yongguang “Chiang Ching kuo de zhuanxinglindBaiwan minzhu de tuishou,” i€hiang
ching guo xiansheng yu Taiwan mingzhu fazlegh Ge, Yongguang (Taipei, 2008), pp.18-19.
1%Wwintrobe, RonaldThe Political Economy of Dictatorshigtambridge, 1998), p.4.
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withdrawn in the future, politicians justify thelrelief that the favoured group will
provide the politicians with loyal support in retdf*

Wintrobe argues that a dictator does not own tgere and does not have an
inalienable right to transfer pow&F Thus, some challenges may appear during the
process of power transformation. These interesuggomay organise together to
oppose dictators. It is this collective action peob in dictatorship that Wintrobe
addressed. The best solution to prevent the coléeattion of the interest groups is to

keep the groups numerous and unorgani$eéd.

3-5. The Impact of the Changing Political System
According to Huntington and Wintrobe, a one-pastgtem or an authoritarian

system is one of five kinds: personalistic actasach as dictators and political
leaders), traditional actors (the church or the amcmy), bureaucratic actors
(administration, the police and the military), pementary actors and functional
social-economic group®* As noted above, the authoritarian or one-partyesta
usually excludes other social groups from takingt pra politics; only the chosen
groups are allowed to do so.

Political transformation has different impacts aisty in different fields?®
One of the significant differences is elections. the authoritarian system, there are
no elections and only the chosen groups wield ipalit power. Democratic
transformation raises the significance of electitmamselves, as well as including
other social groups as participants in politics.éWlthe ‘not-chosen’ groups acquire
political power through elections, the politicalldo@ce in a society changes. Before
the political transformation, dictators, adminigira officials and members of
parliament monopolised political power. After thansformation and open elections,
the political power which they used to monopols&eakened.

Huntington describes the relations between autr@aitism, democracy and
elections: ‘elections are not only the life of demaxy; they are also the death of
dictatorship*®. In addition to the decline of dictatorship ane tise of democracy,

what is more important in the rise-decline transfation process is that the
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monopolised political power should be shared byeotsocial-economic groups in
society. In other words, political transformatioot only changes the political system
and society, but also re-distributes power in dgcie

The significance of the re-distribution of politiggower in society lies in both
political and economic issues. In the past, batilitipal and economic issues were
dominated by a single political party and thereftre party always considered its
own interests first. The considerations included o maintain their power and how
to distribute benefits equally to the chosen growdser a political transformation,
there is no longer a one-party system in sociedyppetition and challenges by other
political parties emerge. Under the new challendhs, political parties need to
consider the interests of different social-econograups if they want to win the next

election and remain in power.

3-6. The Impact of the Changing Political SystenthenTrade and Investment Policy
The relations of trade and politics have alwaysteelassic issue of political

economy. Hocking and McGuire remark that the probbf trade cannot be ascribed
to any single factor that affects the adaptatiotrade policy. The adaptation of trade
policy is instead affected by various factors frdifferent interest groups. A similar
argument can be found in Dixit, who argues thathim policy-making process many
different participants attempt by different mearms ibfluence the work of the
policymakerst®” The participants who tried to affect the policykimg process in
Taiwan in the era before its political transforroatwere not the same as those who
had the same ambition afterwards. In the pre-toansition period, the participants
included only the chosen groups. They tried to ciftee policymakers by trading
their support and loyalty to political leaders actdtors. In the post-transformation
period, the participants now include the variousaeeconomic groups who have the
right to vote. The mechanisms for affecting theigyemaking process thus became
complicated. The most direct way to affect poliak®rs is by elections.

Elections with an economic basis can be analysethd&yheory of economic
voting. According to Bell, the theory of economiotvmg occurs when an economic
performance influences an incumbent’s chances imigbe-elected. Higher growth,

larger incomes and lower inflation in the month$obe an election boost popular

197 Dixit, Avinash K., The Making of Economic Policy: A Transaction-Costlifits Perspective
(London, 1996).
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support for the serving government, party and iitlial politician'®® It is clear that
why these things should affect voters’ behaviourer€fore, it may be asked, what
voting behaviour do people exhibit when considernmgich party or individual
politician to vote for?

Before clarifying voting behaviour, Bell assumeattiioters are rational. Bell,
Doyle and Fidrmuc discuss in their articles thetitraal voter hypothesis®®.
Assuming that the individual voter is rational aa&ncouraged by his self-interest to
vote for parties which best serve his maximum bientsiere are, according to these
hypotheses, two types of voting behaviour in teohgconomic issue®©n the one
hand, when voters consider economic issues, they mmake national economic
performance their priority because they take thesiftiess cycle, economic issues of
national importance and managerial competence riepamore seriously than their
personal financial situatior® This type of voting behaviour is called ‘socioti@pg™*
On the other hand, for others higher employmenttaadncrease of personal income
are the key factors influencing their decisionsctbuoters pay more attention to their
own wallets than to national economic performardence, this is referred to as
“egocentric” voting behaviour*? However, whether ‘sociotropic’ or ‘egocentric’, it
is undoubtedly unemployment and changes in reainmecthat are the crucial points
for elections:*®

Voters’ behaviour is affected by the economic situra Thus, the government
has two ways to increase national income and wedilthing election years in
particular, in order to win more votes. The longn noolicies include “technology
change and population growth”, both of which reguar long development period.
That is, it is difficult for any party in power generate income and wealth with these
long-term policies:** More importantly, the effects of long-term polisielo not

mature in time for the next elections.

198 Bell, Janice,The Political Economy of Reform in Post-CommunisiaRd (London, 2001), pp.5-
107.

199 Bell, Janice, ‘Unemployment and Voting Patternsyrope-Asia Studiesvol.49, no.7 (1997),
p.1264; Firdrmuc, Jan and Doylela, “Anatomy of Voting Behaviour and Attitudesrihg Post-
Communist Transition: Czech Republic 1990-1998¢& fBentre for Economic Research (CEPR),
discussion paper, no.3801 (2003), p.4.

10 Bell, J.,0p.cit, 2000, p.1265.

M Eirdrmuc, J. and Doyle, Qop.cit, p.3.

12 Firdrmuc, J. and Doyle, Qop.cit, p.3.

13 Bell, J.,0p.cit, 1997, pp.1265-1266.

114 Mueller, Dennis C.Public choicer7, (Cambridge, 1989), p.277.
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However, as the elections approach, most incumparites adopt short run
macroeconomic policies to boost their reputatione Thcumbent parties sometimes
change the inflation rate in order to reduce uneymknt or manipulate the use of
transfer payments. This may include increasing eamation and welfare for the
unemployed, to make people feel that their livingndards have improved. These
strategies are considered the most frequent shamt e@conomic policies for
governments to introduce in order to win electiolbe implementation of these
strategies indicates some concealed meanings. Biwesteconomic situation of a
country influences people’s electoral decisions #md is why governments try to
apply policies to enhance economic performance.oi®kcthe influence of the
inflation rate, unemployment and income seems tarbéndex both of government
policies and of voters’ preferencés® As McGillivray, Pahre, Mclean and
Schonhardt-Baileyargue indicate, politicians usuatiopt the policies and allocated
resources which would increase the welfare of ttegority of voters in order to
maximise their political support. They adopt thedt policies which reduce political
cost and benefit their political survivdf

Several researchers have analysed the factordiaffeébe 1996 Taiwanese
presidential election and indicated that party idieation, the character of the
candidates and national security were signific&hich research focuses only on
political and social factors and pays less attenteeconomic ones. However, even
the analysis of party identification and charaatércandidates is related to some
economic factors. Chen analyses the factors afigdtie success of Lee in the 1996
election. His model shows that Lee’s ability (amebahe KMT’s ability) to maintain
Taiwan’s economic prosperity gained the supportaofmajority of uncommitted
voters'’ This factor includes both the political and ecoimmoncerns of voters.
Moreover, further research by Hsieh, Lacy and Nialicates that in the prospective
voting model, voters’ evaluation of Lee’s ability manage the economy in the future
was significantly correlated to their choité.

15 bid., pp.277-277-286.

116 MaGillivray, Fiona, Pahre, Robert, Maclean, laindaSchonhardt-Bailey, Cerylinternational
Trade and Political Institutions: Instituting Trade the Long 19 Century(Cheltenham,2001).

17 Chen, Luhui, ‘Taiwan 1996 nian zongtong xuanju f&ixi’, Xuanju yanjiy vol.5, no.1(1998),
pp.139-160.

118 Hsieh, John, F.S., Lacy, Dean, and Niou, Emersd®. MRetrospective and Prospective Voting in a
One-Party-Dominant Democracy: Taiwan’s PresidenE#ction’, Public Choice no. 97 (1998),
pp.383-399.
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Assuming that the free investment and trade polias beneficial to the
Taiwanese economy and that the economic voting moal&firms that economic
issues are significantly related to voters’ behaxjidhe election results showed that
voters were irrationally opposed to any new ecomopalicy and that the economic
issue was not as significant as the political ¢onflThe problem of the model of
economic voting lies in the hypothesis that votesrational and ignores the fact that
there are different social-economic groups of wterho may have different
incentives to support or oppose a certain econgpoiicy. Different theoretical
frameworks are used to explain the impact of défifiersocial-economic groups on
government policy. These analyses particularly @eplthe incentives of different
social-economic groups and explain how their gekests affect their support and
resistance to trade policy and economic reformcgoli

Rodrik analyses the struggle of economic reforredme transition economies
in the 1990s. He sought to explain why most votgsposed beneficial economic
policies® In another work of Rodrik and Fernandez, they tetaa model to
examine gains and losses by social groups bothrédefiod after economic reform.
Their model shows that there are various factorgchvimay lead different social
groups to precisely calculate their actual gaing ksses from reform because the
transaction costs for different social groups vdfythe future gains cannot cover
transaction costs or to bring a better life, masters choose to retain the status quo.
In other words, the uncertainty caused by transaatbsts affects voters’ behaviour
and preferences for new economic polfityRodrik further notes that the institutions
should try to cover the transaction costs for thab® may lose from the reform.
Nevertheless, these institutions do not always tfancproperly and efficiently to
cover the cost?*

Based upon the work of Rodrik and Fernandez, Aden@ates a model which
examines the struggle between different social ggohy evaluating the political
weights of different groups and their preferencas different policies. His model
separates society into nine groups: the exterr@brfaa ruling group, a group of

opposite politicians, a group of capitalists, augr@f workers, a group of government

119 Rodrik, Dani, ‘The Positive Economics of Policyf&en’, The American Economic Revievol.83,
no.2 (1993), pp.356-361.

120 Rodrik Dani. and Fernandez, Raque, ‘ResistancReform: Status Quo Bias in the Presence of
Individual-Specific Uncertainty’The American Economic Revievel.81, no.5 (1991), pp.1146-1155.
121 Rodrik, Dani, ‘Understanding Economic Policy Refir Journal of Economic Literaturevol.34,
no.1l (1996), pp.9-41.
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bureaucrats, students, rich farmers and the paenmddel gives each group different
political weights and analyses their gains, lossed uncertainty in terms of three
different economic reform policies. Finally, he ctudes that a policy is postponed if
it reduces the wealth of the majority social grquist is, the larger the political
weights that would gather if more social groupspomwerful groups anticipated

becoming worse off or were very uncertain abougw policy.*??

3-7. Definitions of the Terminology
Two terms in this dissertation need to be clarififidhere are several different

definitions of ‘small and medium-sized enterpris@die different explanations lie in
the qualitative and quantitative criteria for thatezprises. According to the World
Bank and the Asian Development Bank, the definitaihSMEs is based upon
quantitative criteria-the number of employeesin the enterprise¥> Any which has
less than one hundred employees is defined as aB. M Taiwan, the official
definition includes both qualitative and quantitaticriteria, including the number of
employees and the authorized capital. The standasdadjusted over time with the
changing development policies (see Table3-1).

In addition to the size of the SMEs, the preses¢aech mainly focuses on the
manufacturing SMEs in traditional manufacturing ustty. According to the
definition of the Taiwanese government, manufantuindustry includes traditional
industry, basic industry and skill-intensive indysBased upon the Act to Encourage
Industry, an upgrading programme in 1991 and 1889term ‘traditional industries’
includes three types of manufacturing industrieswali as those which the Act
explicitly supported, namely, precision electronicéincluding computer,
communication and consumer electronics) and prtisiachinery?* The definition
of traditional manufacturing SMEs covers the SMadraditional industries and is

not included in the programme of the Act to Encgera

122 ndams, Richard H., ‘The Politics of Economic PglReform in Developing Countries’, The
International Bank for Reconstruction and DevelopttiBRD), vol.433, no.2443 (2000).

123 \World Bank,Bank Financing to SME$PD Forum (2007); Asian Development BaARB Results
Framework Indicators Definitiof2009).

124 aws and Regulations Database of the Republichifia Act to Encourage Industrial Upgrading,
http://law.moj.gov.tw/LawClass/LawContent.aspx?P&30040016. (accessed 13 March 2011).
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Table 3-1.

The Official Standard Definitions ofWanese SMEs in 1967, 1973, 1977

and 1995
Industry/Year | 1967 1973 1977 1982 1995
Manufacturing | Capital under| Registered Paid-in Paid-in Paid-in
Industry NT$ 5 capital under | capital capital capital under
million; and | NT$ 5 million | under NT$ | under NT$| NT$ 60
number of and total assets20 million 40 million. | million. Or
regular under NT$20 | and total and total | number of
employees million; or assets assets regular
under 100 number of amount under NT$| employees
people. regular under NT$ | 120 under 200
employees: 60 million. | million. people.
(1) Shoe- And the
making, number of
garments | regular
and employees:
electronics| < 300
: <300 people.
people.
(2) Food
processing
: <200
people.
(3) Others: <
300 people

Source Small and Medium Sized Enterprises Administratidimistry of Economic Affairs, Executive
Yuan R.O.C. (Taiwan)The White Paper of Taiwanese SMEaipei, 2005), pp.261-262.

In order to clarify the dynamics of social instituts in a historical context,
this dissertation should first define how it usbkis tterm. Different approaches use
different terminology when analyzing the dynamitsaciety. For example, the NIE
approach calls it ‘the informal institution’ (Noiththe social institutional theory
highlights the dynamics of social networks in stcieHowever, on the one hand, the
term ‘informal institution’ is very general. On tlo¢her, the term ‘social networks’ is
too limited. Therefore, based upon the principlethese two approaches, the present
research chooses the term ‘social institution’.
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The foundations of social institutions have twoexsg: the rules of the game
and the structure of each social institution. Adang to Wells, the basic element of
any social institution is its social structure, walhiconsists of complicated social
networks based upon social relatidfisAccording to Knight, the basic level of social
institutions is composed of social conventionsesudnd norms. The principle of the
social conventions, rules and norm, in the Taiwarese, inclines to Confucianism.
126 There are two accounts of the functions of soiiafitutions. The first account
considers social institution as a collective atgidimed at solving collective action
problems and providing benefits for collective aityi. The second highlights the
function of distributing the benefits of social fistions in collective activity. The
benefits of social institutions which are agreed lmn the two accounts include
‘efficiency (in terms of the allocation of resousoar employment of scarce resources,
social optimality (the maximization of social beit&f minimization of transaction
cost, stability or the satisfaction of some otherctional needs?’.

In this dissertation, the principle, the elemeths, structure and the function
of social institutions cover both the NIE approaefth its ‘informal institution’ and
the social institutional theory’s social networl$1e dynamics of social institutions
referred to here include the dynamics of the noamd values of Confucianism and
the social networks which are constructed on tha@abaoelations. The aim of the
social dynamics is to solve collective problems ahé benefits thus include

efficiency, social optimality, reduction of transaa costs and stability.

3-8. Methodology
The literature focuses on the political and ecomonmstitutions which

influenced Taiwan’'s economic development and theeldpment of SMEs.
However, similar political or economic institutiomsother developing countries have
not guaranteed economic growth. Moreover, resealso confirms that the
Taiwanese government did not directly support thMES. The social institutional
theory goes further and explores the relationshef $tate, the market and social

institutions. The social institutional theory eaipls how and why the dynamics of the

12 \ells, Alan,Social Institutions(London, 1970).

126 K night, Jack/nstitutions and Social ConflictCambridge, 1992).

127K night, Jack. and Sened, Itai., “Introduction,” Bixplaining Social Institutionseds. Knight, Jack
and Sened, Itai (Michigan, 1998), p.2.
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society support the political and economic insigios to facilitate economic activity.

Although both the NIE and the social institutiotfaory indicate the significance of
the impact of external factors and the historicahtmuity of institutional changes,

they do not trace the historical legacy of inskttng. Attention to the historical legacy
explains the impact of historical continuity on wan’s economic development. This
impact includes the changes of political and ecdnomstitutions and the way in

which these changes of institutions influenced eoaun development. However, the
historical legacy approach fails to analyse thedi@armation of social institutions

within the changing institutional framework ovemg. Therefore, the NIE and the
social institutional theory are both included wiaeralyzing the historical heritage.

The analysis includes three different periods witthie theoretical framework
which concerns the interrelation of the politiedpnomic and social institutions. The
first period covers Taiwan’s trade and economitonjsfrom the 18 century to the
early 20" century, in order to identify the continuing sdalgnamics through history.
The second period re-examines the developmentig®lizefore 1980 which were
considered significant in supporting the rise apdelopment of the SMEs. The third
period then shows the evidence that the governgerg only limited support to the
rise of the SMEs in the post-war development pefiyd analyzing the further
development of the SMEs in China after the late0O&9@uring political conflicts and
government restrictions.

The first period builds up a historical pattern anhistorical context. The
analysis first clarifies the political and economitstitutions, the impact of the
external hegemonies and the institutions, the denaad supply of the market which
they dominated. The clarification of the institutal frameworks seeks to show the
difficulties (or chances) for business and traddterAclarifying the institutional
frameworks, the analysis focuses on the way in lwbigsiness and trade operated in
the institutional frameworks from the 16th centuoythe early 20th century and
compares the impact of the hegemonies, the changstigutional frameworks and
the ways in which the social institutions suppordéed facilitated business and trade
in Taiwan. The historical approach is taken in ortte show the similarity and
continuity of social institutions adapted to theanbing institutional framework in
Taiwanese economic history.

The second period examines the role of the stdieypahe market and the

social institutions in the rise and the developnarthe SMEs during the period from
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1950 to 1980. It first examines the political powaucture of the KMT by tracing the
foundations of its history. Based upon Wontrob&&ory on the characteristics of an
authoritarian system, the analysis seeks to shewsthte’s interest and the way in
which this influences the formation of policies Bmonomic development. In addition
to the political power structure within the KMT gthlistribution of the political power
structure in Taiwanese society explains how the KMmained in power for the
following fifty years.

On the basis of the categories of dictatorship dathocratic systems of
Huntington and Wintrobe, | categorise the socioretoic groups as follows. In
Taiwan the traditional actors do not play as sigaiit roles as traditional actors have
done in Catholic and Muslim countri&8 Before the change of political system in the
late 1980s, the chosen groups included dictatar#ti(al leaders), bureaucratic actors
and parliamentary actors. The functional socio-eatn groups, as Huntington
defines them, comprise entrepreneurs, peasant&kersoand intellectuafs® These
functional socio-economic groups were the excludeeés who held no political
power under the KMT Leninist party state systennisBhows that the state’s interest
did not necessarily comply with the economic imséseof other socio-economic
groups because the excluded groups could not mfighe formation of the state’s
development policy.

Based upon the analysis of the state’s interestthadstructure of political
power, the section then examines the impact ofthte’s interest on the formation of
the policies and the institutions created for tifeecent stages of SME development
and ask whether these policies and institution® gagnificant support to the SMEs.
The analysis mainly includes the development pedicand the legal regulations
concerning commerce, enterprises and trade. Tratirgxiliterature usually ignores
the analysis of legal regulations; the significantehe legal regulations is that they
clarify the degree and extent of government supfusrthe SMEs before the 1980s.
The analysis of the policies and the legal regoitetishows the support and the limits

of the government policies as perceived by the SMEes support and its limits then

128 The popular religions in Taiwan are Daoism and ddism, neither of which allowed monks or
Buddhist nuns to participate in politics. Therefdtee power of the religions in politics is notsisng

as that of Christians’ and Muslims in other cowegriHowever, the temples in Taiwan, notably inlrura
areas, have a significant impact on society. Theyehboth economic and social functions and are
usually run by local gentry rather than the monkd Buddhist nuns.

129 Huntington, S.pp.cit, 1970, p.7.
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identify the space for the support of the sociatiintion; within this space, the
analysis shows how the social institution suppo8MES’ business operations.

The third period focuses on the further developnwnthe SMEs in China
after the late 1980s. There are three parts irthing period. The first part analyses
the changing economic situation in the mid andl#te 1980s; this part shows the
needs and the interest of the SMEs in the changomnomic situation. Here, the
qguestion is whether the state’s interest compligh the economic interest of the
SMEs. The second part analyses how the politi@sformation influenced state-
society relations and how these changes affeceedttie’s interest and the formation
of the new economic policy towards China afterlttte 1980s.

The second part begins with the theories whicharphe transformation of
an authoritarian system to a democratic system. fdébes is on the factors which
induce change in the interest groups and socioego@n groups in an
authoritarian/totalitarian system and in a demacraystem. The significance of
political transformation in a society from dictatbip to a democratic system lies in
the general and presidential elections, when palippower was re-distributed among
the socio-economic groups. Based upon the modetrasfsformation from an
authoritarian to a democratic society, the thesalyges how the transformation of
the political system redistributed political powand created new socio-economic
groups amongst which political power was shared.

The redistribution of political power explains tlmpact of the changing
political system on the formation of new economadiqy. The model of economic
voting indicates that economic issues are sigmifigarelated to voters’ behaviour.
But it does not further clarify the different inde@s and other details of different
socio-economic groups which also significantly effféneir voting behaviour. In other
words, the economic voting model cannot fully ekplahy a new economic policy
was opposed by a majority of voters. Based upomtbeel of Rodrik and Fernandez
and Adams, the thesis calculates the political ftsigand traces the factors which
may affect the amount of support or resistancest@ @conomic policy from different
socio-economic groups. It then accounts for theegawent’s interest and examines
whether the interest address the needs of the SMEs.

The third part examines the impact of the new envoaaross-strait policy
adopted, on the basis of the government’s inteare&ME investment and business

operation in China after the late 1980s. It firshmines this policy and its impact on
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the SME investment and business operation acr@sstthit. Then it explains how
trade was operated and business was run acrosgraiteby the support of the social
institutions under the formal institutions.

In conclusion, the dissertation examines the stdtgerest and its impact on
the formation of the development policies withie thistorical pattern. The historical
continuity, discontinuity, similarities and diffarees form the relationship of the
state, market and the social institution. The ysialquestions the argument of Wade
and Amsden and identifies how the social instingigrovided support under the

formal institutions.

3-9. Scope Limitation
The conventional view of Taiwan’s post-war economévelopment usually

focuses on the factors contributing to rapid ecacagnowth: a free market and the
role of the state have been considered significarthe process of catch-up in the
post-war period. This research neither tries tdaepthe new factors contributing to
Taiwan’s economic growth nor tries to argue tha tharket and the state were
insignificant. The focus is on the relation of tei@te, market and specifically the
influences of the state and the market on the deweént of the manufacturing
SMEs.

Moreover, the social institutions include severdfedent aspects, such as
culture and social networks. This research dogésrmdo explain how or why these
social and cultural elements of social institutisapport and facilitate business
operations. The research regards the social itistittas a whole and sees how it
supported the manufacturing SMEs in the formaitusbnal framework.

The scope of the research on the Taiwanese SMEsns 1950 until their
entry into China before 2000. It does not try w@aleate the volume of cross-strait
trade and investment because much research hamaleyaluated and analyzed
economic cooperation across the strait. Moreovatpés not include the economic
performance of the SMEs in China nor the SME cbation to the Chinese economy.

3-10. Notes and Data Sources
The primary data sources used in this dissertaticsn mainly from the

government organisations in Taiwan, China and Hémag.
The primary sources used in this dissertation ohelgovernment publications

of the R.O.C. (Taiwan) and the newspapers. The rgovent publications include
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statistics, journals, press release, investigatigorts, white papers and government
websites. The sources of government statisticsidecl(1)Statistical Yearbook of the
R. O. C.is published by the Directorate-General of Budg§etounting and Statistics,
Executive Yuan, R. O. C. (Taiwan). Most of theadah the economic indexes are
collected from various yearbooks. (2) The statsstin import and export is published
by the Bureau of Foreign Trade, Ministry of Economaiffairs (MOEA), R. O. C.
(Taiwan). The major import and export data is dageon this official publication.
(3) Monthly/Yearly Statistics on Foreign Investmesntpublished by the Investment
Commission, MOEA. The Investment Commission ispoesible for verifying
investment (both inward and outward) cases. Th#stits concerning Taiwanese
investment and foreign direct investment in Taiwanbased upon this series of
publications. (4) The statistics on the sourceé$ir@ncial capital is based upon the
publications from Bureau of Economic Research, @énBank of the R.O.C.
(Taiwan). (5) Data and sources concerning crasétstatistics are collected from
the publications of the Mainland Affairs Councilhd statistics is based upon the
Cross-strait Economic Statistics Monthly and Prelemy Statistics of Cross-strait
Economic Relations.

The sources of white papers mainly frahee White Paper on Small and
Medium Enterprises in Taiwamvhich is published by the Small and Medium
Enterprise Administration, MOEA. The publicatiomciudes government’s policies
on the development of the SMEs, statistics, ingatibns and research on the history,
current status and future development of the SMIEBfrmation regarding SMESs in
this dissertation is primary, based upon successiitens of this publication.

The sources and data for the Taiwanese post-wala@went are based upon
Industry of Free ChinaThis official publication is edited and producég the
Council for Economic Planning and Development. ritludes discussions and
suggestions for development policies by governneeoihomic officials, debates on
development policies within the administration amginions from the public on
development policies. The debates and critical iopsclarify the difficulties of the
economic situation, government’s interest, suppamtd limits in the rise and
development of the SMEs.

The sources for government policies and regulatemes collected from the
Laws and Regulations Database of the R.O.C (Taiwdh)s on-line database

includes all the policies, orders and regulatioine R.O.C. (Taiwan).
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The data and sources regarding China’s econonocmepolicy that is related
to Taiwan and elections in Taiwan are collectedmfrthe National Chengchi
University (NCCU). The Centre for China StudieN&CU publishes the Journal of
Economic Research on China, which includes sonlg eaonomic situation in China
in the 1960s and the 1970s. Since the late 19[6Céntre has launched a series on
China’s economic reform and political situatiorts. research focuses on an analysis
of the reform policies and economic performance redimpacts on Taiwan during
the period. The Election Study Centre at NCCU cdespand collects opinion polls
concerning parliament elections and presidentedt&lns. In addition, the Centre also
compiles opinion polls regarding significant gowaant policies. It also publishes
investigations and research on government polibeesed upon data and statistics
from the elections.

Sources for the history of the KMT are based upsmwfficial publications and
information on its official website. The officiaidtory of the KMT shows the power
structure and the mechanism of the political paBiyce Taiwan used to be a one-
party state, the political history of the KMT repeats Taiwan’s political history
before the late 1980s.

Sources of newspapers are mainly from the Uniteitly Ddewspaper and the
China Times. Both newspapers were issued in tHg @860s (the China Times in
1950 and the United Daily Newspaper in 1951) andl the two largest volumes of
circulations in Taiwan. The use of reports from spapers and magazines aims to
indicate what happened in Taiwan during the palittcansformation. Since there was
severe media control, it is difficult to find frothese reports any material dealing
with the political struggle within the KMT befor&®90.

The sources based upon Chinese government pubhisainclude statistics
and policies. Statistics regarding China’s econofoyeign investment and cross-
strait are collected fronthe China Statistical Yearbookand China’'s Customs
Statistics (quarterly and monthlyfhe China Statistical Yearboak edited and
published by the National Bureau of Statistics bfn@; China’s Custom Statistics is
edited and published by the General AdministrabbrCustoms of the P. R. C.. In
addition to the national statistical yearbook, sgnavincial statistical yearbooks for
selected years (published by the local governmemetyalso used. Sources of Chinese
policies and regulations are collected from the éitazof the State Council of the

People's Republic of China (State Council Gaze@elers of the State Council of the
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P.R.C. and Yearly Working Reports of the State ri@duof the P.R.C.; these are
published by the General Office of the State Cdunci

Sources based upon Hong Kong government publicatizainly focus on the
trade statistics it compiles from trade among Taiwdong Kong and China. The data
of transit trade between Taiwan and China are c@te from Hong Kong
Merchandise Trade Statistics-Impqgridong Kong Merchandise Trade Statistics-
Domestic Exports and Re-exporésd Hong Kong External Merchandise Trade
These three statistical books are edited and hdaidy the Census and Statistics
Department, the Government of Hong Kong Special ivistrative Region.

The statistics of Taiwanese FDI in China and csissit statistics are based
upon sources from Taiwan, China and Hong Kong.réason for using the data from
these three places is that, before the Taiwanesermgment officially permitted
Taiwanese investment in China, the statistics skaivat small amounts were being
invested there. Since there is no official recoaf the Taiwanese government, some
FDI statistics from the Chinese government are uséoreover, the statistics of
Taiwanese FDI in China differ from the Taiwaneseegoment’s and the Chinese
government’s. This is affected by the Taiwanes&ioti®ns on Taiwanese investment
in China. In order to avoid government control, theestment usually transfers to
some third place and thence to China. In theseimistances, the statistics compiled
by the two governments differ. Similar problemsséxn the statistics of cross-strait
trade. Since direct transportation was prohibigdtistics from the two governments
on imports and exports across the strait diffee Tdason for using the trade statistics
compiled by the Hong Kong government is that Hongné( is the most popular
transit place for cross-strait trade.

The secondary sources used in this research priojade historical texts,
historical archives, memoirs and the reports angstigation that the government
organisations authorised to the private econonsearh centre. The sources of the
historical pattern are based upon the historiceistenainly from Fairbank (1969),
Chen (1997, 2006), Cao (1997), Lin (1997, 2002) thechistorical archives edited by
the Academia Sinica, Academia Historica and NatidP@ace Museum. Sources
regarding KMT history and the political transformoat are based upon the memaoirs
of significant politicians and government officialnd the historical texts. The
memoirs of politicians and government officials aignificant for exploring the

political struggle within the KMT. In addition to emoirs, the historical texts are
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based upon Zhang (2003), Wang (1987), Wang (2003(11994)) and the Cambridge
history of China. Information concerning Taiwanege/estment, information
regarding Taiwanese enterprises investing in Clamé cross-strait trade are based
upon the investigations and reports of the Chun IHsgtute for Economic Research.
The Chun Hua Institute for Economic Research is oht¢he largest independent
research centres in Taiwan. The research centrausisally responsible for

investigations and reports of the government ptsjec

3-11. Notes on the Spelling of Chinese Names amdsTe
The Pinyin system has generally been used throughidissertation. Exceptions

have been made for names that are universally knowre old Wade-Giles spelling,

such as Chiang Kai-Shek.
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Part Il. Constructing a Historical Pattern
The traditional view of the rise of Taiwanese tragmially begins with the

Dutch domination in 1624. As Lin argues, the lirditeecords of cross-strait trade
before 1600 relate to the supply and demand ofntlheket before 1600, because
Taiwan lacked valuable products for trade. Didnecnic Taiwan emerge under the
Dutch domination? Most of the existing writers mentthe piracy in the region in
sixteenth centuries, but few of them pay attentmthe impact of the pirates on the
emergence of Taiwanese trade. What was the ingbdbe pirates on the emergence
of Taiwan? What were the factors which drew Taiwdno the trading system? How
did these pirates operate illegal business at ¥é¢a&tever the facts here, in 1684
Taiwan became part of the Qing Empire and in 1885 wolonised by the Japanese
Empire. These two governments established diftenestitutions for trade and
business in Taiwan. What was the impact of th&e ggalicy on the formation of the
market, trade and business operation? What wapdtiern of trade and business
during these two periods? What impact did the hisdb heritage have on the
development of social dynamics in local societyTemwan? The following chapter
seeks a historical pattern, in order to identifg gignificance of market and social
institutions for trade and business under diffengalitical institutions in Taiwan’s

past.

62



Chapter 4. Market, Trade and the Historical Heritage of the Social Institutions,
1522-1945

This chapter traces the history of the rise of Baivand the beginning of
cross-strait trade in order to identify the dynamehich have sustained trade and
business operations in Taiwan and across the &iwait the 18 century to the early
20" century. The focus is on the impact of the forinatitutions on the market and
the role of social institutions in supporting aratifitating trade and business. The
analysis has three sections: the first covers liheetperiods between 1522 and1864
when the political status of Taiwan remained uraertThe first section identifies the
dynamics of the market and the social institutibpgracing the pattern of the rise of
Taiwan in the regional and international trade eyst. The second and the third
sections cover the periods when Taiwan was dondnayethe Qing Empire and the
Japanese empird’ The second and the third sections contrast the pticies of the
two empires and look at the impact of these pdice the market, trade and business
society in Taiwan and across the strait. The comparthen leads to a question on the
dynamics which supported businessmen in making theestment and trade under
different institutional arrangements. Finally, ttieapter proposes a historical pattern
in order to identify historical similarities andhastorical heritage which continuously

facilitated business operations in response tetiamging environment.

4-1. The Tributary System and the Rise of Taiwan
The sea bans are usually considered the main faxttocing pirate activity in

the Ming dynasty. However, sea bans were merelypameof the system by which
the imperial court managed trade and national ggcdihe monopolisation of the sea
trade was indeed operated under the Chinese tmjbsyatem. According to Fairbank,
tribute was a China-barbarian institution. It hagkb jointly created on the Sino-

barbarian frontiers of China and jointly operatedthe medium for Sino-foreign

130 The uncertain political status implies that thers no solid and integrated political regime over
Taiwan. Both the Dutch and the Ming Zheng contblmly parts of Taiwan. In 1624, the Spanish
ruled North Taiwan and the Dutch the South. Noil 42 did the Dutch defeat the Spanish from
North Taiwan. The Dutch were then defeated by thegMZheng in 1647. The main territory of the
Ming Zheng was in South Taiwan, where the Dutch hadd. During the Ming Zheng period the
Dutch continued to conduct trade in North TaiwantHe periods of the Qing dynasty and of Japanese
colonisation, the two governments set up enforcémmethanisms and controlled the whole island.
Therefore, compared with these two periods, we sagythat the political situation in Taiwan before
the Qing invasion was uncertain.
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intercourse over the centuri&s: From the & to the 18 century, the tributary system
was no longer politically oriented; various tradwiaties usually accompanied the
paying of tribute. During this period, some of tbeastal ports prospered because
international trade brought profit§?In the Ming dynasty, the imperial court
continued the tributary system in order to manageidn relations and increase tax
revenue->

The Ming imperial court further systematised théute, including the
exchange of envoys, the reception of diplomaticsioiss, regulation of trade and
extradition procedures; all these activities wergutated, controlled and supervised
by the imperial court®* The court asked the envoys and the merchants (othte
and official) to disembark only at the open pofiteen the envoys headed to Peking
(Beijing) and presented themselves to the coure Mlerchants stayed at the ports to
trade with local merchants in the authorised matk&he envoys who went on to
Peking were allowed to trade there with authorisetichants at authorised markets.
These trade regulations were designed to manageabsecurity and to make sure
that the profits of foreign trade went to the coditte foreigners complied with the
Chinese tribute system for the sake of their strtmagle interests in China. The
imperial court was aware of the profits broughttiade; yet consolidating political
power was far more important to it than trade idés. In these circumstances, the
tributary trade system was the best way to manatgeniational relations and tratfg.

However, the monopolisation of international trddesatened other people’s

living. From the 8 to the 18 century, sea trade prospered in the coastal afeas.

131 Fairbank, John K Trade and Diplomacy on the China Coast: the Opewifiine Treaty Ports 1842-
1854 (Harvard, 1969), p23. The idea of the Chineseautsity system was politically oriented and can
be traced back to the Shang dynasty (1766 BChitnetra, the structure of the nation consistedef t
Son of Heaven (the emperor) in the middle and hssals in subordinate relationships beyond the
centre. The centre was the royal domain, the secolg was feudal lords, the third circle was edll
the pacified zone and the outer two circles was Ilwhmarbarian. The concept of Chinese foreign
relations is based upon this idea of a nationattire and is still divided into five concentricres.
132The Silk Road and Sea Silk Road began in tHeentury and brought about the prosperity of
seaports in South China, such as Quanzhou in Fujian

133By the 13 century, the tribute trade system including treelér ports and taxation rates had been
systematised. For further details, see Fairbankpit, 1969, chapter 3.

1% The ports which were opened for tribute trade wére same as those used by the previous
dynasties: Canton, Quanzhou (Chuan-Chou) and Ningiaphol, SarasinTribute and Profits: Sino-
Siamese Trade 1652-18%3arvard, 1977).

135 Fairbank, John K., ‘On the Ch'ing Tributary Systemdarvard Journal of Asiatic Studigsol.6,
no.2 (1941), pp.135-246; Deng, Kemaritime Sector, Institutions and Sea Power of Rvdern
China (London, 1999); Lin, Taocondgdanchurian Trade and Tribute in the Ming DynastyStudy of
Chinese Theories and Methods of Control over BoRkwplegNankai, 1937); Mancall, Mark;hina

at the Centre: 300 Years of Foreign Poligyew York,1984); Stuart-Fox, Martim Short History of
China and Southeast Asia: Tribute, Trade and Imfaeg Crows Nest, 2003).
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centuries, the Fujian traders relied heavily ontsede because of their geographical
location and history. From the "t@entury, Quanzhou (a city port in Fujian) had been
used as one of the international trading ports ¢tretoms) for the imperial dynasties.
The Italian merchant, Marco Polo, in hikavels recorded the prosperity of
Quanzhou in the 1B century. Various merchant ships from different rivies,
including India and Arabia, came and went throulis port**° Before the Ming
dynasty, both the Sung and Yuan imperial courtabdished international sea trade
systems in Fujian®’

The prosperity of sea trade in the previous centamy the geographical
location were responsible for the foundation of seale guilds in Fujian, which
before the Ming dynasty were very acti’&@However, the sea bans affected their
way of life, because the imperial court prohibitall private sea trade. Despite
prohibitions, smuggling was widespread in the 188 century according to historical
records as a large illegal sea trade with foreigierthe Fujian coastal aréd.The
first and primary foreign trade partners were thpahese pirates; the rise of the
Japanese pirates was related to Japan’s intertiitgloconflicts and the changing
attitudes of the Ming imperial court towards tradéh it.

The Ming imperial court conferred on the Japaneseokhachi Bakufu the
title ‘the Kingdom of Japan’ and permitted officimhde with its official merchants.
The official trade with Ming China was controlleddamanaged by specific families
in Japan. In 1467, internal disturbances weakered power of the Ashikaga
Shogunate; other families then tried to carve w@htuge profits of trade with China.

140 pifferent families then sent their own envoysiioina in order to claim legitimate

136 Archaeological research has shown that there wagoap of Arabian merchants living in
Quanzhou; some of them married Chinese women awer meent back to Arabia. Their staying was
related to the Yuan imperial court’s policy, whitteated these foreign merchants in China with
respect. For further details, see Lo, XianliPy Shougeng zhudiaipei, 1955).

137 Gerritsen, AnneJi'an Literati and the Local in Song-Yuan-Ming CaifLeiden, 2007); Levathes,
Louise,When China Ruled the Seas: the Treasure FleeteoDitagon Throne 1405-14380xford,
1996); Reid, Anthony, edSoutheast Asia in the Early Modern Era: Trade, Poared Belief(Cornell,
1993).

13 |n modern China, extensive research has beeredaoiit on the 10 biggest merchant guilds in
Chinese history. For further details, see Ding, idanZuolu youjia: Anhui bar{Anhui,2001); Ding,
Yan cuan and Ding, Yanmdainan shenlu: Ningbo banGuangdong, 2001); Hwang, Shan, and
Guan, QiongSihai Chao ren: Chaoshan bafGuangdong, 2001).

139 For details of illegal private sea trade, see Mmis Akira, Dongya Haiyu yu Taiwan Haidao
(Taipei, 1996); Zheng, Guangnadhongguo haidao sh{Shaochai, 1996); Dai, Yixuarylingdai
chialong jian de woko haidao yu zhongguo ziben degya(Beijing, 1982).

10 The period from the mid I5century to the early f7century was the Warring States period
(Sengoku period) in Japan. The Shikaga shougunaseneat able to control the Daimyo (the territorial
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status as representatives of the Kingdom of Japre domestic political conflicts
extended to foreign trade. In 1523, two Japanes®yeships (sent by different
families) fought each other in Ningbo, before tlapahese envoys were killed by
Ming officials.'** After the Ningbo skirmish the Ming imperial coustrictly
controlled Japan’s tribute trade in China. Yet samskirmishes over tribute trade
continued. In 1557 the Ming imperial court refusedreceive Japanese envoys and
halted both official and private trade with Japan.

The significance of Formosa emerged under the targusystem and the
economic interests of the Fujian merchants anddpanese merchants. In addition to
the demand and supply which provided trade inceatfer both the Japanese and the
Chinese pirates, the geographical location of Taiabo significantly affected the
pirates’ activity. Moreover, Taiwan was a barrelansl without a strong integrated
political power to dominate trade; this preventedhqy from yet another political
power. However, incentives and geographical looatialone were not enough to
bring successful trading, least of all when thelitrg was prohibited by law. The
successful operation of illegal trade was foundedh® organisation of the Chinese
pirates.

The dynamics of the Chinese pirate/merchant netsvodh be traced back to
the development of piracy in the early Ming peridddeed, it is inadequate to
describe these Fujian pirates as organised crimmialy; in fact, most of them were
originally merchants. They broke the state law amihout the state’s protection,
they established their own armed forces to pratesir private trade. As Jiang and
Fang write, ‘pirates and merchants are all the spample; when markets are open,
pirates become merchants and when markets arelalosehants become piratéd’
The fine line between pirates and merchants was eltssely bound up with the
structure of these pirate organisations.

According to historical sources, most of the piraigganisations were
supported by the local gentry, the powerful andlthgafamilies and even the local
officials. Some of these big families and local ggmccumulated their wealth by sea

trade. But the Ming sea bans reduced their profiteese influential families and

lords in pre-modern Japan) and these Daimyo alsgeted for trade with China. For further details,
see Bryant, Anthony JSekigahara 1600: The Final Struggle for PoW@raeger,2005).

14150, KuanweiJapanese Piracy in Ming China during the™6entury (Michigan, 1975); Wang,
Yitung, Official Relations between China and Japan, 136891 5Cambridge, 1953).

142 Jiang, Zuyuan and Fang, Zhigitianmin Guangdong sk{Guangdong,1993), p.263.
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gentry then became the main financial backers ef ghrate organisations. Such
support was crucial, since the pirates requiredaywda build ships and buy firearms
for trade. Moreover, the role of local officials sveignificant since it was they who let
these merchants loose to trade at sea. The lofelats were basically shareholders
of the organisation; the organisation offered themares in exchange for protection.
The final tier of the organisation was the peoplowvere conducting trade at sea.
These people were originally sailors, fishermennwrchants who had lost their
employment through the sea bans. Joining a pira@nasation would enable them to
make a living and they were familiar with the wdmifore the bans were enforc&t.

The dynamics of pirates’ organisations continuegl&y a significant role when the

European forces tried to join in the tributary graystem.

4-2. The Tribute Trade and the European Forces
For centuries, the Chinese imperial courts andr teebordinates complied

with the tribute rules in order to maintain seguaind trade. However, newcomers
were ambitious to join the system and share inttage profits. These newcomers
came from Europe; their thirst for trade began il Age of Discovery in the {5
century*** The pattern set for these Europeans’ participatiothe East Asian trade
system can be found by examining how the PortugaeskSpaniards entered the
trade system before the Dutch came to dominatedraiwhis pattern further explains
the impact of the tributary system on the rise afvanese trade in the Dutch period.
During the Age of Discovery, the Portuguese weesfifst Europeans to come
to China (in 1514) to trade with the Ming dynasithough the Ming imperial court
initially prohibited direct trade with the Portuges from 1557 the Portuguese joined
the Chinese trade system, taking Macau as thelmgabasée?®> From 1557 to 1578
the Portuguese were allowed to trade with Chineseelnants at the border. Not until

1578 did the Chinese court officially permit therfdguese in Canton (Guangdong) to

143 Fitzpatric, Merrilyn, ‘Local Interests and the Apirate Administration in China’s South 1555-
1565,Chin Shi Wenti Tj Vol.4-2 (1979), pp.1-50; Geiss, James, “The &llieng Reign 1522-1566,"
in the Cambridge History of Chinaol.7: The Ming Dynasty, 1368-164dds. Mote, Frederick W. and
Twitchett, Denis (Cambridge, 1988), pp.440-510. deKent, Chinese Maritime Activities and
Socioeconomic Developmg@onnecticut, 1997).

14 For further details of the Age of Discovery, seedd, David, The Age of Discover{london,
2002).

145 Since 1554 the Portuguese had dominated Macauh&wiling court did not officially permit their
staying in Macau for trade until 1557. For furthimtails, see Chen, Guodoridingdai chuqi dongya
haiyu yichen nianLishi shan de haiyang zhongguo yu duiwei maayiaid, 2006).
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trade directly. The changes of policy towards tletlyuese ensued after the Ming
imperial court halted Japanese tributes in 155% $jpecial authorisation to trade was
related to China’s need for silver. Although thenilihalted Sino-Japanese trade, the
requirement for silver continued. Therefore, thein€ke used the Portuguese as
brokers to continue trade with JapdhThe need for silver and the changed policy
towards Japan gave other Europeans the opportiongyter the Chinese trade system
as well.

During the Age of Discovery, the main competitorighvihe Portuguese were
the Spaniards. Before these two nations arrivethén East Asian seas, they had
competed with each other in the Americas and traytitued to compete in East
Asia. Both nations tried to negotiate with the Mingperial court so that they could
engage in direct trade with Chinese merchants.nAthe Portuguese case, the Ming
court did not promise the Spaniards anything. Gltssavere set to direct trading and
the Spaniards followed the Portuguese to set updetbase in Manila in 1565 in
order to comply with this Sino-centric system. TManila Galleon trade began with
the Spanish domination of Manila and lasted ur@l3

The Manila Galleon trade was the most famous siikegte route in history.
The Spaniards transported South American silver taaded it with the Chinese
merchants. According to historical sources, thengpds were not sure what kind of
trade products would be most useful at the beggmihen they conquered Manila.
They were thinking about cinnamon; but cinnamondpobion was insufficient and
unreliable**” They were certain only that they ought to tradéhv@hina in order to
obtain silk, porcelain and other valuable produttewever, they had at this point
neither ideal export products nor connections WithChinese. In the early stages, the
Spaniards did not make a profit. After 1572, howetleese difficulties were ironed
out when the Spaniards built such good connectiotisthe Chinese merchants who

traded in Manila that the Spaniards made profits.

148 The Japanese government allowed the Portuguesade in Japan for the Chinese products that
they needed, such as silk. It was not until 164t the Japanese government enforced Sakoku and
permitted trade only with the Dutch and the Chinese

147 For further details, see Schurz, William The Manila Galleor{New York, 1939).

“81n the early 1% century, the famous ‘Zheng He to the Western Ocimneased trade between
South China and South East Asia. Manila was orthegignificant ports in South East Asia where the
South China merchants traded. During Zheng He'seéitipn, many Fujianese and Cantonese
immigrated to South East Asian countries. Hencehén18' century, the South China merchants had
established connections and trade networks. Ftndudetails, see Deng, Kent, ‘An Evaluation of the
Role of Admiral Zheng He's Voyages in Chinese Marit History’, International Journal of Maritime
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The Spaniards followed the Portuguese in estahljsta trade base and
transiting different products among different coigs to earn profits. It is worth
noting that neither the Portuguese nor the Spasiprdduced merchandise for trade.
They operated a transit trade by transiting comirexliwithin the regional trade
system. It is also significant to notice the pattef their trade with China: they
needed to find a third place as their transit ptorttade with China because the Ming
imperial court did not allow foreigners to stay Mainland China. Further,
geographical locations and trade connections neatteFhe Portuguese dominated a
good position (Macau) located just next to the €seborder. This gave them easier
access to the Chinese merchants. The Spaniards imexle distant base which made
it more difficult for them to link to the trade coections in the beginning. After
establishing the connections with the Chinese naensh they made trade profits.
Both locations and the Chinese merchants playeduaat role in bringing these
Europeans into the trade system.

The pattern of participation by the Portuguese #mel Spaniards in the
tributary system indicates two significant factéosthe European forces who wanted
to join the trade: the location, which was eithermpitted by the Chinese imperial
court or did not belong to the imperial court; e tlatter case, it had to be open for
trade without the restrictions or controls of arthes political power. Second, the
connections with the Chinese merchants were thangtafor acquiring Chinese
luxuries. These two significant factors also influed the Dutch domination of
Taiwan and the rise of Taiwan in the trade system.

The Dutch first occupied Penghu Island in ordepé#oticipate in the Sino-
trade system. The Fujian officials negotiated wiite Dutch to move from Penghu to
Formosa and promised to provide them with a quaofisilk and porcelain for trade.

149 Given its geographical location, the Dutch theméd to Formosa and traded

History, vol.7, no.2 (1995), pp.1-29. Zheng, Hesheng ahdng, Yijun, eds.Zheng He xia xiyang
ziliao banhui(Beijing, 2005); Qianzhou Gangwu JQianzhou gan yu haishan sichou zh{Reijing,
2005).

149 One of the reasons for the Dutch to occupy PemglibAmoy was related to another competitor in
Northern Taiwan—the Spaniards. The Spaniards oedupiorth Formosa (Keelung) in 1626.
According to the sources, the Spanish missionagytdbme Matinez, who joined in and planned the
Spanish occupation of Keelung, suggested that geniSh King should take over Formosa. The
significances of occupying Formosa come from itsggaphical location, openness, independence from
the Chinese imperial court and the need to oppuosédutch who were trying to block Spanish trade
with China. In order to protect Spanish trade ists, they established San Domingo (Tanshui) in
northern Formosa. However, the Spaniards did naotage their business as successfully as the Dutch
in south Formosa did. In 1642 the Dutch expellegl $paniards from North Formosa. For further
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according to the system there. Although it is nleac whether the Ming imperial

court expelled the Dutch from Penghu Island by tamji force or whether the Ming

officials negotiated with the Dutch and asked theneave, their departure indicates
that the political status of Taiwan was uncertaime political uncertainty also implies
that there was no solid and integrated power ingehaf Taiwan during this period.

This implies that Taiwan was open for trade withoegtrictions or control by any

political power.

However, the Dutch still found it hard to acquirkiizse products in the early
period of their rule in Taiwan. Although the Dutdhaded with the Japanese
merchants and pirates for Japanese and Chinesegspthe Dutch still did not have
the permission from the imperial court to tradesdily with the Chinese merchants.
150 This limited the chances for the Dutch to acq@tenese products. Therefore, the
Dutch decided to occupy Penghu and Amoy again. hewen 1633 they were
defeated by Zheng Zhilong in Liaoluo Bay. This @eéfebliged the Dutch in the
following decades to rely heavily on Zheng'’s trapleups for Chinese products (and
even Japanese product3).The Chinese business connection with the Dutch was
founded on Zheng’s supply of Chinese products. gdwer of Zheng Zhilong and the
success of his pirate trading were related to tmesttuctions of business networks in

Fujian.

4-3. The Dynamics for Zheng's Trade and the Comosupport for Ming Zheng
Trade in Taiwan

At the end of the ®century, piracy was rampant and the Ming impertalrt
gradually lost control of it>> From 1600 onwards, the court began to offer sofne o

the powerful pirates an amnesty, together with dpportunity of enlistment. The

details, see Chen, Qinan, “Taiwan and the Worlthin 17" Century,” inFormosa Maritime Taiwan
and Spaineds., Li, Zining, Wu, Bailu and Shi, Wencofigaipei, 2006), pp.11-16; Alvarez, Jose Maria,
The Spanish in Taiwan, 1626-162¢ans Li, Yuzhong and Wu, Mengzhen (Taipei: 20@3)rao, Jose
Eugenio,The Spanish Experience in Taiwan, 1626-16&rhs. Nakao Eki (Taipei: 2008).

1%0The Dutch was kind of edged out of the busines$wédmn the Chinese and the Japanese and did not
make huge profits in Taiwan in the early periodr fother details regarding the trade difficulties
the Dutch and the competition among the DutchCGhimese and the Japanese, BeeMissiven van de
VOC-Gouverneur in Taiwan aan de Gouverneur-GenetaaBatavia, 1622-1626trans. Chiang,
Shusheng (Taipei: SMC Publishing, 2007).

151 Chen, Guodong, “Helan Shichi Maoyi yu Chanye,llim Formosa: The Emergence of Taiwan on
the World Scene in the # Tentuy, ed., Shi, Shaogian (Taipei, 1997), pp. 52-74.

152 The Ming imperial court also faced invasion frohe tnorth, including the Mongolians and the
Jurchens. With such troops in the north and thatgsr in the south, the imperial court repeatedly
deployed soldiers in battle. For further detailse $\cademia Sinica, edMingqing shilay (Taipei,
2008).
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imperial court usually offered such people offigmisitions locally in order to use
them to control and manage the coastal areas wheyehad once used dominated.
This policy was not, unfortunately, altogether effee in reducing illegal sea trade.
What changed was that this illegal trade (which e@srolled by the pirates) became
legal, but these pirate-officials were still in opa of it. Some of them made a fortune
from their dual status, in particular Zheng Zhi-gpra pirate who became a Ming
official in 1628. The Ming imperial court relied dnm to stabilise the coastal area.
Before submitting to the court, Zheng Zhi-Long vedr®ady in control of most of the
South China and Japanese private trade. In othedswbe not only had a monopoly
of the Fujian coastal trade but also traded diyestith the Japanese®

Zheng Zhilong organised his own trade organisaWoshang (the five
commerce). The Wushang was separated into ‘mourdgates’ and ‘sea routes’; each
route was composed of five branches. The mountaiibes consisted of five main
wholesale departments, which were responsible farchasing for export silk,
porcelain and other valuable products from the €enmainland. These wholesale
branches were located in Jiangnan. The sea rowdss pvotected by five merchant
fleets. These took charge of exporting productschmsing foreign merchandise, a
labour agency (bringing in people to work in theumiies of South East Asia),
passenger transport and even collecting the taésd on the private sea tradé.
The base of the sea routes was established in Ait@y/foundation of the Wushang
organisation strengthened Zheng’'s power in botbetrand armed men because it
dominated the sources of the export products andralted the sea routes for
transporting them. This also explains why the Dutebd to attack Penghu and
Amoy; they were not able to make more profit untte¥ domination of Zheng's

family in the South China coastal areas.

153 Zheng Zhilong’s wife was Japanese and he had getadions with some Japanese pirates and
merchants. These connections continued when hiskamxinga, inherited his position, since he was
half-Japanese. Of course Zheng Zhilong’s direacteraith Japan was illegal, but since he dominated
the Fujian coastal area in terms of wealth and drfoeces, the Ming imperial court could neither
attack him nor restrict him. Chen, Wendbgeng zhilong dazhugifaipei, 1998). Chen, Fulangaixia
xiaoxiong: kaitai xian chu Zheng zhiloiiBeijing, 2007).

154 After the Battle of Lauluo Bay in 1633, Zheng i became the overlord of the South China Sea
(as a result of his strong navy and profits frora Hea trade). He and his corporation (Wushang)
monopolised the trading with Japan, Taiwan and IS&a#st Asia. All the ships sailing on the South
China Sea (and the routes to Japan) were requir@eéyt protection money. If they did, they would
receive Zheng’s banner which they displayed in otdeavoid attacks. This was called the banner
system. For further details, see Guo, HongBimengshi wanchao jiqi dui Taiwan de tongghaipei,
2004).
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The golden age of Zheng Zhi-Long began after heatetl the Dutch in 1633.
When the Dutch were defeated, they had no choiteobrely on his trading groups
for Chinese and also some Japanese products (#ma$gs relied on Zheng's trading
groups, as well). The rise of Zheng Zhilong wamiicant for the history of Taiwan,
since his son (who was also his successor) Zheegdggong (Koxinga) continued to
dominate the Fujian coastal area for decades. ditene collected by Zheng Zhilong
from the coastal trade and what Koxinga added sapported their sea forces against
the Qing dynasty for many years. The trade areadrbl Zheng'’s family in the Ming
dynasty included the Fujian coastal area (in paldic Amoy and Quanzhou), the
Taiwan Strait, Formosa, Japan and even the Phiggpand other South East Asian
countries.>

In 1644 the Manchurians took over Beijing and dated China proper. The
change of dynasties in China in 1645 caused mylitgoposition between the Qing
dynasty and Ming Zheng that was based in Amoy aaidvdn. After the leader of
Ming Zheng, Koxinga, lost a significant battle amadreated to Taiwan, the domestic
political conflicts in China extended across thewba Strait. In 1661 Koxinga
expelled the Dutch and took over Zeelandia; this we beginning of the Ming
Zheng in Taiwanese history. Zheng's governmentt fopened up a series of
uncultivated areas by using troops to enlarge thbl@land and increase the yields of
rice!*®

In addition, to obtain the necessary goods and naéteand, in particular, to
acquire military supplies, they needed to traden&difficulties were experienced by
Ming Zheng's merchants (these merchants belongedenway or another to Zheng'’s
family and were officials of Ming Zheng). In the gpathey had carried Chinese
products from mainland China and traded with farerg at sea. However, after the
change of dynasty, the sources of their Chineseyats (particularly Chinese silk) on

the mainland were cut off by the Qing cotitTo make matters worse, Formosa

135 For details of the trade networks in thé"Xntury in Taiwan, see Chen, Guodong, “Jindai thugq
dongya de maoyi wanlu,” iltha Formosa: The Emergence of Taiwan on the W6ddne in the 17
Century,ed., Shi, Shougian (Taipei, 1997), pp.17-24.

%6 The Ming Zheng dispatched the troops to open wurt for rice-growing. A proportion of this
newly cultivated land was taken into government emship and the remainder distributed to the
soldiers who cultivated it. These cultivation p@i effectively increased productivity. For more
details, see Liu, Ninyan, edTaiwan kaifa shihuaTaizhong, 1985); Xue, Huyuafaiwan kaifa
shihua(Taipei, 1999).

5" The Qing imperial court, at an earlier stage, batbrced the negative policy (Great Clearance):
forcing the coastal residents to move 25 kilomeindsnd as they did in several provinces, such as
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required certain articles, such as cloth for dagg. In the circumstances, the Ming
Zheng regime dealt with the difficulties in two veay

One way in which it could obtain the products franainland China was
through connections (particularly the Wushang oiggion). An alternative way was
to cooperate with the Europeans. In 1661 Koxingpeded the Dutch from south
Formosa (Anping), but the Ming Zheng allowed thetdbuto stay in Northern
Formosa (Keelung) for trade. In 1670 when Zhenges took over Amoy and other
small islands in the Fujian coastal area, theyadhtb both the Dutch and the British to
set up trading companies in Amoy. Zheng's goverrima&so signed business
contracts with the Dutch and the British in orderensure military supplies for the
Ming Zheng'*®

By using these alternatives, the Ming Zheng in Fasanalso enlarged the
Formosa trade networks in the laté"X2ntury. The trade connections with Japan had
for decades been dominated by Zheng's family. Adiogy to the historical records,
after Zheng's family left Amoy, the number of Chaeetrade junks operating from the
mainland to Japan was sharply reduced. By conttlastnumber of Chinese junks
coming from Formosa and South East Asia increasbi. trade route with Japan,
again, was almost monopolised by Zheng’s familyirduthe period. In addition to
the northern routes, the Ming Zheng also extentedrade networks to the south, in
particular to Manila. In the late 1660s the Sparmetiernor in Manila sent envoys to
Formosa in order to discuss trade between his peopl Formosa. In the 1670s many
Formosan junks and Chinese junks (from Fujian andng@dong) traded in Manila.
The extension of the Manila trade networks creaadther source for Chinese
products:>® The prosperous trade with different countrieshi@ tegion demonstrates
that Taiwan was at the time very open to this @gtivecause the political power of

Ming Zheng required support from trade.

Guangdong, Fujian and even Shandong, which iseamtrthern coastal area). The evacuation of the
residents also implied the loss of Qing’s controlle sea trade during the Ming Zheng period. Hence
Koxinga and his people continued to dominate thes ses they had before. Bureau of Economic
Research, Bank of Taiwan, edlgiwan tongzh{Taipei, 1962).

138 Cao, Yonghe, “Yingguo dongyingdu gongsi yu taiwarengshi zhengquan,” iBhongguo haiyan
fazhanshi lunwenjied., Zhang, Xianya. (Taipei, 1997), pp.389-405.

159 Cao, Yonghe, ‘Taiwan as a Centre of East Maritirmeffic in the Seventeenth Centuritinerario,
vol.XXl, no. 3 (1997), pp.94-114.
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4-4. The Impact of the Qing Policy on Taiwanesed&€rand Business Society, 1684-
1985

In 1684 the Qing Empire absorbed Formosa intodtstory, although the
imperial court was not interested in running therid'® Its political purpose was
uppermost. In the early Qing period, the imperialurt forbade immigration to
Taiwan and also blocked the coastal areas to affig @nd sea trade. Therefore, trade
in Taiwan shrank at this period because of theiotisins on immigration, traffic and
trade across the strait. In the laté" t®ntury, more Han Chinese emigrate to Taiwan
because of the imperial court’s relaxation of tea bans. These immigrants (Hoklo
people) came mainly from the province of Fijiant bame came from the border of
Fujian and Guangdong (Hakka people). With the imseeof population in Taiwan,
the need arose for a number of products. Sincedrammas still an immigrant society,
most of the labour force was still engaged in tbkivation of rice and sugar, with
little development of handicrafts. Therefore, Tre@wanese economy looked to China
for such things?*

The products exported from Taiwan during the midgJoeriod were mainly
rice and sugar. These were first exported to Fugiach then transported to the central
or northern provinces (in particular Shanghai andnjin) where they were in
demand:®* The need for rice and sugar in these places essfittm an increase in the
Chinese population and the incidence of famineshim 18" century®® In these
conditions, cross-strait trade prospered in the @ity period. Yet, unlike the Dutch
and the Ming Zheng periods, this time Taiwan’s omfding partner was Mainland

China. Before 1860 (the year when the European movegced the Qing imperial

%0 This was the first time since th&%Zentury (when Taiwan first appeared in Chineséohj} that
political power in the hands of Mainland Chinesefenspecifically, it was now Manchurian political
power) actually dominated Taiwan. Even during thexgMdynasty, the Ming imperial court did not
recognise Formosa as part of its territory. Thiy meplain why the Fujian officials suggested thw t
Dutch should go to Formosa instead of staying amgPRe Island. Moreover, according to the Spanish
missionary’s written reports, Formosa was not paMing China. Chen, Q. Ngp.cit, p. 11-16.

1811n 1683 the Qing imperial court took over Taiw&owever, the Kanxi emperor originally did not
include Taiwan in the Qing Empire. In 1684 the Gah&hi Lang (who defeated Zheng’s forces in
Taiwan), strongly recommended that the Kanxi empsiwmuld take Taiwan into Qing territory in
order to secure the safety of the South China abastas (Guangdong, Fujian, Jiangsu and Zhejiang
provinces). For further details, see Teng, EmmauinTaiwan’'s Imagined Geography: Chinese
Colonial Travel Writing and Pictures, 1683-18@5ambridge, MA, 2004).

182 Bureau of Economic Research, Bank of TaiwanEgiwan chaishi ITaipei, 1967).

153 There were famines in Sichuan in 1778 and in Stiagdn 1786. For further details, see Zhao,
Erxun edQingshi gag (Beijing, 1977).
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court to open trade ports), the export market ovada had dwindled to the Chinese
market aloné®*

The re-emergence of trade across the strait wasdémlion the supply and
demand of the Chinese and Taiwanese markets. Tes&aguilds (which were called
‘Jiao Shang’) were formed to meet the needs of bmhTaiwanese and the Chinese
markets. Jiao Shang was groups of people who a@ue@abss-strait business. Both
the social structure and religion influenced thecture of the Taiwanese Jiao Shang.
The social structure was based upon kinship grompthe mid-18' century, the two
largest immigrant communities in Taiwan were froma@zhou and Zhangzhou (both
located in Fujian provincef® Within these two communities, different clans were
identified by their surnames. The places from whiblkey had come and their
surnames formed the first classification of thewlaiese Jiao Shang. In addition to
their places of origin and their kinship groupsrimas lines of business categorised
the different guilds. What is interesting is thae tguilds usually set up their head
offices in the temples. They were usually headedhleychief celebrants at religious
ceremonies®

The Taiwanese guilds at this time had several fanst As mentioned above,
the Qing imperial court did not have an establisloedl government in Taiwan. The
guilds managed the market and dealt with secugitthbmselves. Most of the guilds
monopolised the lines of business they were in. Tm@nopolisation let them
manipulate market prices. Moreover, these guildspecated to set up standard

weights and measures for their lines of busindasthis way they tried to facilitate

8410 1757 the Qing imperial court further limitedeoaf the trading ports for foreign trade.

1% The Quanzhou and Zhangzhou immigrants fought estwér with weapons after the Qing imperial
court permitted immigration to Taiwan in the mid®™8entury. The disputes were caused by the
seizure of land and of irrigation sources. The konfvas severe and lasted for more than 100 years
(from 1751 to 1865). In modern Taiwanese society ithpacts of the conflict are still perceptible.
Certain families do not allow intermarriage withrteén others with particular surnames. This type of
taboo is related to the conflict in the™&nd 14 centuries. People believed that intermarriage thien
enemies would bring misfortune for the whole familin, WenshangQingdai taiwan shehui yu fenlai
xiedo (Taipei, 1993); Wong, Jiaying, ‘Dongluan yu jiegmng fenlai xiedo tanchiZhongguo luntan
vol.31, n0.11(1991), pp.54-56; Xu, Wenxiong, ‘Xiego gingchao taiwan shehuilaiwan: a Radical
Quarterly in Social Studiesol.23 (1996), pp.1-75.

1% The combination of business and religion was eelab the type of business. Most of these guilds
were occupied in sea trading (trading between ChithTaiwan). The sea trade itself was risky, since
it was not possible for the merchants to mastervikather and sea conditions without advanced
technology. The Taiwan Strait was named the ‘blaekch’ in ancient times, which implied that many
immigrants lost their lives before reaching Taiw@herefore, because of the risks of doing business
the Strait, these merchants looked for religioustgmtion. Most of the old Taiwanese temples are
dedicated to sea gods and goddesses (who origifratedFujian province, since most of the Fujian
people made their living at sea). The setting uthefguilds’ head offices in the temples suggdss t
the guild members prayed to the gods and goddésspreotection against marine hazards.
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business transactions in the Taiwanese market. glithds also established their own
board of arbitration. The board was responsiblel&aling with business disputes and
had the right to decide and enforce punishm®&itinally, the guilds were also the
channel of communication with the local governm&fitDuring the mid-Qing
dynasty, trade across the strait was operatedeohakis of the Jiao Shang system and
the needs of the Taiwan-China markets. In the Qitey dynasty, foreign forces
impelled the changes in Taiwan’s trading and bussirsaciety.

In 1860, the Qing imperial court was forced to opraxaling ports in Taiwan.
Between 1860 and 1863 Tamshui, Takao (Kaohsiungglufig and Anping (Tainan)
became international trading ports. Foreigners tordign companies were now
allowed to invest and trade freely in TaiwHf.These changes in international
relations brought Taiwan back into the world traslesstem. According to Ling’s
research, the policy of opening ports transforntedrice-sugar economy into a tea,
sugar and camphor econory.This transformation was, as Lin argues, market-
oriented. The market was no longer limited to Chtha transformation was affected
by the needs of an international market.

Although Lin’s research clarifies the changes te Traiwanese economy, it
did not highlight the continuity of social dynamiadich competed with the foreign
forces in the Chinese market or the foreign markgher. The dynamics of social
institutions persisted up to the late™®entury when the local Taiwanese traders
competed with the foreign companies. The compaetitio the open market reveals
two significant strengths of the social dynamics.

There is clear evidence of the strength of thertmss connection shown by
the sugar industry in the late"18entury. Foreigners could not enter the sugaketar
in China, since the Taiwanese Jiao Shang domindwednarket for decades with
strong business networks. The other clear evidescine dynamics of financial
sources which can be found from the investmenhe$é¢ Taiwanese merchants and
compradors in the tea trade in the latd" t@ntury. The money which the foreign

7 For further details, see Zhuo, Keh@ingdai taiwan de shanzhan jituafTaipei, 1990).

%8 The local government in Taiwan before 1885 did sigtport these guilds very well. On the one
hand, the local officials were junior officials anduld not make any significant changes. On theroth
hand, the imperial court did not pay attentionh® dlevelopment of Taiwan.

189 The Qing Imperial Court was forced to open Taiveeng@orts for international trade under the
Treaty of Tianjin which was signed in 1859 becatleeQing was defeated in the Second Opium War
(1856-1860) by the Western powers.

10 For further details, see Lin, Man-houngea, Sugar Camphor and the Social Economic
Transformation in Taiwan 1860-189& aipei, 1997), pp.19-104.
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companies loaned tea producers came from their sbankChina. The Amoy
merchants, local guilds and local compradors hafficent capital in hand.
According to the sources, most tea production lagidsnot come from banks but
from the purchasers of the produdfs.This implies that the local guilds and
compradors dominated the source and process ofigtiod and marketing’?

Indeed, the evidence of the tea and sugar indastriplies that both financial
capital and business connections were to the aadgentof these traditional
Chinese/Taiwanese businessmen in their competitith the foreign banks and
enterprises. This competition was, as Lin points affected by the demand-supply of
different markets. What was more important wasrthasiness connections with the
market. This, for the case of the Chinese and Tia@s@ merchants, was related to the
social dynamics which supported them and let theswadl in international trade.

In addition to the changes of the trade market ¢eduby the foreign forces,
these changes also led to the rise of new typeses€hant who were rivals of the
Taiwanese Jiao Shang. The foreign merchants beganbusiness in Taiwan and
planned to compete with the Chinese and local Tiz@s@ merchants in the sugar and
camphor trade. Their competitors included the logallds and the Taiwanese
compradors whom they hired. These Taiwanese coropafirst worked for the
foreign companies, charged with finding the sourmsproducts, then purchasing
them and arranging for their transportation. O dompradors had made a certain
amount of money they started their own businesseSihey were familiar with the
whole process, it was easy for them to run busesesétheir own. These compradors
then became the main competitors for the localdguif® The rise of the new
compradors shows the significant impact of an aparket on social changes. Before
trade was opened to foreigners, the market wasmied by Jiao Shang. When trade

opens, more participants were allowed to partieipathe market.

" bid., pp.144-145.
172 1bid., pp.105-145.
13 bid., pp.117-119.
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4-5. The Impact of the Japanese Colonial PolicyTaiwan’s Trading and Business
Society

The Japanese empire created several new markétaaledsystems in Taiwan
in order to assist Japanese industrialisation atabbsh the market for the resulting
industrial products. Under these established utstits, Taiwan, as Lin argues, was
modernised under Japan’s colonial developmentipsli©ne of these policies aimed
at reducing the amount of Chinese capital in Tajwaetause it derived from the
cross-strait business connections in the Qing dynd$e tea and sugar industry in
Taiwan was dominated by Taiwanese Jiao Shang, wintesecial capital depended
on business connections from Amoy or Fujian. Thgadase colonial government
tried to dominate primary industry in Taiwan, thgar industry in particular, in order
to import capital from the Japanese Zaibatsu. Unklisr policy, the level Chinese
capital in the Taiwanese market gradually decliaed was replaced by capital from
the Japanese Zaibatsu. Another factor affectingdibeline of Chinese capital in
Taiwan was related to the collapse of the Chineslesyin the early 20 century'’

Despite this action by the Japanese governmentsidenable Taiwanese
investment in China began in the early"2@ntury. The largest amount of Taiwanese
investment was focused on Fujian province. Thegesitients were made in several
industries. Moreover, close trade between Taiwad dapan showed that the
Taiwanese businessmen operated well despite tistigerrelations between China
and Japan in the 1920s and 1930s. Lin’s reseagdrlglindicates that cross-strait
trade did not decline under the colonial regimett@ncontrary, trade across the strait
showed only changes of comparative advantage betwasvan and China and the
transformation of the Taiwanese economy duringctilenial period.

However, one question may be asked about the edortoamsformation. If
the main financial sources for the Taiwanese bgsimen were cut off, what were the
other financial sources that supported their inmesit and trade in Fujian in the early
twentieth century? When the colonial government offt Chinese capital, it
established several modern financial institutiomsTaiwan. However, the modern
banks only did business with privileged Taiwanessifiessmen and the Japanese
enterprises. Although the Japanese colonial govenhrdid not provide significant
financial support for the Taiwanese investors, &irésearch explained it by insisting

174 Zhu, Delan, “Riju shichi changi Taipei maoyi: yiang huashan taiyi hao yu san jia taishan weili,”
Zhongguo haiyang fazhan shi lunwenvpl.4, (Taipei, 1991), pp.115-157.
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that the Taiwanese businessmen had collected iguifidunds from international
trade since 1860.

More clear evidence can be found from the eadsiry when the Japanese
colonial government allowed the Taiwanese to choskether to stay in Taiwan.
Before the enforcement of the citizenship polidye tolonial government allowed
two years for the Taiwanese to choose to remairetbe else move back to China.
After two years, most of the Taiwanese moved baxkChina. The first factor
affecting the Taiwanese who moved back was thecdiffy of integrating and
adaptation in Fujian. Archival evidence shows s$@nhe of the Taiwanese merchants
were not familiar with their original homes. Althglu they had Fujian business
partners and no problems with the language, itstiddifficult for them to integrate
in the local society.

The evidence can be found from the family lettefrST@wanese merchants
which shows their wish for Taiwanese food (suclpiakled cucumbers or other dried
and preserved food) and their prayers for the lwraple in Taiwan (instead of Fujian
temples). The second factor was related to thdittaf their significant assets. The
property and money capital of these Taiwanese guwilds in Taiwan, rather than in
China. What they possessed in China were some dassioranches. Their business
letters confirm that the Taiwanese businessmenegesd sufficient funds during this
period. Yet Lin’s research does not clarify the ayncs of the financial sources from
the social institution. The financial capital whiehabled the Taiwanese to invest and
trade in Fujian was not dominated by individual fls@s; some of the investment was
in heavy and capital intensive industries whichuresfl large amounts of financial
capital’”

Not until 1920s did the local Taiwanese big fansilget up their own modern
banks. The shareholders of these banks had in constrong kinship relations.
These banks supported and made possible large #&notinnvestment in China.
Before the set up of local Taiwanese banks whicreveperated and owned by the
local Taiwanese, the common Taiwanese businessalied heavily on the credit
cooperative associations. Until the colonial goweent institutionalised the credit
cooperative associations, similar types of crediiom existed in Taiwan. The

associations were informal financial organisatiopgerated by their own members,

5 Lin, Yuru and Lui, Xufeng, edsLugang jiao shang hsu zhihu yu dalu de maoyi wet88%-1897
(Taipei, 2006).
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who usually came from similar industries, such gsicalture or fishing. These
members saved their money in the organisationstiaaalected members used the
savings to make loans to other members. The intesgsed by the organisations was
shared every year among the members.

In 1913 the colonial government issued the regutatiof an Industrial
Corporation, which aimed to formalise credit co@pee associations and to
encourage business development in Taiwan. Thetaredperative associations did
not prosper until World War Il. Before and aftee timstitutionalisation of the credit
cooperative associations, the characteristics efabsociations were similar. They
were characterised by particular industries andgggahical locations. These
characteristics were similar to those of the Jinar§ and the business groups in the
late 19" century in Taiwan.

The local Taiwanese banks, the credit cooperagea@ations and Taiwanese
investment in China imply that, although the Japangovernment set up formal
institutions, such as the market and the finansystem, to develop the Taiwanese
economy, the social dynamics still played a sigaifit role in facilitating and
supporting business development in Taiwan and basirtransactions across the
strait. Without the supply of financial capital fnothe social institutions, the

development of business in Taiwan and businesssithe strait could have suffered.

4-6. Conclusion
The tributary system is usually ignored when anatyd aiwanese economic

history in the early period. Based upon the tributystem and its pattern and rules,
this chapter clarifies that Taiwan’s political ststwas uncertain. This was important
since the beginning of trade across the straitaff@sted significantly by the tributary
system even though it was founded on the demanphsub the market. In other
words, the emergence of Taiwan as a trading bastnéopirates and the Dutch was
thanks to its exclusion from the tributary tradestsyn. The exclusion from the
tributary system implies that there was no solidl antegrated political power
dominating Taiwan and paying tribute to the Chinesepire in exchange for
permission to trade.
There is absence of evidence showing whether tlogigaal kingdom of

Taiwan paid tribute to the Chinese Empires. Theettam political status also

demonstrates another significant factor in the ak@aiwanese trade in the region.
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Since there was no integrated political power toage trade, Taiwan was open for
trade. Therefore, the factors inducing the ris&afvan in trade were its geographical
location, unclear political status and free trade.

Another factor is the role of Chinese pirates/bess connections. The
Portuguese, Spaniards and the Dutch were able dmipthe business because the
Chinese pirates and merchants traded with themeadsbf through the formal
tributary trade system. This implies that underithpact of the existing institutional
framework (the tributary system), the crucial dymamhich supported and facilitated
illegal trade across the strait was the Chinesstggfmerchants business connections.
Under the control of the Ming Zheng in Taiwan, migional trade in Taiwan
prospered. This was related to the Ming Zheng’'sdrnfee the profits and supplies
from trading to support its army and its resistatwehe Qing imperial court. The
success of Zheng's family relied on the structuréhe old-pirate organisation, free
trade, their familiarity with sea trading and wilbreign merchants. Therefore, the
closing of the Chinese coastal area did not dardhgeag’s trade. On the contrary, the
loss of the Chinese coastal market provided Zheitly avnew opportunity to enlarge
the profits from the sea trade. Given the econaimierest and political concerns,
trade played a significant role in supporting thbssstence of the Ming Zheng.

According to the analysis of trade history from tt@" century to the 17
century, the rise of pirates’ trading and the Dupahticipation in the regional trade
system brought Taiwan into the regional trade systerade further prospered when
the Ming Zheng dominated Taiwan. One important lsirity can be found shared by
the trade and business of the pirates, the Dutchthe Ming Zheng. Under the
constraints of the tributary system, it is essériiaenlarge business connections in
order to increase trade opportunities and profiteerefore, during the early period,
Taiwan was very open for trade. This is also reldtethe fact that there was in the
early period no strong political power to integratel take charge of trade in the local
Taiwanese society.

It is also worth noting that the people who opetdiesiness in Taiwan did not
comply with the formal institutional rules. On thentrary, under the influence of the
system, their business was supported and facditayethe social dynamics through
business networks. The success of the Dutch bissares the success of Konxinga’'s
trade in Taiwan both relied on Zheng Zhi-Long’siness connections. This explains

how these political regimes were able to contimugdade when they were prohibited
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from trading with China. The key point is that lifely had not been able to acquire
valuable Chinese luxuries by trading with China, tiperation of their business could
not have been profitable because of the demandsapply in the regional market.
Moreover, it is worth noting that these significdmisiness connections were founded
on social institutions which were characterisedclyse geographical and kinship
relations in the earlier period of the Fujian seac¢hant groups and the pirate groups.

There were three developmental stages for Taiwattade during the Qing
dynasty. The Taiwan market stagnated in the eany @eriod because of political
concerns. The changes of policy in the mid-Qingrexaved the market. The policy
increased the population, induced the market amddd the South-China type guilds
in Taiwan. The Taiwanese/Fujian guilds played aificant role in the Taiwanese
economy and trade with China. It established aesysivhich operated business in
different industries; this system included weigldad measures for business
transactions, price controls in the market, transpion and dispute settlement. Yet
the trading partnerships during this period warated to China.

The joining of foreign forces in the Taiwanese nedrik the late Qing period
not only induced a market transformation, but aksiored the open trade system in
Taiwan. The transformation and the links with therlal trade market also created
new groups of Taiwanese compradors. The rise of caawpradors in Taiwan also
indicates that more open trade allows new partitgpan the market. It is worth
noting here that the power of the Chinese/Taiwargskls and compradors was
greater than the power of these foreign comparibs also shows that more open
trade did not necessarily weaken the competitiveredsthe traditional business
groups.

Another important dynamics to identify from the Qiperiod was the bans
and the opening up of trade. In the early periocerwhthe Qing imperial court
prohibited emigration to Taiwan, the market wasetband trade shrank. In the mid-
Qing period when the Qing imperial court once malfewed immigrants to Taiwan,
trade increased and the local market gradually Idped. In the late Qing period
when the Qing imperial court was forced to openpbes for foreign trade, business
prospered. This shows that the state had a significnpact on the opening of the
market and trade. The more Taiwan opened for tréoe, more the Taiwanese

economy prospered.
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During the Japanese colonial period, trade contindespite the hatred
between China and Japan. Although the Japanesei@ajmvernment constrained the
level of Chinese capital in Taiwan, in terms ofWanese trade with China and other
countries in the region, the colonial governments vpaiepared to open up trade
channels and Taiwanese outward investment. Althdligie was no specific policy to
encourage or support Taiwanese investment in Chidarge amount of investment
went to Fujian. This implies that the dynamics bk topen market facilitated
investment and trade across the strait.

Although cross-strait trade prospered and the srgeportion of Taiwanese
investment went to Fujian, some significant sodiansformation occurred. The
business connections between Taiwan and China leeo@ore business-oriented: on
the one hand, intensive kinship relations betweamwdn and China diminished after
generations. On the other, after generations ameddévelopment of Taiwanese
market, some valuable assets remained in Taiwahnerathan in China. The
accumulation of capital strengthened the trade p@ivéhe local Taiwanese business
groups over time. These local business groups dhdaha&t the social institutions
played a significant role in collecting financiagpital to support and facilitate
business for these Taiwanese businessmen. Thier®adalso indicates that the
formation of Taiwanese local society strengthen&ithough the kinship relations
between Taiwan and China diminished, some Chinesalsharacteristics continued
to support business in Taiwanese society. Thesacteaistics can be surmised from
the financial sources for business operations tiesp during the colonial period.
The transformation of import-export of financialpgal which they indicate not only
changed the trade relations and economic struchuealso Taiwan-China social
relations.

The Qing government, as compared with the Japarasaial government,
was reluctant to encourage economic developmeritaiwan. Although it can be
blamed for the lack of formal institutions, the ety trade and strong business
groups were founded during the Qing dynasty. Intrest, the efficient Japanese
colonial government can be credited with establighsome institutions in Taiwan
which enabled the Taiwanese to invest in China. ddmparison of the actions of the
governments in the Qing dynasty and the colonialogdeshows that whether the
governments were efficient or inefficient at segturp institutions to benefit business

operation, trade prospered as long as Taiwan was @ trade. It indicates that
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government played a significant role in openingoorhibiting markets and trading.

The more Taiwan was open for trade, the better dallsveconomy fared. The

comparison also demonstrates that the social dysasupported businessmen by
facilitating their investment and trade, whethee flormal institutions were under-

developed or well-established, as long as the didtaot block trading.

The historical pattern shows that the significampact of the state on the
Taiwanese economy lay in its power to open up ampl down on trade. Despite the
restrictions or the arrangements of the formalitusdns, as long as the demand and
supply of the market existed and Taiwan was opernréale, the business groups in
Taiwan could rely on the social dynamics (mainlg thusiness networks) to support
and facilitate their business within the grey areasated by the formal institutions.
Furthermore, the history also shows that the foréggces and the changes in China
significantly affected the market and the tradeimmment in Taiwan. Regardless of
the intended or unintended consequences createtiebgovernment policies, the
social dynamics continued to support and facilitaisiness transactions in different
ways with the changing environment. Finally, theampes in the Japanese colonial
period clearly indicated that solid social insibas had been established in local

Taiwanese society.
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Part Ill. Where Did the Support Come From? The Risand Development of
Manufacturing SMEs, 1950-1980

The relaxations on the control of imported materidhe foreign exchange
system and the export-oriented industrialisatiohicgoof encouraging exports have
always been considered significant in speeding avdn’s economic growth. The
beginning of the EOI policy and other later policim the 1970s and 1980s are
usually considered successful government intergesti in the process of
development. The government support and guidandbealevelopment of private
enterprises (including LEs and SMESs) are regardeti@key to economic growth. In
terms of the development policies for assisting SMiost of the existing literature
highlights the indirect impact of these succesgialicies on the founding and
development of the SMEs. Did these direct or irdlisipports based upon the state’s
development policies encourage the foundation ef #MEs and facilitate SME
business transactions? What was the state’s ibtaresimplementing these
development policies? If the state’s interest watsim developing the SMEs, to what
extent did these policies provide support for thdhthe government support to the
SMEs was limited, what played a greater part impsujing the founding and business
transactions of the SMEs? Finally, in what circianses did this other support

emerge?
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Chapter 5. The Role of the State in the Rise of SME1950-1970
The authoritarian system was considered signifiecantaking Taiwan’s post-

war economic development possible. The argumentlgnécuses on the power of
the government to control the institutions and ngplement development policy
efficiently. Since the government dominated bothitigal and economic power in

Taiwan, its development policies played an impdrtate in inducing the rise and the
development of the SMEs. Taiwan’s export-orientediustrialisation policies,

including the EOI policy, have always been con®designificant in leading the
successful growth of the exporting SMEs. In termthe specific government support
to the SMEs, most of the existing literature hights the indirect impact of these
successful policies on the foundation and developroESMES.

Instead of examining how powerful the state wasdaminating and
controlling the institutions in line with its dewgiment plans, this chapter looks at the
way in which the state’s interest influenced thenfation of the development policy
and how far these development policies supporteth(birectly and indirectly) the
rise and the development of the SMEs from 19509t01 It begins with an analysis
of the political power structure in order to exgothe state’s interest from the
perspective of political power. Although the KMT wgonment was able to avoid
disruptions from local Taiwanese interest groupsg, party itself contained several
different interest groups. The interests of thegernal groups influenced the nature
of the development policy.

The second section sub-divides to focus on an sisaty the policies and the
impact of these policies on the SMEs. The develaptmelicies are divided into two
categories. Before the mid-1960s there were no ifspeegulations aimed at
supporting the SMEs. The first category of the dmwaent policies comprises
general development policies, which do not spedliffcaim at supporting the SMEs.
However, the second category consists of the galievhich particularly focus on
assisting the SMEs’ development. The first peri@dibs with the government’s
policy change from ISI to EOIl. Some economic diftes occurred in the mid-1950s
which forced the government to adjust the ISI polithe first sub-section discusses
the economic problems and examines how the goversnehanging attitudes
towards them influenced the later development mdiand the rise of the SMEs. In
1959 the government launched a series of new pelion order to change the

direction of economic development. This second sediton examines the impact of
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the second period of policy changes. In the fisgt periods of policy change, most of
the disputes regarding government development yolwainly focused on
encouraging the development of the private entsgprithe liberalisation of foreign
trade and encouragement for foreign direct investnre Taiwan. These policies are
usually considered a significant indirect influerare the rise of SMEs in the 1970s
and the 1980s. Therefore, the first two periodsmera the extent to which these
general policies contribute to the rise of the SMEs

The third sub-section then focuses on the spepifigrammes, policies and
government organisations assisting the developwietite SMEs. The government’s
assistance was given in several ways; the exammabf this period focuses
particularly on tax exemption, export promotion dnthncial assistance from the
state. Finally, the chapter explores the way inchtihe state’s interest influenced the
formation of the development policies; this exptaimhy the development policies
with an indirect or direct influence on the riseSWIEs were to some degree limited.
Moreover, the analysis and evidence also demoastinat the significant impact of
the state policies on the development of the SMgsr its power to open or restrict
the market. Yet the market which the governmenttrotied and created did not

provide important financial support to the SMEghair business operations.

5-1. The Rise of Chiang Kai-shek and the Constraadf the Party-state Institution
The period of strong influence from the KMT'’s pmiéal power on Taiwan

began in 1949, when Chiang Kai-shek was defeatedbyg. The foundation of
Chiang’'s power within the KMT was considered sigr@ht since the model of his
power structure persisted in Taiwan until 1975. &domg the rise of Chiang Kai-
shek, one must look at the political situation savgears before and after the death
of Dr. Sun Yat-sen. According to the Cambridge éfigtof China, the KMT in 1923
was not a well-organised political party. Apartrfrats headquarters established in
Guangzhou, there was only one branch in Shanglha.nlimber of KMT members
was not clear. The historical sources point out thfficulties for Dr. Sun in
establishing a well-organised and powerful partystF the KMT lacked stable
financial sources with which to run. Second andansequence, it could not build up
a powerful army. Finance and the army were twoiagmt pillars for maintaining
political power in China in the 1920s. For one thirdifferent warlords were
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dominating the Chinese regions. Without powerfulitary support, the KMT could
easily have lost its political power in South Chinaainly in Guangdong)’®

In 1924 Sun published new party regulations taupethe power centre of the
KMT, namely, the Central Committee. The core of @entral Committee was the
Political Committee. Moreover, the KMT set up in249a military school, Whampoa
Military Academy, to train its own army. After sieilj up these bodies, the regulations
also reformed the management of the military andrfce. After Sun’s death in 1925,
Chiang Kai-shek was not assigned a place in thgi¢cadICommittee. He was merely
a member of the Military Committee and the Printigiathe Military Academy. In
1926, when the political committee appointed Chikiagshek as commander for the
Northern War, the rise of Chiang in the KMT bed4h.

Since the control of the military was the most gigant element in gaining
political power, Chiang Kai-shek had an advantagethe principal of Whampoa and
the commander for the North War. For the duratibrthis war, Chiang Kai-shek
dominated Shanghai, because it yielded greateretgenue to support his arm$ In
1927, he married Soong May-Ling whose family waBuential in business and
finance dealings in Shanghai. This marriage broughtang Kai-shek stronger
financial support and also initiated his relatidpshith the U.S. government?

In addition to these external relations, Chiang-#tak established several
groups to support his own power within the KMT. Thest group considered
significant for Chiang Kai-shek’s rise in KMT waset Whampoa clique. His political
power was thus founded on his military power. Tkeosid group was the ‘C.C.
clique’ which was named after two significant memsbef the KMT: Chen Kuo-fu
and Chen Li-fu. The Chen brothers organised the K®idminating the party and
established significant financial foundations faviK to operate. The cooperation of
Chen’s brothers and Chiang Kai-shek was foundeth@meed to have military power

and control over the party. The third group wasélite. They had no power over the

8 Wilbur, Martin C.,“ The Nationalist Revolution:dm Canton to Nanking, 1923-28,” @ambridge
History of China ed. Fairbank, John K. (Cambridge1983), p. 527-721

Y7 \bid., pp.620-621.

178 Eastman, Lloyd E., “Nationalist China during therlking decade, 1927-1937,” i@ambridge
History of China, eds. Fairbank, John K. and Feuerwerker, All§€ambridge,1986), pp.116-167.

179 Soong May-Ling’s wealthy family in Shanghai edechther in the U.S.. Her U.S. educational
background connected the KMT with the U.S. goveminaad parliament. She was named the mother
of the air force of the Republic of China becau$ener contribution to the modernisation of this
service. Moreover, in 1935 the Republic of Chinadme the largest country to import U.S. weaponry
and military planes. With the help of Madame Sodbigiang Kai-Shek not only obtained support from
Chinese capitalists, but also significant suppfsasn the U.S. See further Wilbu., op.cit.,p.683.
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KMT and had no close relations with the Whampoa@r@l cliques; but they worked
in the administrative systems. Chiang Kai-shek’stipal power within the KMT was
founded on and supported by these three main alitie

With the help of different groups, Chiang Kai-shekower within KMT was
consolidated. In 1928 China was united and the ddatist government was
established in Nanking. The infrastructure of tlagionalist government in Nanking
was the foundation of the KMT government in Taiwafter 1949. The party-state
institution was significantly affected by Sun’s &ef establishing a new China.
According to the Fundamentals of National Constomctvritten by Dr. Sun Yat-sen,
China had to be led to a democratic and constitatioation in three stages. The first
would involve military rule. This stage (from 1986 1928) aimed at unifying China
despite the warlords dominating different regiofigh@ country. The second stage
would be political tutelage. During this periodetlkMT would have to lead and
guide the people to practise using political powad participating in democratic
politics. The final stage would be constitutionavgrnment. The construction of a
new China relied on the leadership of the KMT.

When the Nationalist government was set up in Namkit was the second
stage of the National Construction. During thisiqarfive principles were employed
in the running of the country. First, the KMT nat& representatives stood for the
national assembly and led people to practise upmlgical power. Second, the
national assembly asked the KMT Central Commiti@eexercise administrative
power in China. Third, the administrative orgarimatwas under the control of the
nationalist government. Fourth, the KMT CentralifR@dl Committee supervised the
nationalist government. Fifth, the KMT Central piotll Committee was responsible
for legislation. Finally, the aim in this period svéo train people to practise political
power. According to these five principles, the adistrative system was supervised
by the party and the parliament was dominated Iofy ppembers. To sum up, these
principles constructed the foundation of the KMTagsarty-state institutiotf

180 Eastman, L.op.cit, pp.161-165; Wang, WeilChiang Kai-Shek’s wenchen wuijiatigenan, 1987);
Wang, FongWozai Chiang Kai-Skek fuzi shenbian de (f&ijing, 2003) ,pp.97-102; Yang, Zhesheng,
Guointang jiaofu Chen Guo F(Shanghai, 2010); Chen, Lif@hengbai zhijian: Chen Lifu Huiyilu
(Taipei, 1994).

181 Zhongguo guomindang dangshi weiyuanhui, ed., “Gnarhengfu jianguo dagang,” ifieachings
left by Sun Yat-sefTaipei, 1988).

182\Wu, JingxiongZhonghua minguo xunzhen shiqi yuefa sfhignjing, 1927).
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Some findings can be drawn from this history. Fitisé rise of Chiang Kai-
shek was related to the support of various inteyesiips as head of the army. These
interest groups cooperated with Chiang Kai-shek gance him their loyalty because
he satisfied different interests. Second, the pstdie institution was the product of
China’s particular situation. It integrated thetstavith the party. Since the party was
dominated by the small circle of people (such asa@h Kai-shek and the C.C.
clique), it was this small group of people that doeed the country. These factors
made dictatorship the characteristic of the KMTir@halthough Chiang Kai-shek
was the leader within the KMT, without the supparfsthese groups, Chiang Kai-

shek’s political power would have been unstable.

5-2. Chiang Kai-shek and the KMT in Taiwan, 194999
When the KMT came to Taiwan in 1949, some party tvens asked for the

re-organisation of the party because of its dafe@hina by the Chinese Communist
forces. The reorganisation of the party excludemnfrits power centre its main
members from the C.C. clique. According to the mership list of the Central
Committee in 1952, the Whampoa clique controlledeseseats out of thirty-two. The
elites from different fields controlled thirteéf The list of committee members
implies that the Whampoa clique and the Politidald$ cliqgue dominated the centre
of the KMT. This was not only related to the int@rpower struggle within the KMT,
but also reflects the need for the KMT to restésaeputation and to control Taiwan.
Thus, in the early period, the military and eliteho operated the administrative
system were considered crucial.

The government structure in Taiwan was almost #meesas that of the KMT
government in Nanking®* However, the clear separation of political powed a
governance and the well-organised administrativetesy did not function as a
democratic system in Taiwan before the 1990s. @rotie hand, the KMT in Taiwan
still maintained the period of political tutelage. other words, the administrative
system was in the charge of the KMT Central Coneuittlts operation and
supervision were controlled by the party. On théeothand, since the KMT

dominated the government system, some special atgns restricted or excluded

183 Appendix 5-1.
184 Appendix 5-2.
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political power from the people. Two significantgudations ensured the KMT’s
sovereignty in Taiwan.

As a result of the Chinese Civil War in 1945, thé/K enforced the
Temporary Provisions Effective during the Period Nétional Mobilisation for
Suppression of the Communist Rebellion in Nanjib@ Kay, 1948). The aim of the
provision was to extend the powers of the Presideice president) to deal with
emergencies, such as wars and economic crisesimplifging the administrative
procedures of the ConstitutiohfS.In addition, the Temporary Provisions have been
considered significant in strengthening the KMTtrdnation, for Chiang Kai-shek
in particular. The provision allowed the Presid@nte president) of the Republic of
China to be exempted from the two-term limit. Clgdmad five times been re-elected
President by the National Assembly between 1948 H9idb. In addition to the
presidential terms, the general elections for tla¢iddal Assembly were suspended.
In 1951, the Judicial Yuan decided to defer thdignaentary election since Taiwan
and China were still in a state of war; it then @mmced that the elected members
could remain in office until an election could beldhon the mainland® In other
words, the representatives of the National Assemdatyained in power from 1948 to
1991.

There were two significant impacts of the Temporargvisions on Taiwan’s
politics. On the one hand, the suspension of gérard parliamentary elections
ensured Chiang Kai-shek’s political power in bdte KMT and the government. On
the other, the suspension of general and parlieangrglections maintained the
KMT’s political power in Taiwan. In terms of poptilan structure, the KMT and the
mainlanders who came to Taiwan after 1949 (cal\isheng ren’) formed only
13% of Taiwanese population. The Hoklo and Hakkepjee (called Bensheng ren)
provided 85%. The KMT’s concern to suspend elestiwas also related to the ethnic

conflicts between the Waisheng ren and the Bensteanm 1947.

185 Laws and Regulations Database of the Republichifa Temporary Provisions Effective during
the Period of National Mobilisation for Suppressionf the Communist Rebellion,
http://law.moj.gov.tw/LawClass/LawContent.aspx?PE3HB0000005. (accessed 20 March 2011).
1% Directorate-General of Budget, Accounting and iStias, Executive Yuan R.O.C. (Taiwan),
Statistical Yearbook of Republic of Chjrf@aipei, 1991), pp.2-5.
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The ethnic problem came to a head in the 2/28 émtidn 1947*%" This
incident, in the conditions of civil war, was sesma riot. The Taiwanese provincial
governor, Chen Cheng, enforced martial law (19 M&49) in order to quell the anti-
government rising. During periods of martial laveople were not allowed to form
associations or political parties, publications evexupervised by the police and
military organisations; and citizens who broke tae were brought to trial under
military law rather than under civil criminal lawhe strict control under martial law
constrained people’s freedom, in particular freedomspeech and freedom to
participate in political activity. Not until 1987idl President Chiang Ching-Kuo lift
martial law*®® Under the Temporary Provisions and martial lave ¥&aisheng ren
dominated Taiwan’s politics until political reforim the 1970s.

In addition to the control of the party, politicacamilitary, the KMT was
considered successful in running party-state engas@ The monopolising of party-
state enterprises aimed at supporting the KMT'sitipal power. Indeed, the
construction of investment relations for state grises and party enterprises had
already begun in China by 192%.The party and these large state enterprises set up
joint ventures, which are now recognised as a cdoermparty-owned enterprises.
Because of their links with the party, these joneintures usually undertook the
contracts from the state enterprises and mostenf gnofits went to the party. Critics
of the party point out that when the KMT took oyepperty and capital from the
Japanese colonial government, a considerable anofuahd, property, capital and

other enterprises came to be run by the party duthe government®

187 Several factors caused the 2/28 Incidence, sues@®mic problems (severe inflation in 1947) and
the government’s monopoly of tobacco, wine and otdmenmodities. The ethnic conflicts began with
the 2/28 Incidence when waisheng ren police officehot a female vendor for selling cigarettes
illegally. The Bensheng ren gathered on the streptotest. The highest official in Taiwan at ttiate
shot and arrested people in the demonstration. Wassalso the start of the ‘white terror’ in the509
and 1960s.

18 | aws and Regulations Database of National Defeiieetial Law,
http://law.mnd.gov.tw/scp/Newsdetail.asp?NO=1A00@IP. (accessed 20 March 2011).

1891n 1945 the KMT government launched several pfangstablishing and operating party businesses
whose profits might strengthen the party’s powehe Tields of party business included several
different industries: cultural, cinematic, in traost, finance, insurance and agriculture. After ¢mel

of World War I, the KMT government took over seakfactories and firms from the Japanese empire
and established its own party enterprises. Thergoise evidence that the KMT took most of the
prosperous industry as party enterprises to ma&étpfor the party. For further details, see Liang
Yonghuang and Tian, Xirleaimai guomintang: dangchang da qgingsy@aipei, 2000), pp.29-31.
190«Shetuan faren zhingguo guomindan danchan zongrsim,” Central Daily NewsTaipei, 23

August 2006; “Guojia zichan jingying weiyuanhui ¢aan chuli zhuanan xiaozu,” press release of the
Ministry of Finance, Executive Yuan R.O.C. (Taiwahaipei, 31 August 2004,
http://www.mof.gov.tw/fp.asp?xltem=18666&ctNode=40accessed 20 March 201); “Guojia zichan
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From 1949 to 1975, when Chiang Kai-Shek died, thigigal power structure
within the KMT and the Taiwanese government weréh bdominated by the core
members of the Central Committee. It is worth mptthat the KMT government
launched local elections in the 1950s. However, ltoal elections include only
representatives below county level and in everyngotall. These elections in the
local areas had no impact on local governments,tmohention the central KMT
government. The head and chairman of the coungnasiges were appointed by the
central government. These local elections and épeesentatives for whom people
voted had no authority over the local governmebés;ause the local governments
were directly responsible to the central governnmatiter than to the local voters. In
other words, these local elections were toothlbesause they could not affect the
authoritarian power. The political power structure the first period of KMT
domination in Taiwan can be separated into nineuggowith different political
weights. The given political weights are based upbe degree of each one’s
influence through elections on the country’s decisinaking system.

Table 5-1 shows the political power structure inwian from 1949 to 1970.
The first group is the ruling elites in the countdyring the Chiang Kai-shek period
those on the KMT Central Committee. They wholly dmabed the military, politics
and economy of Taiwan and have 10 points of palitieceight. The second group is
the government bureaucrats who were responsiblenfptementing policies. This
group of people, under the regulations of the Forefdals of National Construction,
was under the control of the KMT Central Committ€rerefore, they have 7 points
of political weight. The third group was the urbaapitalists who were the
entrepreneurs. They had limited influence on gowemt policies. This can be

ascertained from the fact that of the members efGentral Committee there were

jingying weiyuanhui danchan chuli zhuanan xiaozigyomintang xieshan danchan chuli shiyi,” press
release of National Property Administration, Minysof Finance, Executive Yuan R.O.C. (Taiwan),
Taipei, 12 October 2004,

http://www.mofnpb.gov.tw/NewsL etter.php?page=Newg8Detail&New ID=160#t1. (accessed 20
March 2011); “Guomindang Dangying Shiye Zichan ygihnyi,” Economic Daily Taipei, 19,
September, 1993; “Jiekai dangying shiye mianshénited Daily, Taipei, 26 December, 1999;
“Dangying Shiye: Guomindang zuida jinzhuJhited Daily, Taipei, 8 August 1994; Liang,
Yonghuang, “Guomintang shi quanguo zuida de cajtuatealth MagazineTaipei, December, 1991,
pp.109-114; Liang, Yonghuang, “Caiweihui zhixiagtgjia danying giye pox\Wealth Magazinel988,
pp.120-124;

Zhang, Wenquan, “Guomindang Dangying Shiye JituemgellenceTaipei, September, 1993,
pp.158-159.
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few (almost no) members who were entrepreneursteidre, they had 0 points of
political weight. The fourth group was the urbanlitpmans. The anti-KMT
movement, called the Tangwai movement, began il #5®s; it opposed the KMT’s
authoritarianism. However, under martial law, peoplere not allowed to organise
opposition political parties nor to take part iflipes. Therefore, although opposition
forces existed, they had limited (or almost noJuafce on Taiwan’s government.
Other socio-economic groups, such as students,an®rihe poor and peasants, were
all excluded from politics because the TemporagvRions suspended elections. The

political weight of these socio-economic groups zeio.

Table 5-1. Political Weight of Different Social Gaus in Taiwan 1949-1975

Social groups Political weights
KMT ruling elites 10
Government bureaucrats 7
Entrepreneurs 0
Urban politicians 0
Urban workers 0
Urban students 0
The poor 0
Farmers 0

The history of the foundation of the KMT construttthe political power
structure of Chiang Kai-shek. His rise dependedhensupport of different interest
groups, both within the KMT and outside. This poét power structure and the
membership list of the central committee indicie interests of the KMT after they
fled to Taiwan. The military and the elite groupsicha majority in the central
committee. This implies that, under the threathef CCP, the national security and
the political stability in Taiwan were the primanterest of the KMT. But the party-
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state system established in China before 1949imflsenced the outlook of the KMT
in the formation of its early development policyhelparty-state system had to wield
great economic strength in order to support the KNtle concern of economic
support was related to the early foundation of KIMT when it could not afford to
raise its own army.
Concerned by the conflict with the CCP and the rfeegolitical stability, the

KMT needed support from the SOEs and the LEs whiele owned by or related to
the party. What is more important is that the KMeDitimated its political power
without general elections by enforcing the Tempprrovisions and martial law.
These two regulations prohibited other social gsofnppm participating in politics.
For this reason, other groups in Taiwan’s sociewld not influence the formation of
the government’s policy. In these circumstancesait be argued that the formation
of the economic development policy was mainly atlto the interests of the KMT
in order to maintain political stability by develog the SOEs and the KMT-related
LEs. Its party-state capitalism also implies theg KMT had great control over the

Taiwanese economy.

5-3. The Changing of Development Policies: fromt¢éSEOI, 1954-1959
The principle of the ISI policy was to develop Iboadustries to produce the

country’s basic requirements. Under this principie, Taiwanese government strictly
controlled and allocated imported materials to elmasdustries, giving priority to the
SOEs in the early ISI period. For other privateegmises, the government in the
1950s issued regulations concerning the allocadiomdustrial raw materials. The
conference record of the Development Hall of Taimdre provincial government,
specified its control of the allocation of raw nrédés for private enterprises. In
principle, the allocation of raw materials was lthsgon production and business
achievements but did not lose its sense of freepetition, since the private
enterprises were permitted to import raw matefrals) abroad. However, the amount
of the imported raw materials was controlled bygbeernment®*

It is also worth noting that Taiwan lacks natuedaurces and had at this time

too little foreign exchange to import raw materjakese significant difficulties forced

1 The Construction Hall of the Taiwan Provincial @avment, ‘Taiwan gongye zhengce wenti
gongye guanli zuotanhui diwuci huiyi jillndustry of Free Chinayol.1, no. 5 (1954), pp.26-28.
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the government to control the raw materials forustdal production. Economically,
the control on the import quota for private entesgs and the protection for them in
the domestic market were reasonable steps in tihelégion and early development of
enterprise. Yet it is also possible to argue thatKkMT’s support for the SOEs was an
attempt to stabilise politics by controlling theoaomy.

Meanwhile, under the principle of the ISI, the goweent in 1951 also issued
regulations on foreign direct investment in Taiwdrhe regulations focused on
attracting funds from U.S. and overseas Chinesesstavs. According to the
investment guarantees signed by th& government and the Taiwanese government,
the profits of U.S. investors could be transfetedhe U.S. embassy in Taiwan and
the U.S. government in turn would pay the profasthe designated payees. This
regulation implies that the foreign exchange systeas tightly controlled by the
Taiwanese government. In other words, the U.S.sitore could not transfer their
money freely. Moreover, the U.S. Security Counciaiganteed the U.S. investors in
Taiwan against damage and loss. Meanwhile, theseasrChinese investors did not
benefit from any parallel agreemérit.

However, in the 1950s Taiwan’s policy attractedyvigitle FDI. Newspaper
editorials in 1954 and 1955 indicate that the failof the policy was related to the
severe control and restrictions on the foreign erge system, restrictions on the
import of raw materials, higher prices for localvranaterials, taxes and obstacles to
impede exporters®

The ISI policy, with its high level of controls cgad economic difficulties in
Taiwan in the mid- and late 1950s. Figure 5-1 shtwestrade deficit from 1950 to
1970. There were trade deficits in each of thesntywyears (except for 1963, 1964
and 1970). In particular, there was a severe tdadieit in 1954. The slump from this
trade deficit was related to the changing U.S.qgyoWhich would gradually reduce
the aid to Taiwan. Figure 5-2 shows U.S. aid adittecial source for imports. With
the reduction of U.S. aid as the imported finans@irce, the KMT government had
to deal with the trade deficit on its own. The npamer editorials of the time

discussed the impact of the reduced U.S. aid anst mbthem suggested to the

192 statute regarding Foreign Investment in Taiwamdustry of Free Chinavol.1, no.1 (1954), p.17.
193 Xia, Qiyue, ‘Fan ren guli giaobao huiguo touzihdustrial of Free Chinavol.3, no.6 (1955) , p.16;
“Ruhe cucheng waizi shuru Central Daily News Taipei, 23 November 1953, sourdadustry of
Free China vol. 1, no.1 (1953), p.16; Yin, Kongyong, ‘Taiwamshou waizi wenti zhi shangque,
Industry of Free Chinavol.1, no.1(1954), p.17.
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government that in addition to cutting budgetswis significant to attract foreign
investment and encourage exports to withstand itf@dial deficit and shortage of
foreign exchangé®

Amid these increasing economic problems and tHed&DI policy, in 1954
Yin Kongyong, a high-level economic official in thgovernment, published a
discussion on industrial policy for Taiwan. Thissalission concentrates on the
restrictions on the development of private industity points out that the most
effective way to solve the problems of a trade aliefand shortage of foreign
exchange is to enhance industrial developmentderdo increase productidit The
KMT high officials had long been reluctant to pramdhe development of private
enterprise under the principles of the Constitytiamich in Article 142 restricts
private capital. Although in Article 145 it indies that the state respects private
property and enterprises; still, ‘the state shedknict them by law if they are deemed
detrimental to a balanced development of natiorelth and people’s livelihood®®
The General Secretary of the Council for InternaloEconomic Cooperation and
Development, Tao Sheng-Yang, finds that the agsudf government officials
towards private enterprise adjusted gradually ary after the mid-19608

Many people considered Yin a liberal economist beeahe strongly
encouraged the development of private industry el establishment of a free
market. The critics of Yin's policy suggestion feed mainly on governmental
controls. The newspaper editorials argued thatethssind policies for industrial
development and the significant role of governntentreate the environment were
indeed ‘plans’, ‘controls’ and ‘restrictions’. Thgovernment decided the type of
investment, allocated the raw materials for proucand controlled the import of

raw materials and the foreign exchange system. tihese policies, the government

194“The editorial of caizheng jingji yuekanCaizheng jingji yuekanTaipei, 11 May 1957, source:
Industrial of Free Chinavol.7, n0.12(1957), p.15; “The editorial of Chifames,”, China times
Taipei, 03 December 1957, sourdedustrial of Free Chinavol.7, no.12 (1957), pp.15-16; “The
editorial of Xinshen Daily News,Xinshen Daily NewsTaipei, 24 November 1957, sourtedustrial

of Free Chinayol.17, no.12 (1957), pp.16-17; “The editorial ofitéd Daily,” United Daily, Taipei,
27 November 195%ourceindustrial of Free China, vol,h0.12 (1957), pp.17-18.

1% Yin, Kongyong, ‘A Discussion on Industrial Poliéyr Taiwan ’,Industry of Free Chinavol.1, no.5
(1954), pp.1-14.

1% Laws and Regulations Database of the RepublichifaC, Constitution of the Republic of China,
Act 142 and Act 145, _http://law.moj.gov.tw/LawCIlAsswvContent.aspx?PCODE=a0000001.
(accessed 20 March 2011).

7 Tao, Shengyang, ‘Fostering New Attitude towardiva®e Enterprises’|ndustry of Free China
v0.23, n0.6(1965), pp.28-30.
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decided on behalf of private enterprises what awd imuch to produce. This was not
a free economy?®

Yin's discussion of industry policy is not agaimgivernment intervention in

economic development. Indeed, he supports govermmesvention. At the end of
the discussion paper he clarifies his strong adwooéthe role of government:
“...the Government should take steps to determinaditextion, types and extent of
industrial development, to draw a line between gubhd private enterprises, to
coordinate the policies of protection, controls dnele competition, to renovate
equipment, technique and enterprise managementt@ndprove the industrial
environment”.**°

The new policy suggests a different direction fee government’s control and
planning. The new direction is to create a markettesn controllable under the
government. Yin's suggested policy also impliest ttee market in the 1950s was
mainly monopolised by the SOEs and a few LEs; imeptwords, the remaining
private enterprises were unable to compete in thken. On the one hand, the SOEs
and certain LEs were protected in the domestic aetablut, on the other, the control
on the imported resources and the foreign exchaygteem blocked the access to
imported resources for production. Although theestid not deliberately stifle the
private sector of the market, the development efdtivate sector was impeded by the
protection and encouragement of the SOEs and LEs.

Although the government was aware of the problemssed by the ISI, the
government was slow to adjust the restrictionsrédgewed in Chapter 1, in the late
1950s, the economic situation deteriorated anditi@nployment rate increased. The
newspaper editorials commented that 197 privaterpnses went bankrupt in 1957-
8. They indicated that the problems causing thesguént bankruptcies were related
to the shortage of circulating capital (turnovends), the small scale of the market
and the heavy taxé8’In the late 1950s, most critics of the governmectnomic
policy again focused on the restrictions on impbrieaterials for industrial

production and the control of the foreign exchasgstem and export trade system,

1% «ping Yin Kongyong xianshen de gongye zhengdgiited Daily, Taipei, 01 February 1954,
Industry of Free Chinavol.1, no.5 (1954), p.24.

199Yin, K.Y., op.cit, p.14.

2004 3jejiu zijing kunnan de shishi cuoshiThe China PostTaipei, 25 July 1958, sourckidustry of
Free Chinavol.10, no.2 (1958), pp.14-16.
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because these constraints led to the problems emfuént bankruptcy and an
increasing unemployment reft®.

Finally the government launched new policies. 169 ¢he ‘Nineteen Points of
Financial and Economic Reform’ was promulgated. HiMitthese nineteen points,
some policies, such as encouraging investment, |o@ng privately-owned
enterprises, improving the investment environmérdezing the national defence
budget, improving the tax system, adjusting theeifpr exchange system and
encouraging exports were considered significantreating export-led growth in
Taiwan. The Nineteen Points of Financial and EcandReform was considered to

have changed the policy from ISI to OF4.

Figure 5-1 Value of Imports, Exports and Trade Beéga(USD$ 1,000), 1950-1970
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Source: Economic Research Centre Council for Uif.,AExecutive Yuan R.O.C.(Taiwan)aiwan
Statistical Data BooKTaipei, 1962, 1971) , p.111, p.130.

1 Gongye fazhan weiyuan hui, ‘Guanyu maoyi gaidetjustry of Free Chinavol.9, no.5 (1958),
p.10.
202\\Wu, Meicun, ‘Women ruhe guli touzifndustry of Free Chinavol.25, no.3 (1966), pp.6-12.
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Figure 5-2. Percentage Distribution of Financiali$es of Imports in Taiwan (%), 1950-

1970
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1971), p.112, p.132.

Among these development policies, the ‘Act Encoimggnvestment’ was
first enforced in 1960 in order to encourage pevatvestment and speed up
economic development. This Act was implementedafmund thirty years and was
abolished in 1991. By the Act, the government ermged production in various
types of corporation, including manufacturing, aegltural processing industries and
machinery and construction, etc. The preferentiatlenof the Act on the types of
industries encouraged by the government was exemfsbm taxes. This initiated the
government’s support for privately-owned entergige Taiwar’>® In addition to the
encouragement for private enterprises, the govenhimel965 issued the ‘Statute for
the Establishment and Administration of an Expombdessing Zone (EPZ)'. The
Statute was targeted at attracting investment apdraling international trade in the
export processing zones by providing preferentrl tax exemptions for exporting
enterprises. The policy of the EPZs is considetstessful, since foreign investment
increased in the 19608 In additon to these two new policies and the
encouragement of the FDI regulations, other pdicisuch as export loans,
depreciations of NTD against U.S.D., tax exemptidios exports and the

simplification of export processes were implementedether with the nineteen-point

23| aws and Regulations Database of the Republichiria Statute Encouraging Investment,
http://law.moj.gov.tw/LawClass/L awContent.aspx?P@&30040010. (accessed 07 May 2011).
24 Laws and Regulations Database of the Republichiria Statute for the Establishment and
Administration of an Export Processing Zone,
http://law.moj.gov.tw/LawClass/LawContent.aspx?P@&30050001. (accessed 07 May 2011).
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reform policies, in order to speed up industriavelepment and to encourage
exports?®

The government’s report showed how the governmessiseed the
development of private electrical enterprises inwéa in the early 1960s in the
reform policy framework. In the early 1960s, theeign companies (mainly from
Japan and the U.S.) provided Taiwanese electrieaitofies with electrical
components; the Taiwanese factories assembled toeggonents and exported them
back to Japan and the United Statteser, the government encouraged FDI in Taiwan
and connected the industrial relations of foreigrestors with the local factories. The
establishment of EPZs enhanced the connectionsh ¢ increase in foreign
investments, exports gradually increagéd.

Although the export of electrical products increhfem USD 10,000 to USD
700,000,000 in the period 1963-1968, the newspagéorials disagreed with the
government’s strong support for the developmentthef electrical industry. The
evidence can be found from import taxes and theiradirative process for tax
exemption. In addition to the complicated naturetlteé latter, it required a large
deposit. The import tax on finished products aretteical components was 15%; in
contrast, the import tax on raw materials for pdg electrical components was
30%%°" The details in practice of implementing the poliegre not as helpful as the
government described.

Moreover, the newspaper editorials criticised theovegnment's
‘encouragement’ and the ‘principles’ of EOI strateghe original goal of these was
to remove some restrictions and facilitate busiresedure. However, they usually
stood as exceptions to the existing rules; in otherds, the encouragement and
principles were exceptional. There were few qiedifprivate enterprises within the
exceptions and only a limited minority benefitednfr them. This was against the

spirit of free competition. The fundamental probleras the restrictions of the laws

205 Staff report of the Ministry of Economic Affair&xport promotion in the Republic of China’
Industry of Free Chinavol.29, no.1(1968), pp.34-43; Industrial Law BotMeasures for refund of
taxes and duties on export productsfustry of Free Chinavol.18, n0.5(1962), pp.31-36; Liu,
Taiying and Chen, Heli, ‘Xin waixiaoping chongttigjuan banfa gaijin zhi jingweindustry of Free
Ching, vol.32, no.2 (1969), pp.3-12.

208 Jinhe Hui Tozi Yewuchu, ‘Taiwan de dianzi gongyatlustry of Chinavol.29, no.3 (1968), pp.2-
6.

27«razhang dianzi gongye de fanxian ji wenttonomic Daily NewsTaipei, 16 October 1968,
sourceindustry of Free Chinavol.31, no.4 (1968), pp.11.
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themselves. Adding encouragement and principlendidgolve the problem; instead,
it created other privileged group¥.

The evidence of the critics can be found from thges of SMEs which were
difficult to help by these means. For example, altfh the Act Encouraging
Investment had been implemented for thirty yearsonmder to promote the
development of private-owned enterprises (not Sigsarticular), most SMEs were
not benefiting from the encouragements becausewkeey identified as corporations,
even though, according to the government statjstesr 65% of SMEs were sole
proprietorships rather than corporations. This wet them from the tax exemptions
of the Act to Encourag®”’

The evidence shown in this section suggests tleaetivironment created by
the government was not a ‘free market’ economy lctv to compete. In the light of
different political and economic concerns, the goweent gradually seemed to relax
its restrictions by launching encouragement pdicaad principles. But, given the
framework of controls, encouragement policies andcpples, only certain groups
benefited and went on to engage in competition. &hdence here also demonstrates
the significant impact of the state on the openméske market. Although the export
market was open and the foreign exchange systemadjssted, protections and
preferential terms for the SOEs and LEs still edstin these circumstances, the
policy adjustment to allow the general private gorigses to develop still depended on

the state’s interest in supporting the SOEs aretsad LES.

5-4. Direct and Indirect Support for the DevelopinehSMESs
In 1966 the first official organisation ‘Workshogrfassisting SMEs’ aimed at

assisting SMEs was set up. The aim of the workshap to provide small-scale
industrial loans and revolving business loans. 868l and in 1970, the small
workshop expanded into an assistance bureau andpsatunified service for the
SMEs. The assistance bureau provided technologidabnd consultancy services.
The service centre established a research centree¢bnology management. The

28«Rang quanmin zai tongyi falu xia jinzhendzhina Times Taipei, 18 May 19668 ndustry of Free
China, vol.25, no.6 (1966), pp.19-20.

29 Cheng, Hangsheng, ‘An Analytical Study of the Resaf Enforcement of the Statute for
Encouragement of Investmenithdustry of Free Chinavol.33, no.6 (1970), pp.31-44.
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function and programme of these organisations fedus assisting techniques and
technology for the foundation of SMEY.

Nevertheless, the primary problem was not technoébgor to do with
management support; instead, for the SMEs the pyirddficulty lay in obtaining
loans from formal financial institutions. The bowmiag difficulties for the SMEs can
be analysed from three points of view. The firstekted to the banking system and
the government’s development policy which excluB&%Es from loans. In the 1950s
the KMT government set up different state-ownedkbaor the Taiwanese financial
system. From 1950 to the early 1970s, the highiytraised control of banking
operations was in the hands of the KMT governmént.

Meanwhile, some reports do not strongly support emgouragement for the
development of SMEs in the late 1960s. Lin and Yargue that the advantage of
cheap labour could not last long in the internalomarket; the focus of a
government’s development policy had to be on theeldpment of LEs because of
their economy of scale and the accumulation of taagdor further investment.
Government’s support for SMEs should focus on gertedustries which might assist
the development of LES?

A similar idea can be found in Warmelo’s researohTaiwanese industries
during this period. He argues that what the govemtnshould have done was help
SMEs to improve their production techniques to @ase production and raise
quality.?** These reports and suggestions were published vergment industrial
journal which suggested what direction governmenmbukd take to assist the
development of SMEs. Under the principles of theettgoment policy, only state-
owned enterprises and special LEs could receiveslé@m these public commercial
banks. The loans for these large private enterpngere part of the protectionist

policy aimed at establishing Taiwan’s modern indaksector’**

219 Small and Medium Enterprise Administration, Minjstof Economic Affairs, Executive Yuan
R.O.C. (Taiwan), http://www.moeasmea.gov.tw/ct.afgP=554&CtNode=553&mp=1. (accessed 20
June 2011).

21 For more details concerning the banking systers, Zeang, ShaotaiTaiwan jingrong fazhan
shihua(Taipei, 2005); Lai, Yingzhadlaiwan jingrong bantu zhi huigu yu gianzhdiaipei, 1997);
Yu, Zhongxian and Wang Jinlfaiwan jingrong tizhi zhi yanbiaT aipei, 2005).

%21 in, Haida and Yang, Zongze, ‘Zhongxiao giye zaiWan jingji fazhan zhong zhi diweirndustry

of Free Chinavol.28, no.2 (1967), pp.10-13.

#BWarmelo, W. Van, ‘The development of Taiwanese SMEdustry of Free Chinavol.28, no.4
(1967), pp.15-20.

““Some argue that the protectionism policy and thential policy to make loans to these large
private enterprises were influenced by politicalwpo In other words, politics dominated the
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At the same time, the local banking systems (theditrcooperative
associations) did not to any great extent help SMEs, either. The local credit
cooperative association was embedded in complickieal social networks and
political forces which might bias the direction thieir granting loans to enterprises
which had good social connections or strong paliticelations rather than to
enterprises which would make larger profits. Foaragle, in the research of Zhou
and Chen, a local SME owner whom they interviewegli@s that it would be easier
to borrow loans if one were running a campaign amede elected councillor. The
quota of loans for a councillor is fifty millioA* The statement shows that political
connections and power were believed to help inioioig. loans. The evaluation of the
amount of loans was determined by political andiadggower rather than by the
profits made by the SMEs. The structure of the fdrbanking system, including the
commercial banks or the local banking system, shinasSMESs were required to be
among the ‘privileged’ ones in order to receiveoan from the formal banking
system.

The second problem was that the SMEs usually laekeat banks would
count as valuable collateral; this issue madefiitcdit to grant them loans because of
formal regulations and market perspective. Li Kuogrlstates that the Civil Law
restricted the ability of the banks to grant busswans and reduced the chance for
private industry to obtain them. The restrictiomsne from the regulations that only
real estate can be mortgaged; there was no chadiegyage. Moreover, even though
the government encouraged exports, the machinepgried for private enterprises
were not accepted as security for instalments eforns dutie$*® Although Li does
not focus particularly on SMEs, the difficulties iih he indicates apply more to
SMEs than to LEs.

In another article, Li suggests what governmentukhado to create a
favourable environment for the development of geventerprises. This includes two
main recommendations: the simplification and litieadion of government controls

and the removal of restrictions, while increasihg available funds for investment

development and financial policies independentlyttef market mechanism. For further details, see
Park, Hun Joo, ‘Small Business in Korea, JapanTaidan: Dirigiste Coalition Politics and Financial
Politics Compared’Asian Surveyvol.41, no.5 (2001), pp.846-864.

25 Dj, Benrui and Chen, Jieyingaiwan shehui yu jingju lunjiTaipei, 1995).

218 i, Kuoting, ‘Law and Economic Developmertidustry of Free ChinaVol.15, No.5 (1961), pp.7-
10.
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and credit facilitie$!’ The latter suggestion refers in fact to anothstrigion of the
financial market in Taiwan. The restrictions lietive small size of the stock and bond
market and the government’s intervention in coffitrglprices in the financial market.
The controlled financial market hindered the frémwf of capital. Therefore, the
financial market could not provide financial supptor the SMES*® Meanwhile,
government strictly controlled the foreign exchasgstem. The strict control on the
foreign exchange system closed access to the foigital market and hindered
firms seeking loans from overseas.

The restrictions thus hampered the attempts in 11980s of the private
enterprises to raise funds from the market andddaelopment of an investment
market in Taiwan. Evidence can be found from the loercentage of domestic
investment in GDP in 1967; it was only 22.5 percehGDP?!° From the business
perspective, equally, the lack of valuable guamntereases risks for banks which
grant loans to SMEs. Most of the SMEs could onigaahort-term loans from banks.
The strategy of short-term loans was also profgfded, because banks earn higher
interest rates from them.

Under the restrictions of the banking system amdfthmal regulations, from
a business perspective, the press suggested thajotlrernment should set up an
insurance fund in order to support SMEs which solgimk loans as capit&® This
indicates the difficulties for such SMEs. The Minysof Economics, in order to assist
the SMEs to get credit and insurance funding, pethe Credit Guarantee Fund, but
with limited functions. Newspaper editorials indea that although the government
had had a policy to grant loans to SMEs since 18bthe next 16 years fewer than
1000 SMEs had been eligible to benefit from thidiqgo®** The report and the
editorials indicated the difficulties of raisingetimecessary capital to start and operate
as an SME. In other words, the direct support afegoment in financial capital was

restricted.

271, Kuoting, ‘Development of private enterprisefidustry of Free ChinaVol.23, No.5 (1965),

pp.13-17.

418 For further details, see Caldwell, Alexander The Financial System in Taiwan: Structure,
Functions and Issues for the Futuksjian Surveyvol.16, no.8 (1967), pp.729-751.

#9«The editorial of United Daily,"United Daily, Taipei, 16 October 1967, sourdadustry of Free
China, vol.28, no.6 (1967), p.20.

220 «jjejue zhongxiao giye zhouzhuan zijing zhidabjhited Daily, Taipei, 24 May 1967, source:
Industry of Free Chinavol.27, no.6 (1967), pp.21-22; Meng, Mongmin, n&» Aspects of Financing
SME Industries in Taiwanindustry of Free Chinavol. 27, no.5 (1967), pp.2-15.

22lvpydao zhongxiao giye lianhe jingyingCentral Daily NewsTaipei, 19 September 1970, Source:
Industry of Free Chinavol.34, no.3 (1970), pp.21-22.
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The SMEs were not only restricted in obtaining ®anom the formal
financial institutions, but also found it difficutb secure revolving business loans
from banks. Since financial capital plays a sigifit role in starting and operating a
business, some indirect support from governmenty@las assumed to be helpful in
lifting some of the financial difficulties of the MEs. According to the existing
literature, the business credit loans from the S@#ks LEs played a major part in
assisting the SMES’ business operations and reduttie stress over cash flow.
However, the impact of the business credit loanSMIE financial support was not as
profound as it was described.

The SOEs were privileged in borrowing and importiagy materials and were
protected from competition in the domestic marketprinciple, the SOEs were able
to assist the development of SMEs by supplying pbeaaw materials to lower
production costs and business credit loans toit@elbusiness transactions. Figure 5-
3 and Figure 5-4 below show a comparison of themeséd wholesale price of
selected raw materials in Taiwan and in Korea. $ékected raw materials are the
important raw materials for the popular industiresvhich the SMEs engaged. Cotton
yarn, nylon filament fibres and polyester were thain raw materials for garment
manufacturing; PVC powder and PVC resin were theénnraw materials for
manufacturing shoes and toys. The comparison denates that the wholesale prices
of these raw materials in Taiwan were generallyh@éigthan in Korea. This
contradicts the argument that the SOEs indirecéipdd the SMEs by reducing
production costs through their cheaper raw materlal other words, the government
did not get the relative price altogether wrongemnms of providing raw materials and
intermediate goods to the SMEs in these main matwiag industries.
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Figure 5-3. Estimation of the Price of Cotton Yarmd Nylon in Taiwan and in Korea
(USD$), 1967-1981
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Sources: Council for Economic Planning and Developinindustry of Feee Chinavol.42,
no.1(1974), pp.164-168; vol.43, no.4 (1975), pp-166; vol.45,n0.2 (1976), pp.166-172; vol.55,
no.6(1981), pp.186-192; vol.65, no.4 (1986), pp-2Q4; Economic Planning Board, National Bureau
of Statistics, ROK, Monthly Statistics of Koreal971, vol.7, pp.78-80; 1975, vol.7, pp.81-84; 0,98
vol.1, pp.110-112; 1981, vol.7, pp.110-112; 1988, %, pp.118-120.

Note: The original data of the price of Taiwanestan yarn (20 counts/180 kg) and nylon (70 denier)
were recorded in NTD. The price of Korean cotto unts/100kg) and nylon (70 denier) was
recorded in Korean won. The estimation of the picé&igure 4 was converged from the NTD and
Korean won into USD. based upon the foreign exchaatg per year from 1967 to 1981. The price of
Taiwanese cotton yarn was divided into 100 kg iteorto compare it with Korean cotton yarn. There
were no records in the original data of the pritEarean nylon in 1969 and in 1973.

Figure 5-4. Estimation of the Polyvinyl Chloride@) in Taiwan and in Korea
(USD$) 1973-1979
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Sources: Council for Economic Planning and Developinindustry of Feee Chinavol.42,
no.1(1974), pp.164-168; vol.43, no.4 (1974), pp-166; vol.45,n0.2 (1975), pp.166-172; vol.55,
no.6(1981), pp.186-192; vol.65, no.4 (1986), pp-2@4; Economic Planning Board, National Bureau
of Statistics, ROK, Monthly Statistics of Koreal971, vol.7, pp.78-80; 1975, vol.7, pp.81-84; 0,98
vol.1, pp.110-112; 1981, vol.7, pp.110-112; 1988, pp.118-120.

Note: The original data of the price of the Taiwes®VC (meter ton) and the Korean PVC (meter ton)
was recorded in NTD and in Korean won. The price&asverted into the U.S.D. based upon the
foreign exchange rate each year against the USD=FR&Dyvinyl Chloride.

In terms of business credit loans, this programsngsually implemented with
the Credit Guaranteed Fund. The SOEs did loan StEsigh business credit or
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trade credit under the insurance of a Credit Guassh Fund. Nevertheless, the
process of entering or engaging in a business/tcagidit loan is more complicated.

Usually the SOEs recommend a SME which is qualifeedrant business/trade credit
loans to banks and insurance companies. Then thles lznd the insurance company
evaluate the qualification of the SME. Guarantegdhe insurance company and the
banks, the SME is granted a business/trade craedih |[by the SOEs. The

business/trade credit loans are usually short-teainging from three to six months. It
is worth noting that the ‘qualified” SMEs are thosdiich have purchased raw
materials or intermediate goods from the SOEs foerdain period. In other words,

these SMEs must accumulate business credit fromklbsiness transactions with the
SOEs for several years. During this process, theESMannot enjoy any

business/trade credit loans; they usually pay ®®&sSin cash. This process again
endorsed the criticism that the encouragementiaciptes of the government tended
to create a new privileged group.

Therefore, before the SMEs became eligible for dwimg from the SOEs,
how did these SME candidates raise funds and mattegecash flow for their
turnover funds? According to Liang, most privatéegorises in the 1960s borrowed
chiefly from the private free market; interest mten such loans were nearly fifty
percent per year. The shortage of available firdnitinds can be traced to the
government deficit and therefore the SOEs weralpged to grant limited loans from
the formal financial institution$’? Analysis of the evidence demonstrates that the
market which the government controlled and estabtisdid not provide significant

finance support to the setting up and operatiam®fSMES in business.

5-5. Conclusion
The analysis of the government’s policy in the wa850s is usually ignored;

in particular the government’s interest in the depment of the private enterprises.
The structure of political power within the KMT the 1950s identifies the state’s
interest. Most of the members of the central coneaibelonged to the military or

administrative elites. During the struggle with tB€P, national defence and political
and economic stability were the main concern ofdtaée. The state’s interests and

the structure of the KMT’s party-state capitalisnluenced the early formation of

222 jang, Chinghou, ‘On the Source of Loanable FufmfsTaiwan 1951-1961')ndustry of Free
China, vol.25, no.3 (1966), pp.30-42.
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development policy. The evidence shows clearly thith the state’s interests, the
government was reluctant to support private enisgprat first, for both political and
economic reasons. The economic reasons were rétated shortage of funds and the
scarcity of natural resources in Taiwan. The pmditiconcerns were related to the
KMT’s control on the SOEs and LEs, a control whapported and stabilised its
political power in Taiwan. In these circumstandbg market was monopolised by
the government and the priority for resource aliocawas held by the SOEs and
LEs.

In the mid- and late 1950s the government relaxeadesrestrictions regarding
tax refunds, controls on imported materials andftiheign exchange system in order
to attract FDI to Taiwan. However, many restricicstill remained. Evidence shows
that from 1954 to 1968 the critics still focus dre theavy taxes, the controls on
imports and the foreign exchange system. The chisedax on imported materials
for electronics in the 1960s indicates that thesarewstill taxed highly. This
demonstrates that the government did not relaxdsiictions much in the 1950s; the
policy adjustments were still composed of many matand restrictions. Therefore,
it is difficult to argue that most of the policy jadtments regarding export
encouragement were made in the 1950s and the ¥360s.

Although the state did not prohibit private entesps from trading, the
protections and encouragement policies for the S@k3$ LEs hindered other
enterprises in the market. In other words, theqmtodns and encouragement for the
development of the SOEs and LEs restricted theldpneent of the private sector,
because the market was monopolised by the SOEd Bad Therefore, it can be
argued that the changes of policy in the 1960s deduonly on relaxing some
restrictions (or reducing the level of protectiam the SOEs and LESs) for the sake of
solving the economic problems. The relaxation & tlstrictions on the market
gradually included certain private enterprises ifjedl to participate in the market.

From this point of view, the opening of the expwoirket in the 1960s should
be considered in the light of a partial restoratsbithe market mechanism rather than
a move to establish a free market. In particulag tlomestic market had been
controlled by the government until the 1980s anel ¢bmpetition in the domestic
market was not within the framework of a free marKéne protection of the SOEs
and LEs in the domestic market during the EOI gkesbows that the state’s interest

still focused on developing the SOEs and LEs. Tine @ the government was to
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build up a controllable market economy. Under thesgaciples, the impact of the
‘liberalisation’ policies created only limited sgador the development of private
businesses. This also implies that the state hekt of the control over the openness
of the market; and this openness significantlyuaficed the rise of the SMEs.

In addition to the limited space for the developinaithe private business, in
the 1960s not many private enterprises, let aloM&sS that could qualify for the
category which enjoyed preferential treatment. &kisting literature usually ignores
the details of the encouragement policy and geisesathe effect of it on the rise of
the SMEs. The evidence shows that the implementaifothe policies was more
complicated than this literature might suggest.

In the mid-1960s the government launched a sefissigport programme to
develop the SMEs. The evidence indicates that mberast of the government in
supporting the SMEs was that it would support t&&S and LEs to do so. Therefore,
the support mainly focuses on technology and guabntrol. However, the evidence
demonstrates that the primary difficulty of the Sdkas their inability to raise the
first round of money capital to start up; they fdundifficult to access turnover funds
for business transactions. Moreover, the indireppsrt from the SOEs and the LEs
was not as sound as it appears in the literatwigleBce shows that the SOEs and
LEs did not necessarily provide the SMEs with materat cheaper prices. Yet in
order to borrow from the SOEs and LEs, the SMEsleéeo develop long-term
business credit with them. In other words, SMEsdedeto survive on their own
before they get support from the SOEs and LEs. ithiies that the market which
was controlled and created by the state did notigeosignificant financial credit to
the SMEs.

This chapter analyses the power structure of theTKMorder to clarify its
interests and the impact of them on the formatidnthe development policy.
Evidence shows that the state’s interest sustdimedievelopment of the SOEs and
LEs for both political and economic reasons. Meateylthe policies implemented to
protect and sustain the SOEs and LEs hindered dhg development of private
businesses in the market. Under the subsequenbedoichallenges, the government
gradually relaxed the restrictions entailed by @cohg the SOEs and LEs. Its
relaxation policies created some space for the afsthe private business and the

SMEs; and the relaxations included newly qualifgedticipants in the market. This
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evidence also highlights the significant power g state to open, restrict and block
the market; when it opened the market, it allowexidevelopment of the SMEs.

Apart from their influence on the market, the pigls considered important in
encouraging and supporting the SMEs had certaiitsli®n the one hand, the early
relaxations and policy adjustments to tax exempgtiotihe control of imported
materials and the foreign exchange system did ntitedy relax the controls in the
1950s and the early 1960s. Evidence shows thdtthetimid-1960s the criticism of
these three aspects of policy remained. This detraias that the policy was adjusted
but with many conditions. On the other hand, evigeshows that the encouragement
policies and the direct and indirect support wekerg only to the eligible SMEs (a
minority); hence the support of the state to theESMvas limited. Therefore, the
increase of government investment to subsidisegainds and export growth, or the
policy of ‘getting the relative price wrong’ made difference did not matter to the
SMEs because they either derived no benefit from ‘tetting the relative price
wrong’ or else the price was not relatively ‘wrorfgr the SMEs. In addition, the
major difficulty of the SMEs lay in problems of ince. The evidence presented in
this chapter demonstrates that the market establisly the government did not
provide financial support to the SMEs because ttmyld receive financial support
only after becoming eligible to do so. The questioen is ‘How did the SMEs start
up in business and survive before they became fopghlio enjoy preferential

treatment and obtain the support of the SOEs ars? LE
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Chapter 6. The Role of the Market and the Social Istitution in the Rise and the
Development of the SMEs, 1950-1980

The evidence of the previous chapter shows thatgdreeral development
policies and the particular policies to assist 8MEs gave limited support to the
capital formation of the SMEs. In particular, it svdifficult for the SMEs to receive
loans from banks and the SMEs were not qualifieddoess the financial support
from markets which were governed by the statehd state, the formal financial
institutions and the government-controlled markat Hittle input in the capital
formation of the SMEs, what was the source of tligital formation until the SMEs
could obtain support from the state? Instead ofhemismg the policies and support
that the government provided for such capital faroma this chapter explores the
institutional framework in which a space was mautetlie social institutions to enable
capital to be found for the SMEs. This chapter bggivith an analysis of the
industrial structure and the legal regulations Hdas@on the state’s interest in
sustaining the development of the SOEs and LEghdnnstitutional framework, the
following two sections then show how social indtdns supported the foundation
and business operation of SMEs. The evidence prexs@mnthis chapter demonstrates

that the SMEs did not rely on government suppartifost of their capital formation.

6-1. The Formal Institutions and the DevelopmerthefSMEs
The state’s interest was to accelerate the devedopof the SOEs and LEs in

order to build up Taiwan’s industries. The indudtstructure was founded upon this
principle. Table 6-1 shows the units of selectedligtries and commerce in Taiwan
before 1954 by type of ownership and the size af Umthe textile industries, there
were no SOEs in the towel-weaving mills, knittindlsrand the industries’ bleaching,
dyeing, printing and finishing units. Moreover, thewere no SOEs in apparel
processing, repairing and other fabricated produbt®se manufacturing industries
were seen in the industrial structure as downstrddra upstream industries in these
manufacturing industries, such as textile fibresl atton, silken and woollen
products, contained numerous SOEs.

In addition to the textile industry, there were 8®Es in the chemicals and
allied products industry. There were numerous Si@Ese machinery manufacturing
and repairing industries; but the electrical maehynand appliances manufacturing

and repairing held few. The domination of the SQishese three industries was
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important. Comparing the industrial structure witle FDI industrial structure in the
1960s, it is clear that most of the FDI investmémtused on the downstream
industries, where Taiwanese SOEs were able to ¢eomaterials or intermediate
goods from upstream. The industrial structure amel EDI investment structure
created a small market for the small private bissiag>

At the same time, the completion of the commeratstics also points to the
registration law which facilitated the foundatiohtlee SMEs. During this period, it is
difficult to ascertain the number of SMEs in Taiwém Table 6-1, the statistics come
from the government-compiled numbers of ‘enterpuisiés’ and ‘established units’ in
the industry and commerce census. ‘Enterprise 'urats be defined as corporations
composed of several different branches operatingome or several different
businesses, while the definition of ‘establishedsinndicates ‘one factory’ or ‘one
branch’ and covers both individually-owned entesgsi and branches of corporations.

The statistics do not classify enterprises by slde investigation of private
enterprises was affected by the early commercialita Taiwan. According to the
Commercial Law, before 1958 factories which hadartban 30 employees and a net
capital greater than 10,000 NTD were required tgister and apply for the
‘registration certificate’ from the government dfeir province. Other factories
without these qualifications needed only to apply & ‘production certificate’ from
the local council. After 1958 the registration riegions adjusted the amount of net
capital to 100,000 NTD.

Table 6-1. Industry and Commerce Census in Taiwaits for Industry and
Commerce, 1949-1956

State-owned Private-owned

enterpri | establishm| technic | enterp | establis| tech

se units | ent units | al units | rising | hment | nical

Manufacturing

textile industry

textile fibres 0 6 6 11 13 14
yarn mills 3 8 8 9 11 11
thread mills 0 1 1 88 93 101

22 Eor more details regarding FDI structure in Taingee Chapter 1.
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cotton silken woolen products 3 14 14 358 416 a17

towel weaving mills 0 0 0 24 26 26
knitting mills 0 0 0 159 174 177
bleaching, dyeing, printing, finishing

textiles 0 0 0 67 75 77
cordage, rope and net products 0 2 2 78 89 92
miscellaneous. textile products 0 2 2 12183 1218 0123
apparel processing, repairing and

other fabricated products 0 0 0 5030 5078 5216
rubber products 1 1 1 319 333 338
chemicals and allied products 7 35 45 1261 1343 145|7

machinery  manufacturing  and
repairing (ex electrical

machinery  manufacturing  and
repairing) 1 15 17 1043 1058 11183

electrical machinery and appliances
manufacturing and repairing 0 3 3 729 751 886

Source: Directorate-General of Budgets, Accounéind Statistics, Executive Yuan R.O.C. (Taiwan),
Statistical Abstract of the ROT aipei, 1957), pp.108-119.

The data of the industrial structure shows thatsjp@ce made for the SMEs
lay in the downstream industries. These downstregatustries, such as processing
factories, required low skills and low technologggquirements which made it easy for
the SMEs to participate in the processing businéssteover, the government
regulations to do with factory registration and toenpletion of statistics implied that
the government paid little attention to the SMERjstneglect facilitated the
establishment of small and medium-sized proces&ctpries in rural areas. The
Commercial Law stipulating registration reveals thentended consequences of an
industrial policy which made space for the develephof the SMEs. The simplified
registration process and the industrial policy he tarly period lowered the entry
barrier for SMEs in Taiwan. The formal institutidnetamework, including the
industrial structure, development policies and carumal laws, created space for the

social institutions to function.

6-2. The Capital Formation of the Manufacturing SME
The evidence in Chapter 5 indicates that the ndiféculty for the SMEs lay

in sourcing the capital for themselves from therfar banking system and the state-
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controlled market. Figure 6-1 below shows the adsborrowing from the formal

banking system compared with the cost of borrownogn the unorganised money
market. It is clear that the latter was almost enas high as the former. This shows
that the government got the relative price wrongyrider to provide cheaper credit for
the private sector. However, the question agaiwhsther the SMEs relied on the

cheaper credit from the government.

Figure 6-1. The Comparison of the Interest Ratedmsecured Loans of Banks and

in the Unorganised Money Market

1977 1978 1979 1980 1981 1982 1983

year

=#=—banks =@—unorganised money market

Source: Directorate of Budget, Accounting and Stas, Executive Yuan R.O.C. (TaiwaStatistical
Yearbook of the R.O.CTaipei, 1984, 1986), P.197, pp.199-200.

Note: 1. The original data did not record the iegtrate in 1978. 2. The rates on loans of banke we
recorded in per cent per annum; the per cent tiesepted in the table was divided by twelve months.

There are two significant parts to the structurehef source of capital for the
Taiwanese SMEs. The first part is the internal edpihe entrepreneurs’ own capital
for setting up a business, together with the eslecapital, namely, loans from other
organisations. The second part is the borrowinglitseof enterprises, which are
normally used as short-term turnover funds for thess. These two parts composed
the financial structure of the Taiwanese SMEs.

Figure 6-2 below shows an estimation of the intiestraicture of the source of
capital for private enterprises in Taiwan from 1963990. The government statistics
show that the capital formation came mainly frommbers of the founder’s family,
which includes relatives and friends. It is wortiting that the capital in this category
accounted for more than 80% of the capital strectfrmanufacturing industry from
the 1970s to 1990. The high and stable percentafgendly capital in the total capital
formation implies the weakness of public financiaktitutions in supporting
manufacturing industry and the great strength afadonstitutions when it came to

providing necessary capital for businesses.
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Family capital includes funds from personal saviagsl from the informal
financial system. Much research in developmentistuchdicates that Taiwan has a
very high savings rate compared with other develpptountries. This rate also
contributes to the initial capital formation for &g. This may also explain why so
much capital for SMEs has come from the family. fEhare two types of informal
financial system. The first type consists of ratgticredit associations, known as
‘Biaohui’ #* in Chinese. The rotating credit system has beery y®pular in
Taiwan??*® However, the ‘Biaohui’ have experienced many peois, since some
members have absconded with large sums raised dtber members (known as
‘Daohui’). When ‘Daohui’ takes place, the victimannot look to the law to have
their contributions restored. The operation of ‘B&ohui’ system is based upon trust
between the membefs’

Another type is formed of local private financialbbgps or individuals who
professionally lend capital to the SMEs or to indibals and make their profits from
higher interest. This is, of course, related tolégal framework for private borrowing
and lending. However, again, it is difficult to tégte and monitor private borrowing-
lending behaviour when most of the informal finah@rganisations are not operated
as corporations. These two types of informal fimansystem are also categorised
under family capital, because the system of ‘bi#olsuoperated on the basis of
relationships with family, neighbours or friendyrtowings from private financial
groups or individuals are usually entered into bgommendation from relatives,

friends or acquaintances.

224 Bjaohui is commonly used as a system for savimggsting and loaning in Taiwanese society. For
further details regarding the unregulated finan@ket in this society, see Kan, Hanzhen, ‘Guanxi
faze yu falu de bianyuan yunzuo: Taiwan xiaoxinegigzhengshi ronzi huodong de yangjitigiwan:

a Radical Quarterly in Social Studie#l.17(1994), pp.1-40.

225|n 1985 an investigation showed that around sgvpet cent of adults had experience of biaohui.
For further details, see Lin, Rongyao ‘Taiwan diginjian hehui xiankuang zhi yianjiu’, Fawubu
gishisan niandu yianjiu fazhan xianmu baogao (Tial#85).

2% For further details, see Luo, Jarder, ‘The SaviBghaviour of Small Investors: A Case Study of
Taiwan’, Economic Development and Cultural Changel.46, no.4 (1998), pp.771-788. However, the
limitation of this evidence is that it is difficuto trace how much of the savings flowed to funais f
setting up SMEs.
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Figure 6-2. Estimation of the Internal Capital $ture of the Taiwanese
Manufacturing SMEs by Financial Source (%), 197949
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=i Family Foreign Capital

Source: Bureau of Economic Research, Central BatikeoR.O.C. Report on the Source of Capital of
Public and Private Enterprises in Taiwan Aré&aipei: Central Bank of the R.O.C., 1976, pp.4-6;
1978, pp.6-8; 1980, pp.13-16; 1983, pp.12-13; 198613; 1987, p.59, p.77; 1988, pp.60-62; 1989,
pp.59-61; 1990, 1991, pp.61-63).

Note: 1. From 1993 the categories in the statistitgshe Reports combine ‘government’, ‘state
enterprises’ and ‘public financial institution’ teier as ‘government and public financial instdns).

2. The original government data list only the seuaf capital in manufacturing and various other
industries. The estimation is calculated on thasbakthe statistics of manufacturing industry, ésn
90% for the SMEs in manufacturing industry.

6-3. The Subcontracting System and the Sociakumisins
The second part of the capital formation is thenfmtion of external capital for

turnover credit. This source of credit is closadiated to the subcontracting system in
Taiwan. The two main characteristics of the Taiveansubcontracting system are a
sophisticated division of labour and family- (kifphbased social networks. Much
has been written on these featufés.Here, it is worth noting that the subcontracting
system was not led and integrated vertically by$@¥s and LEs. On the contrary,
the subcontracting system was horizontally integtaamong numerous SMEs. The
foreign buyers and the trading companies placen thders with the medium-sized
factories and the medium-sized factories subcoteathe work to other, smaller
factories. This is different from the type of Japsé subcontracting system which is
vertically integrated by the LEs. This phenomenewery important, since it shows
that the relationship of the SOEs/LEs with the SMEs of a more usual kind, such

227 Hamilton, Gary G.Business Networks and Economic Development in &as$tSoutheast Asia
(Hong Kong, 1991). Ho, Samuel S. P. (19)nomic Development of Taiwan 1860-19¥%ale,
1978), pp.186-211. For further details regarding 8ME subcontracting system, see Chen, Jiexuan ,
Bandi yu laoban: Taiwan giye zuzhi nongli zhi fazlf@aipei, 2001); Chen, JiexuaKgli wanlu yu
shenghuo jiegou: Taiwan zhongxiao giye de shehgjijfenxi(Taipei, 1994).
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as selling-buying raw materials and intermediateddg. The SMEs did not rely on
the orders from the SOEs and LEs. Moreover, thebotal integration of numerous
SMEs questions how much support was offered byStd&s and LEs to the SMEs.
The following quotation from the manufacturing isthy shows the functioning of

the Taiwanese SMEs:

The Lee Wei factory is a medium-sized factory, wihgroduces machines. It is a
traditional Taiwanese firm, which was founded damily basis and it has, of course,
its own social networks from suppliers to clientee owner of the Lee Wei factory
shared one of his successful experiences conceanurgjuable deal with a Japanese
firm, which depended on the industrial structurehef factory and its social network:
“This Japanese firm is a large enterprise in tki@rlg industry; they developed a plan
which demanded lathes of a special standard. Tjp@nése executive manager came
to Taiwan and paid an official visit to my factodyring the day. To end an official
day-time visit, it is routine for us to take our portant clients for drinks and
relaxation. Afterwards, the executive manager gave his firm’s draft for the
machines with the special standards they requidedhoped that | could provide a
guotation for these lathes. When he handed me i, @ was two o’clock in the
morning; I submitted my quotation for these machines to him after seven hours—at
nine o’clock in the morning, before he left thedidb go to the airport. He was very
surprised by our high-speed operating system, Isecatiher factories usually hand in
their quotations after seven days; but we finisheglickly and comprehensively in
seven hours. Of course, he was satisfied with oizep and plans and | won the
business. What did | do during these seven houssSoAn as | got the draft in hand, |
called my contractors and suppliers immediatelyds not easy to do this because it
was two o’clock in the morning; nevertheless, naighese contractors and suppliers
are my relatives or old friends with whom | haveperated with for more than ten
years. Accordingly, they came to my office in theldhe of the night and we worked
together until the morning. The reason why we capldte good prices within seven
hours is that every one of them is experiencediasgpecialized in different parts of
lathes.?#®

228 Chen, Yizhong, 4Jiating gongchan zuodao quangiwiddi, Jin zho kan vo0.447,
http://www.businesstoday.com.tw/vl/content.aspx?d88060700152&p=3. (accessed 18 May 2009).
For further details of cooperation within the sufiitacting system, see Xia, Lingin and Zheng, Cundi,
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As the example above shows, the Lee Wei factorgiafiges in assembling
all the components of machines; other contract@ge hsmall-scale plants which
specialize in producing designated components.tDdee closely-defined division of
labour, every factory and every contractor is hyghtofessional. It is worth noting
that since each contractor is small and is speeidlin certain particular components
only, it would be highly unlikely for the small ctvactors to receive technological
lenience from the SOEs and LEs. Moreover, thesenbssmen who were willing to
get up and work in the middle of the night wereitall/ motivated by two things:
first, they were driven by money. Each one of thisnthe owner of a small or
medium-sized plant; hence, every deal means goofthem. Second, as the owner of
the Lee Wei factory pointed out, the crucial reasdty he dared to call other people
to his office to work through the night was tha&gardless of their business relations,
they have different degrees of social relationship.

The example of the Lee Wei factory is only one swtitcess story in
manufacturing industry in Taiwan. In fact, its méawiuring industry, in particular its
machine production (instrumental tools, such akektand punching machines) is
growing by nearly 20% a year. Furthermore, Taiwas hecome the fourth largest
producer in the world (after Germany, Japan arlgt)lend exporter of these todfs.
The account above shows how the pattern and treostracting system of the SMEs
function in Taiwan. It illustrates that, althoudtetsize and capacity of the SMEs are
limited, cooperation enhances their competitiveniesthe global market. What is
more important is that the example shows the liehitele of the government, the
SOEs and the LEs in guiding or leading SME openatio

The sophisticated division of labour and socialreamtions have been the two
major dynamics within the subcontracting systene thidden factors for these
dynamics include economic profit and social relagidp. The combination of these
two factors played a further significant role irowiding financial support for SME
business transactions within the subcontractingesysFigure 6-3 below shows an
estimation of the structure of external credithe tnanufacturing industry in Taiwan

from 1973 to 1990. The greatest amount of extecredit came from the categories

‘Yige xiaobaochan de anli diaocha: jiating guanxi guyong guanxi de jiaohu zuoyonBgiwan: a
Radical Quarterly in Social Studiegol.2, no.3,4(1989), pp.189-215.

22 ghieh, Minray, ‘Taiwan jixie gongye de fazhan', Jixie chanye fazhan de huigu yu zhanwan,
Kexue fazhan, vol.457 (2011), pp.39-42, http:/foid.org.tw/PUBLICATION/FM/091/FM-R-091-
009.htm. (accessed 11 January 2010).
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of private enterprises and families. The categdryrivate enterprises includes loans
from private enterprises and the workings of thedir system between private
enterprises.

Furthermore, the statistics also demonstrate thatpercentage of turn-over
credit loans from the public financial institutionas increased. The banks were more
willing to grant turn-over credit loans to the SME®my be related to the fact that
these loans were mainly short-term credit loansvbrch higher interest rates were
charged. The evidence shows that the SMEs did elgt heavily on the formal
institutions for turn-over credit funds. Insteatiey relied on credit from private
enterprises and family. The subcontracting systeoviges a foundation for the

financial support based upon mutual economic istserand social relationships.

Figure 6-3. Estimation of the External Capital Stane of the Taiwanese
Manufacturing SMEs by Financial Source (%), 197949
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Source: Bureau of Economic Research, Central BamkeoR.O.C. (Taiwan), Report on the Source of
Capital of Public and Private Enterprises in Taiwaea (Taipei: Central Bank of the R.O.C., 1976,
pp.4-6; 1978, pp.6-8; 1980, pp.13-16; 1983, pp.321P85, 10-13; 1987, p.59, p.77; 1988, pp.60-62;
1989, pp.59-61; 1990, 1991, pp.61-63).

Note: 1. The original government data list only t®urce of capital in manufacturing and other
different industries. The estimation is calculabeged upon the statistics of the manufacturingstrgiu
times 90% for the SMEs in manufacturing industry.

2. The formal institutions include the governméing SOEs and the public financial institutions.

6-4. Conclusion
The state interest influenced the formation of #w®nomic policy which

focused on sustaining the development of the S@HEY_&s. The industrial structure
was formed on this principle. According to the goweent statistics, most of the

SOEs dominated the upstream industries which weneentrated in the textile and
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chemistry industries. The industrial structure ahé FDI investment industries
created a market for the SMEs. This market is édhito certain industries where the
Taiwanese SOEs could provide materials or interatedgoods from the upstream
industries.

At the same time, the legal regulations for corporagistration facilitated the
registration process for small factories in theakuareas. These lowered the entry
barriers so that SMEs could set up factories amginbeork. These policies and
regulations did not, however, specifically focus laiping to found SMEs and their
foundation should be considered an unintended cpresee of economic policy. The
unintended consequence of the policy and regulatalso created space for social
institutions to function.

The cost of borrowing from the unorganized moneykatawas twice the cost
of borrowing from the formal banking system. Thevggmment did provide cheaper
credit for the private sector. However, the SMEsldmot benefit from this provision.
Evidence shows that the largest percentage of dhecas of capital for the SMEs
came from the private sector. Since the markettedgeby the state policies lowered
the entry requirements and facilitated the adnmaigin process and the downstream
industries required only a small amount of finahcapital to start business, SME
owners were able to collect the necessary capmaugh family (relatives and
friends). The evidence shows that most of the SMfital had this origin and the
percentage of family funding has remained high dawee. This is the clear evidence
of the strength of social institutions which sugpdrthe founding of SMEs as
businesses in the market.

The strength of the subcontracting system of th&eSMas been regarded as
significant in enhancing competitiveness and ragytiansaction costs for the SMEs.
The structure of the subcontracting system dematestr that the system is
horizontally integrated and that no SOEs or LEs &dintegrated the system
vertically. The example in this chapter shows thatdynamics of the subcontracting
system include the division of labour, social neteoand economic incentives. This
example of the function of the social institutiarrther questions the argument that
the state indirectly issued technology licensesenohieaply to the SMEs. The size of
the SMEs and the skills and techniques requiredSME business was unlikely to
have acquired a technology license. Furthermore, dbmbination of economic

interest and the social relations of the subcotitrgcsystem provide important turn-
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over credit funding for SME business transactidige evidence shows that the SMEs
relied on private enterprises and family for theperation. Without the financial
support, the SMEs would have found financiallyidifft to operate.

This chapter shows that the state’s interest infted the formation of the
development policy and the formal institutions, dshsupon these policies,
inadvertently created a market for the SMEs anpdazes for the social institutions to
function. Although the cost of borrowing from thevgrnment was much less than the
cost of the borrowing from the unorganized moneykeia the SMEs were not able to
access the cheaper credit. The sources of capitathe SMEs show the strong
support for them from social institutions. The stuwe of the subcontracting system
also questions the support given them by the S@QH4 Bs.

Based upon the present analysis, it is possilkdegoe that, without the market
or the space created by the formal institutions,dbcial institutions would not have
been able to provide significant support to the SMEis worth noting that, although
the government-controlled market provided cheapedit; the SMEs did not rely on
bank loans. In these circumstances, it may be drgloat, without the significant
support of the social institutions, the SMEs cduddre found it financially difficult to
participate in the market and to operate businesssactions. The evidence of the
sources of capital for the SMEs also confirms theartance of qualifying for and

being able to access government support.
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Part IV. The State’s Influence: the Conflict of Iirest between the State and the
SMEs, 1980-2000

After the late 1980s, research on Taiwan’s econateielopment changes its
focus to cross-strait economic relations. The fansation is related to two
important changes. On the one hand, Taiwan’s rapishomic growth brought about
economic challenges to the SMEs; this implies thanging economic structure in
Taiwanese society. On the other, China’s economform in 1979 significantly
influenced both political and economic relationsoas the strait. These two changes
have attracted attention to the economic relatiand political conflicts between
Taiwan and China. Much has been done, for exangplelaiwanese FDI in China,
comparative advantages, the economic integratioraafan, China and Hong Kong
and the contradictions between political confletsl economic prosperity.

However, some questions have been ignored, desipgie importance in
examining the role of the state in the rise anddbeelopment of the SMEs since
World War Il. What economic challenges influenckd SMES’ economic interests?
What was the government’s interest after 19907 Wiflatenced the state’s interest in
drawing up the cross-strait economic policy? Did #tonomic interest of the SMEs
conflict with the state’s interest after the la@80s? Was the state’s intervention in

the SMEs conditions effective?
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Chapter 7. The Changing Market and the Economic In¢rest of the SMEs, 1980-
2000

The 1970s and the 1980s were the Golden age of Tihievanese
manufacturing SMEs. However, economic prosperitpught about economic
changes affected their further development. Thaptdr first shows the contribution
of the SMEs to the Taiwanese economy; the contabutf the SMEs indicates that
their prosperity depended on the export market andthe labour force. The
dependence led to the economic challenges to tHesSivithe late 1980s. The second
section then clarifies these challenges and thepact on the business of the
Taiwanese manufacturing SMEs. The analysis of tum@mic challenges suggests
that the government had a significant impact onniagket by controlling the foreign
exchange rate; this influenced the environmentHferSMES’ business operations.

The third section then sees how the government detl the difficulties and
assisted the SMEs to remedy them. The governmanthed two sets of policies to
meet the challenges and to upgrade the economgrgromne further. On the one
hand, it imported foreign workers from SoutheastiaAn the other, the new
investment policies set up the regulations for Baiese outward investment in
Southeast Asia and in China. These policy adjustsnesre considered a more open
procedure, instead of providing support to the SMEsthe changing market.
Moreover, the determinants of the Taiwanese FDIaestnate the economic interest
of the Taiwanese SMEs in a market which was changinresponse to the state’s

policy changes.

7-1. Taiwan’s Economic Miracle and Worries undes Brosperity
In the 1970s and the 1980s, Taiwan's GDP and ratexport growth

increased. Table 7-1 below shows an estimationhef groportion of Taiwanese
manufacturing SMEs in Taiwan’s total GDP from 19611985. In the 1950s and
1960s, the manufacturing SMEs contributed only ado@0% to 20% of Taiwan’s
GDP. After 1970, the manufacturing SMEs contributedre than 30% to it.

Moreover, the manufacturing SMEs played a sigmnificaole in providing job

opportunities in the economy. Table 7-2 below shtvesestimation of the proportion
of employment in SMEs in the country’s total empimnt. It is clear that from 1970
the employment of the manufacturing SMEs occupienirad 20% to 30% of the

Taiwan’s employment force. Therefore, in additionttie significant contribution to
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GDP, the manufacturing SMEs gave work to more efftaiwanese labour force than
any other sector. The economic prosperity also igsphat the SMEs, in their turn,

relied heavily on the export market and the laldotce.

Table 7-1. The Estimation of the SMEs’ ContributtoriTaiwan’s GDP (%), 1951-

1985

Share of Share of Share of SME

manufacturing manufacturing manufacturing

industry to industry to Taiwan’s| industry to Taiwan’s

GDP total(NTD) | Taiwan's GDP GDP (%) (C= (B/A | GDP (%) (D=C x
Year (A) (NTD) (B) x100%) 90%)

1951 12259 2122 17.8 15.57
1952 17166 2679 15.06 13.55
1953 122863 3328 145 13.05
1954 25087 4794 19.1 17.19
1955 29838 5594 18.76 16.88
1956 34219 6799 19.86 17.87
1957 39936 8294 20.7 18.63
1958 44683 9121 20.41 18.36
1959 51525 11551 224 20.16
1960 62170 13500 21.71 19.53
1961 69677 1515513 21.75 19.57
1962 76762 17429 227 20.43
1963 86823 21641 24.92 22.42
1964 101476 26318 25.93 23.83
1965 112089 29100 25.96 23.36
1966 125440 32544 25.94 23.84
1967 145162 41594 28.65 25.Y8
1968 169153 52501 31.03 27.92
1969 195940 65637 33.49 30.14
1970 225695 75682 33.53 30.17
1971 262247 94149 35,9 32.31
1972 314301 122853 39.08 35.17
1973 407535 172854 4214 38.16
1974 545024 214260 39.31 35.87
1975 584494 214314 36.66 32.99
1976 701117 276844 39.48 35.53
1977 816943 327129 40.04 36.03
1978 970269 408725 42.12 37.9
1979 1164073 49583p 42.59 38.33
1980 144287( 599595 41.55 37.39
1981 1703818 67713D 39.74 35.[76
1982 1899971 66893¢ 352 31.68
1983 2100004 754729 35.93 32.33
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1984

2343078

87945

b

37.53

33.

77

1985

2473784

92914

2

37.55

33.

79

Source: Directorate-General of Budget, Accounting &tatistics, Executive Yuan R.O.C. (Taiwan),

Quarterly National Economic Trend%$aipei, 1984, 2001), pp.32-33, pp.38-39.

Note: According to the Taiwanese government stasisthe Taiwanese SMEs dominated around 90%
of manufacturing industry. Therefore, the estimatmf the proportion of the SME manufacturing

industry to Taiwan’'s GDP is times 90%.

Table 7-2. The Estimation of the Percentage of [Tenaployment Provided by the

SME Manufacturing Industry in Taiwan, 1951-1991

% of employment share by the manufacturing

Estimation on the % of employme

provided by the SME

manufacturing industry (B=A x

Year industry (A) 90%)
1951 11.99 10.79
1952 12.35 11.11
1953 12.85 11.56
1954 12.95 11.65
1955 13.22 11.89
1956 13.1 11.79
1957 13.4 12.06
1958 13.76 12.38
1959 14.39 12.95
1960 14.66 13.19
1961 14.82 13.33
1962 14.86 13.37
1963 15.6 14.04
1964 15.41 13.86
1965 16.26 14.63
1966 15.62 14.05
1967 17.42 15.67
1968 17.88 16.09
1969 18.37 16.53
1970 20.21 18.18
1971 21.28 19.15
1972 22.86 20.57
1973 26.67 24
1974 26.97 24.27
1975 27.53 24.77
1976 28.82 25.93
1977 28.45 25.6
1978 30.52 27.46
1979 32.42 29.17
1980 32.92 29.62
1981 32.4 29.16
1982 31.83 28.64]
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1983 37.59 33.83
1984 33.83 30.44
1985 32.02 28.81
1986 30.78 27.7
1987 29.94 26.94
1988 28.39 25.55
1989 27.79 25.01
1990 27.05 24.34
1991 27.44 24.69

Source: Directorate-General of Budget, Accounting &tatistics, Executive Yuan R.O.C. (Taiwan),
Quarterly National Economic Trends, Directorate-@esl of Budget, Accounting and Statistics
(Taipei, 1980, 1997), p.21, pp.24-25.

Note: According to the Taiwanese government stasistthe SMEs dominated around 90% of
manufacturing industry. Therefore, the estimationtioe percentage of the SME employment to the
Taiwan’s total employment forces was calculatedtio@ percentage of the employment force in
manufacturing industry to Taiwan'’s total employmgrte times 90%.

In the 1980s various problems emerged from the dia@se economy to
challenge the SMEs. First, the rapid developmemhafufacturing industry damaged
the environment. The Taiwanese government passedies of new laws to protect
the environment in the 1980s. These regulations b@lt a positive and negative
impact on the Taiwanese economy. They brought nesinbss for firms dealing with
the environment and pollution. But for many SMEtdaies, the regulations increased
the cost of production and reduced profifs.

Second, the large amount of exports not only bropgbfits, but also led to
international trade problems. The U.S. market agys been the largest market for
Taiwanese exports. In the 1980s, the U.S. tradeidefith Taiwan was large (as
shown in Figure 7-1 below). The U.S. governmentha 1980s urged the KMT
government to revalue the NTD in order to balameeU.S.-Taiwan trade! Table 7-

3 below shows the foreign exchange rate of the MM USD., fixed at 1 USD to 40
NTD. In 1987 the value of the NTD appreciated rpidom 1:37 to 1:31 within a

230 For further details, see Fei, John C.H., “Ideolagfy Economic Development in Taiwan,” in
Experiences & Lessons of Economic Development iwaha eds. Li, Kuoting & Yu, Zongxian, (
Taipei, 1982), pp.83-102.

Zlyarious debates concerning the appreciation ofNfi® against the USD arose in the late 1980s.
One group of scholars argues that the huge increfa®eign reserve in the mid-1980s should have
led to a simultaneous appreciation of the NTD. Heevegovernment intervention slowed down the
appreciation of the NTD in the late 1980s and thisn led to a market bubble in the early 1990s.
Another group of scholars indicates the importaotéhe U.S. influence on the appreciation of the
NTD in the late 1980s. Under the special 301 Repbttie Trade Act 1974, the KMT government was
forced to relax control on the price of foreign lkange. The focus of this dissertation is on theaichp
of the appreciation of the NTD on the SMEs. FotHer debates, see Yu, Zhongxian and Wang, Kinli,
Taiwan paomo jingj{Taipei, 1999); Liu, Shouxian, ‘Taiwan paomo jindg¢ fazhan yu jiantaoJingji
ganzhan5 January 1996, pp.114-119.
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year. From 1987 to 1997 the foreign exchange mt@imned at 1:26. The appreciation
of the NTD had a serious impact on Taiwanese matwiag industry, since (1) most
of the factories were export-oriented and (2) th&.lhad always been the major
market. The appreciation of the foreign exchande largely reduced export profits

and business was sacrificed.

Figure 7-1. Value of Exports and Imports with th&1{USD$1000), 1957-1989
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5,000,000 _— /
T, ———
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year

exports imports

Source: Directorate-General of Budget, Accounting Statistics, Executive Yuan R.O.C. (Taiwan)
Statistical YearbooKTaipei, 1997), pp. 302-309.

Table 7-3 Foreign Exchange Rate of U.S.D. agaiif$d,NL980-1997

1980 01:36.0
1981 01:36.8
1982 01:39.1
1983 01:40.1
1984 01:39.6
1985 01:39.9
1986 01:37.8
1987 01:31.8
1988 01:28.6
1989 01:26.4
1990 01:26.9
1991 01:26.8
1992 01:25.2
1993 01:26.4
1994 01:26.5
1995 01:26.5
1996 01:27.5
1997 01:28.7
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Source: Department of Economic Research, Centrak Bé the R.O.C. (Taiwan)oreign Exchange
Rate http://www.cbc.gov.tw/mpl.html. (25 January 2011)

Third, Figure 7-2 below shows the increases inlaleages in manufacturing
industry from 1980 to 1990. The calculation of thesges is converted to US dollars
based upon the changing exchange rate every ybay. dre converted to show the
sudden increase of labour costs for the SMEs duhiggperiod. Most of the SMEs
are export-oriented and their largest market itha U.S. The conversion of labour
wages clearly shows the burden on the TaiwanesesSilliing this period. From
1986 to 1989, the rate of labour wages increasmd 0% to 30%. In other words,

the production cost for the SMEs increased from 20%0%.

Figure 7-2. Average Monthly Earnings of Manufaatgrindustry in Taiwan (US$),
1980-1990
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Source Directorate-General of Budget, Accounting and Stas, Executive Yuan R.O.C. (Taiwan),
Statistical Yearbook of the R.O.(Taipei, 1991), p.9.

In addition to the appreciation of the foreign exiahe rate, labour shortages
and the development of the labour movement in Tiaialao worsened the economic
environment for the SMES? According to the official account in 1987, therere at
least 200,000 unfilled vacancies in manufacturingustry, since manufacturing
industry found it hard to recruit workers in vieWwits low wages compared with other

sorts of industry, such as commerce and serditéhe link between the lower wage

2 Eor further details, see Galenson, Walter, “Thédwa Force, Wages and Living Standards,” in
Economic Growth and Structural Change in Taiwane TPost-war Experience of the Republic of
China, ed. Galenson,Walter (London, 1979), pp. 384-447.

23 For further details, see Lin, JipingSample Attrition and Statistical Estimation Effeetiess of
Matched Cross-sections: An Analysis Based on th81-P®00 Quasi-longitudinal Manpower
Utilization Survey paper presented at thé"SConference on survey research Methodology and
Application (Taipei, 02 September 2004).
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and the percentage of unfilled vacancies is shownFigure 7-3 below. It
demonstrates that the lower the rate of comparatiages, the higher the rate of
unfilled vacancies.

Figure 7-3 clarifies the loss of competitivenessranufacturing industry in
the labour market: it is always the case that itriess such as transport or financial
services, which had fewer unfilled vacancies, hadnmaratively higher wages.
Industries such as clothing and accessories, cmtsin and furniture which had a
comparatively large number of unfilled vacanciesoahad comparatively lower
wages. Weak competitiveness in wages caused theeproof a labour shortage in
manufacturing industry (for labour-intensive indied, such as clothing and textiles
in particular) in the late 1980s.

Figure 7-3 Percentage of Unfilled Vacancies and Gamative Wage Rate in Taiwan
in 1988 (%)
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Source: Directorate of the General Budget, Accagntand Statistics, Executive Yuan R.O.C.
(Taiwan),Reports of the Labour Movemeiaipei, 1988), pp.18-20.

The appreciation of NTD also contributed to the pamatively low wages in
the manufacturing industry. The export-oriented wofacturing SMEs were in a
dilemma: in order to lower the production costs amintain competitiveness in the
global market, the wage for workers had to remaim, Ihowever, since they did not
rise, labour shortages resulted, from the growtletbér industries in the Taiwanese

market. Moreover, it is difficult for the exportiented manufacturing SMEs to alter
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labour production quickly (since this involves deyegng new technologies and thus
abundant capital).

Demographic changes also influenced the changgsedébour market. In the
early 1950s Taiwan had a high birth rate and a Hegth rate (as shown in Figure 7-4
below). After thirty years, the structure changed ®decame characterised by a low
birth rate and low death rate. This change in pafpant structure also caused the
problem of a labour shortage. People who were bothe 1950s to 1960s are called
the baby-boom cohort. In the 1970s, this becamenthéen labour force for the
growing manufacturing industry. During this periothe participation rate was

perceptibly high.

Figure 7-4. The Changing Rate of Births and Deetfi@iwan, (%) 1950-1999

1950 1955 1960 1966 1971 1976 1981 1986 1991 199 1999

Birth rate == Death rate

Source: Directorate of the General Budget, Accauntand Statistics, Executive Yuan R.O.C.
(Taiwan),Statistical Yearbook of the R.O.(Jaipei, 2000), p.68.

The next generation after the baby-boom was botherlate 1960s to 1980s.
The birth rate during this period is much lowenthathe baby-boom generation. The
low rate of population growth is also affected hg government policy of the 1960s.
In the 1950s, in a situation of combat readiness, government encouraged large
families. However, the high growth of populatiorusad problems in turn, such as a
shortage of food. Therefore, in 1964 the governnpemsued a birth control policy
and encouraged ‘two children in one family’. Howevine low birth rate posed a
challenge for manufacturing industy/.

Moreover, in the late 1980s the labour unions aggaha labour movement.
Labour unions were set up very soon after the KMVegnment came to power in
China. After the move to Taiwan, they maintainedirttorganisations. Before 1987,

24 For further details, see Lee, Joseph S., ‘Asithen21st Century: Challenges and Opportunities in
Work and Labor’ Japan Labor Bulletin vol. 40 (2)(2001), pp.13-19.
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the unions rarely went on strike for workers besefeven before martial law
prohibited freedom of association and the rightrimtest. In 1987 martial law came to
an end and the protests led by the labour uniollewed within in the year. Since
then, the Taiwanese labour unions have becomeeaietistriking for better working
conditions, salaries and benefits for their membeartimes of prosperity, the workers
and the unions took advantage of it. This, againteiased the burden on the SME
owners and weakened Taiwan’s global competitiveness

Overall, the Taiwanese labour market in the 1980d the 1990s was
challenged by the shortage of labour and the ridabmur movements. The shortage
of workers forces was increased by the changingilatipn structure, while the rise
of the labour unions and labour movement challerthedentrepreneurs’ initiatives.
These factors are the key to the rise in labouresag 1980s and 1990s, a rise which
became the main driver of the migration to Chinathg Taiwanese SMEs. The
shortage of labour and the changing environmergdgxk up the migration of labour-
intensive manufacturing. To put it another waytha late 1980s and the early 1990s,
the conditions of the labour market were not ativacenough to supply the labour

needs of Taiwan’s labour-intensive industries.

7-2. The Determinants of Taiwanese Outward Investme
In this situation, the Taiwanese government implatee different policies.

To cope with the labour shortage, in particular foanufacturing industry, the
Taiwanese government first allowed in 1985 theyeotiforeign workers (from South
East Asia). Importing foreign forces had both a dyand a bad effect on the
development of Taiwanese economy. On the one Hanckducing labour costs, the
government helped the labour-intensive industrgdlve the problems of the labour
shortage and of remaining competitive in the glolmarket. On the other hand,
importing foreign workers may also reduce job omaties for certain local
workers. Therefore, the government strictly comalhe number of foreign workers
until 19907%°

Since the policy of importing workers could not \@olthe problems of

understaffing, in the mid-1980s the Taiwanese guwent permitted the Taiwanese

25 For further details of the impact of the foreigmrkers on the Taiwanese workers, see Jiang,
Fengfu,’Zhonggao ling yu jiceng laogong zhi shiyegshi ji yinying duice’,Industry of Free China
vol.91, no.7 (2001), pp.41-81; Lan, Kezheng, “\dailingjin dui Taiwan laogong jiuye zhi yingxian,”
Jingji fazhan han laodong shichan bianhua xuesh (@iayi, 2001).
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SMEs to invest in other countries where sufficilemt-paid workers could be found.
In the late 1980s China and some countries in ®agthAsia (Indonesia, Malaysia,
the Philippines and Thailand) were not too far froaawan and could meet the needs
of the Taiwanese SMES® Figure 7-5 below shows a comparison of GNP peit@ap
in China, Indonesia, the Philippines, Thailand, &ala and Taiwan from 1986 to
1993% |t is clear that China had the lowest GNP perteaipi the group; the Chinese
GNP per capita was only half of that in Taiwan.other words, China was able to
provide the cheapest labour force of all the Saghésian countries listed. Figure 7-
6 shows the percentage of the factors drawing Tra#a@ enterprises to invest abroad.
It shows that more than 80% agree that lower laloogts were the determinant for
their choice of China. Other factors, including tleinese market and the lower cost
of land, were related to the market mechanism headaedduced cost of production.
Figure 7-7 shows the average monthly earnings efTiwanese workers in
manufacturing industry, the basic salary reguldtgdhe Taiwanese government and
the average wage of Chinese workers from 1984 @519 1984 the average
monthly earnings of a Taiwanese worker were arosixdtimes higher than the
average monthly earnings of a Chinese worker. Tdiednese basic salary (generally
the salary paid to foreign workers in Taiwan) wesuad three times higher than the
average wage of the Chinese workers. The compainmphes that the SMEs were
able to reduce production costs by means of therddabour costs in Chirfa® In
general, most research on the determinants of TeseaFDI in China identified that

cheap labour costs, cheap raw materials and lanelxgort-oriented FDI strategy and

2% Since large amount of research has been done muwmgehe determinants of Taiwanese FDI in
China from the late 1980s, this chapter categaridg a few of the factors instead of clarifying any
new determinants for Taiwanese FDI in China. luies on whether these pull factors respond to the
economic challenges faced by the SMEs in TaiwvameSoomparative studies of China and Southeast
Asia show that the wage differences and governipelities made China a better FDI host country for
Taiwanese investors than other Southeast AsiantgesinFor further details concerning Taiwanese
FDI in China, see Huang, YasheR@®l in China: An Asian PerspectivgHong Kong 1997); Wei,
Yingqi and Liu, XiamingForeign Direct Investment in China: Determinantsldmpact(Cheltenham,
2001); Wu, YanruiForeign Direct Investment and Economic Growth inm@h(Cheltenham, 1999);
Zhang, Changuo, Taishanglu tozi wenti yanjiyHong Kong, 2007); Fan, Joseph, P.Bloes ‘Good
Government’ Draw Foreign Capital? : Explaining Chis Exceptional Foreign Direct Investment
Inflow (Washington, D.C., 2007); Organisation for Econo@b-operation and DevelopmeRpreign
Direct Investment in China: Challenges and Prospdot Regional Developme(@ECD publishing,
2002).

#7\/ietnam is not included in the comparison of GNifits no data on the Vietnamese GNP from the
Asian Development Bank are available before 1997.

28 The average monthly earnings of a Chinese woriecanverted into U.S. dollars based upon the
exchange rate of the RMB against the U.S.D. fro@418995. The conversion is needed for comparing
the labour cost for the SMEs in China and in Taif@rgoods in the export market in the U.S..
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Chinese connections (including language, cultuegeographical proximity) are the

significant determinants for Taiwanese investmer@hina?3®

Figure 7-5. The Comparison of GNP per Capita im@htraiwan, Malaysia,
Indonesia, the Philippines and Thailand (USD$),6:2893
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Source: Asian Development Barkey Indicators of Developing Asia and Pacific Coigs (Manila,
1999), pp.80-88, pp.126-136, pp.182-192, pp.262-R@B12-322, pp.332-342, pp.376-384.

Figure 7-6. The Pull Factors in the Taiwanese pniggs’ Investment in China
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Source Ministry of Economic Affairs Report of Investment Commissi@aipei, 2005), pp.11-12.

Note: LC= Lower Labour Cost; CM=Chinese Market; L Cower Land Cost; CO= Cooperation with
Contractors; NR= Natural Resources; CL= Clients tRegnents; PT= Preferential Tax and Levies;
IE=Investment environment; EU=Effective use of talpEQ= Export Quota; OT= Others.

291, Huajie, ‘Zaofu zhonghua de minzhi xuanze: jiamli zhonghua gian de xianshi yiyiGanao

Jingji, no.5 (1989), pp.21-23; Gao, Kongliangrade and Investment across the Taiwan Strait:
Maintaining Competitive Advantage, Pursuing Complitary (Taipei, 1992); Bello, Walden and
Rosenfeld, Stephani®ragons in Distress: Asia’s Miracle Economies inst¥ (San Francisco, 1990).
Zheng, Zhu Yuan, Haixia liangan de jingji fazhamifiei, 1983).
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Figure 7-7. The Comparison of the Monthly EarninfjFaiwanese Workers in
Manufacturing Industry, Taiwanese Monthly Basica®aland the Monthly Earnings of
Chinese Workers
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Source: Directorate of the General Budget, Accauntand Statistics, Executive Yuan R.O.C.
(Taiwan), Statistical Yearbook of the R.O.(T.aipei, 1991), p.9; National Bureau of Statistidsthe
P.R.C.,China Statistical Yearboof2001), p.135; Statistical database of the Couwfdilabour Affairs,
Executive Yuan R.O.C. (Taiwan), Basic Salary of Weéus,
http://statdb.cla.gov.tw/statis/stmain.jsp?sys=220&6700&ymt=9900&kind=21&type=1&funid=q0
4011&cycle=4&outmode=0&compmode=0&outkind=11&fld0saim=weSAkBP2. (accessed 25
April, 2011).

7-3. Conclusion
The SMEs played a significant role in Taiwan’s exxpoarket and GDP in the

1970s and the 1980s. The significant contributibthe SMEs to Taiwan’s economy
indicates that the SMEs relied heavily on the ekpmarket and the labour force. The
rapid economic growth brought economic challengesSMEs, mainly related to the
supply and the cost of wages. The significant faictdhe rise of labour costs was the
sudden appreciation of the NTD against the U.ShDhé mid- and late 1980s. Since
the U.S. is the largest export market for Taiwan@sanufacturing products,
production costs increased as the NTD appreciatedthermore, the factor of
demographic change and the change in the industriatture also increased labour
costs and reduced the supply of labour in manufagfundustry. In this situation, the
government first allowed the entry of foreign waike

The analysis of economic challenges indicates ttieistate had a significant
impact on the market by controlling the price ofeign exchange. The fluctuating
exchange rate significantly influenced the markevimmnment for SME business
operations. The analysis of policy adjustments shivat the state did not provide
further support or subsidies to the SMEs. Althotlgh tax exemption and the export

subsidies remained, most of the SMEs did not regviy on such support (as shown
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in Chapters 5 and 6). Although the government'sicgoichanged the market
environment and this in turn influenced the SMEsOreomic activity, other factors,
such as demographic changes and the developmeoihef industries in Taiwan
made the market environment more difficult for 8MEs.

Instead of providing support, the policy became enopen. The imported
foreign workers opened the labour market but theissions quota was still in
control as regards job opportunities and benefitsTaiwanese workers; however, the
control restricted the ability of the policy to gelthe staffing problems. In 1986 the
government permitted Taiwanese outward investmentother countries where
manufacturing SMEs could employ adequate numbengdfer at a cheaper rate.

Two popular places for Taiwanese investment to tarim the late 1980s were
China and South East Asia. Evidence shows thataCinal the lowest GNP per capita
of any country in the two groups; this implies t@dtina could provide cheaper labour
than they could. The investigation by the Taiwang@eernment also shows that the
reducing production costs, in particular that didar, was the key determinant for
Taiwanese FDI in China. The comparison of the ayenaonthly earnings of the
Chinese workers and the Taiwanese workers from 1©®8895 demonstrates that the
cost of labour forces was much lower in China timaiwan. In conclusion, this
chapter clarifies that the economic interest of Thavanese SMEs lay in these lower
labour costs which China could provide in the [E80s.
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Chapter 8. The Interests of the State and its Limg on SME Investment
Behaviour

The economic interests of the SME clearly lay, theninvesting in China
because of the cost of labour. What were the statenhcerns in terms of SME
investment in China? The economists who analyseskestrait trade and investment
tended to believe that free trade and investmentdvbring huge profits for the two
economies based upon comparative advantage, bsisimesgests, the division of the
international labour market and changes in thestréal structure. Most analysts, for
example, Robert Ash and Y.Y. Kueh, Douglas Fdlet Hsu and Ligonfirm that in
a framework of free trade and investment econorartiegs exceed costsuller’s
analysis further shows that Taiwanese investme@hima did not result in the rise of
unemployment and hollowing-out of Taiwanese indesf® According to Hsu and
Liu, the hollowing-out effect may occur when anabgstheir data on individual
firms. They suggest that the hollowing-out effeculd have been mitigated by
upgrading and developing new industries insteacbaofrolling outward investment in
China, because, as Ash and Kueh indicate, evédreifTaiwanese manufacturers had
not invested in China, they would have directedirtioapital elsewheré* The
academic research was sympathetic to the econosedsnof the SMEs in the
changing economic situation after the late 1980s.

However, Sun Yunsuan, who was Premier from 1978384, claims that
China was in the process of transition and neithelt-established institutions nor
clear regulations would protect the rights and prop of Taiwanese investors
there?*? In addition to the economic concerns, the biggesblem lies in political
conflicts and military resistance across the streiénce, before 1991 there was
limited transit trade between Taiwan and China Mieng Kong; and Taiwanese
investment in China was prohibited. Even after 19€dde and investment across the
strait were managed and restricted. Yet in 19®4gibvernment promoted the ‘Go-
South’ policy. The aim of this policy was to encage Taiwanese investment in

20 Eyller, Douglas B., ‘The Cross-Strait Economic &ieinship’s Impact on Development in Taiwan
and China’ Asian Surveyol.48, issue 2 (2008), pp.239-264.

241 Ash, Robert and Kueh, Yi Yao, ‘Economic Integratisithin Greater China: Trade and Investment
Flows between China, Hong Kong and Taiwafhe China Quarterlyno.136 (1993), pp.711-745;
Hsu, Chenmin and Liu Wanchun, ‘The Role of Taiwané®reign Direct Investment in China:
Economic Integration or Hollowing-Out?The Journal of the Korean Economxol.5, no.2 (2004),
pp.207-231.

242 Eor further details regarding the institutionablplems in China, see Guo, Anmin, ‘Taishang zaidalu
touzi manlin zhi kunjing’,Zhonggong yangjiuvol.26, no.8 (1992), pp.33-41; Qiu, Honghui, ‘299
Nian de ahongguo jingjiZhonggong yanjiuvol.27, no.1 (1993), pp.53-67.

137



Southeast Asia instead of China. Most of the pediconsisted of encouragement and
supplies for the Taiwanese enterprises which imgest Southeast Asia*

The academic research and the government’s poligad to the main
qguestions of this chapter. If the benefits fromefteade and a more open investment
policy with China are larger than the cost, why \aaseneficial policy opposed? Was
this only a political issue? Were the SMEs ableirtbuence the formation of
economic policy? Did the state’s interests and gbkcy restrictions influence the
SMEs’ investment behaviour in China? This chaptean@nes whether the state
policy, based upon its interests, was able to arfte SME investment behaviour after
the late 1980s.

To this end, the chapter begins with a generalagilon of the government’s
political purpose in implementing bans and restid on cross-strait trade. A
significant political transformation occurred inetld980s; the chapter analyse the
impact of the changing political system on the fation of the cross-strait economic
policy in that and the following decade, in order éxamine how far political
conflicts, the state’s interests and policy resitiits influenced the SMES’ investment
behaviour in China.

The analysis has four sections. The first sectiamefly shows the
transformation of political conflicts across theagtfrom 1970 to 2000. The second
section clarifies the impact of the political raforon the distribution of political
power in Taiwanese society. The third section fesusn the impact of the changing
political power structure on cross-strait investinetations. The fourth section then
compares the new economic policies towards invedtraed trade in China and in
Southeast Asia based upon the government’s inseréstally, the analysis explores
how far the political conflicts, state’s interestdapolicy restrictions were able to

influence the SMEs’ investment behaviour.

8-1. The Political Conflicts across the Strait
The conventional view of the political conflictstiveen the KMT and the

CCP resulted from the historical hatred, ideololgitiierences and the impact of the

243 7hang, Shuya\anijin zhengceXianshan Taiwan lishi zidian,
http://tkb.nmth.gov.tw/Doth/Article.aspx?1793"%b1i20%b6%ae. (25 April 2011); for further
details, see Peng, Baixian, edgnxian Zhengce yu Taiwan jingji de wei{@aipei, 1995).
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Cold War?** These historical factors lead to the main dispotéhe 1980s and the
1990s. In the late 1980s and early 1990s the dispsmally centred on the issue of
‘one China'—was it the People’s Republic of Chimate Republic of Chind% The
political resistance in the mid-1990s transfornteidto the national consciousness of
Taiwan vs. Chinese nationalism. The main politicdue after 1990 lay in the
controversy over sovereignty in Taiwan.

The political quarrel can be traced back to therfeimoseki Treaty in the late
19" century. For the Chinese, the Shimonoseki Treatyses historical shame, since
the last Chinese empire could not defend its tagrit Therefore, they believe that
reunification is a historical mission and Taiwanas inseparable part of China.
However, for the Taiwanese, the Chinese, or moreciBpally, the Chinese
Communist Party and the government of the Peojitejsublic of China have never
had legitimate sovereignty over TaiwAf.

Therefore, the political issue concerning Taiwanseeereignty has never
subsided. The historical hatred regarding ‘one-&hiand the new conflicts
concerning ‘one China, one Taiwan’ led to obstableisig raised against open cross-
strait trade and investmefit. The political conflicts between Taiwan and Chires h
continued since 1947; however, how far would tha@séorical and political factors
affect the government’'s interests when it made s=8bsit economic policy and
sought to influence SME investment behaviour aldte 1980s and the 1990s?

244 7han, JunEnding the China Civil War: Power, Commerce and €limtion between Taipei and
Beijing (New York, 1993).

2 Mainland China Affairs, Guanyu yige zhongguo de hanyi
http://www.mac.gov.tw/ct.asp?xltem=57875&ctNode=5&hp=1&xg_xCat=1992. (accessed 13
June 2011).

#®The disputes of ‘unification’ vs. ‘independenceén intensified by the domestic political struggle
of the KMT and the DPP. George Crane explains ifierdnt political standpoints of the KMT and the
Democratic Progressive Party (DPP). The domestlitiqgad struggle made it more difficult for the
KMT (who were in power until 1999) to relax theiross-strait policy since the DPP became more
influential in the 1990s and opposed an open cstrsét policy. Crane concludes that an integrated
market would be hindered by internal political ggle in Taiwan and the indirect business pattern
would remain informal because of political conflicCrane further points out the causes (in Crane,
George Crane T., ‘China and Taiwan: Not Yet ‘Gre&thina’, International Affairs (Royal Institute of
International Affairs) vol. 69, no.4 (1993), pp.705-723.

247 in, Xiangkai, “Taizhong jingji wanlai yu guojianguan,” Liangan jiaoliu yu guojia anquan,
guncehui lianan jiaoliu yu guojia anquan yiangtaohunwen ji (Taipei, 2003), pp.213-275; Huang,
Tianlin, “Santong, jingjijiaoliu yu jingji anquan,iangan jiaoliu yu guojia anquan, quncehui lianan
jiaoliu yu guojia anquan yiangtaohui lunwen(jfaipei, 2003), pp. 277-305; Wu, Zhongji, “Liangan
Jiaoliu dui Taiwan jingji yu guojia anquan de yirgx’ Liangan jiaoliu yu guojia anquan, quncehui
lianan jiaoliu yu guojia anquan yiangtaohui lunwgr{Taipei, 2003), pp.91-211.
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8-2. Chiang Ching-kuo and the KMT’s Political Refprl970-1987
The relationship of the state and the SMEs had histant. Although the

administrative organisation consulted the SMEs ugho different business
organisations in order to adjust policies, the SM&sld not influence the formation
of policy. The remoteness and the inability of 8MEs to influence the state’s policy
lay in the political power structure. In the 197@sseries of political reforms was
gradually carried out. This changed the politicalpr structure and influenced
further political transformation in the 1990s.

In the 1970s several factors had led to politiefbmm in Taiwan. These
factors included external and internal politicadagconomic factors. The first and
most significant external shock came in 1971, wiengovernment of the Republic
of China in Taiwan resigned its seat in the Unindations and was replaced by the
People’s Republic of China. This marked a signiftadefeat in international relations
for the KMT government. Later in 1979 the U.S. goweent officially broke off
diplomatic relations with the Republic of China ifmely, the KMT government in
Taiwan). The diplomatic crisis threatened Taiwasdety, since it meant the loss of a
powerful ally. Equally, the 1973 and 1979 oil casaffected the economic
development of Taiwan. Aside from the shocks teermational politics and the
economy, they brought instability to internal piobt®*®

From 1949 the KMT government was challenged by rsdvédocal
organisations which questioned the legitimacy & KMT's sovereignty in Taiwan
after World War 117*° In the 1970s the KMT government was severely ehgkd by
the growing power of the Tangwai. Several locat®bas, such as the elections for
municipal and district councilmen, were held inwWan in the 1970s. More and more
candidates from the Tangwai won local elections1979 the Kaohsiung Incident

occurred when thdormosa Magazineand other opposition politicians held a

248 «\\oguo lianda daibiaotuan xuanbu tuichu lianhetj@ihonghua minguo shishi jiyg@ aipei, 25
October 1971), pp.214-248; “Meiguo zhengfu tongzbguo zhongzhi gongtong fanyu tiaoyue,”
United Daily, Taipei, 1 January 1979.

249 The main political issue lies in the controversgolegitimate sovereignty in Taiwan. After World
War Il, the United Nations agreed to Taiwan'’s bgitered under trusteeship by the government of the
Republic of China (that is, of the ROC, namely, tkaomintang); but it was trusteeship, not
reunification. As a result of this, the KMT goverant could not claim legitimate sovereignty in
Taiwan. For further details, see The Editing Grafighe Discussions on Taiwan’s Sovereignty, ed.,
Taiwan zhuquan lunwen ji(Taipei, 2001); The Editing Group of the Discussioon Taiwan's
Sovereignty and One China, eflaiwan zhuquan yu yige zhongguo lunshu dashi jBiZ3D1(Taipei,
2002).
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demonstration in order to encourage and demand cfayin Taiwarf>° The KMT
government then arrested the opposition politicisarsd convicted them of
insurrectior’™ This was the first serious political challengetie KMT government
in the course of their thirty-year domination inwan.

In addition to the external and internal disturleEma further problem within
the KMT gradually intensified in the 1970s. Befdt®870 Chiang Kai-shek’s son,
Chiang Ching-kuo, was not included among the coeebers of the KMT. Chiang
Ching-kuo’s political power was gradually enhanéedhe 1970s and in 1972 he
became the premier of the Executive Yuan. In otdeteal with external oil shocks
and to stabilise the domestic challenges from thegWwai, Chiang Ching-kuo took
the initiative to put political reforms into actian accordance with the economic
development policy.

His aim in the reform was to alleviate the ethnrolpems in Taiwan by
promoting Bensheng ren candidates to the rankgbfdnigovernment officials. These
new elites were technocrats who specialised innemging, agriculture or other
economic and technological fields. Chiang’s ecomorpolicy was based upon
Keynesian economics: expanding government spergbngs to increase needs and
economic growth. The promotion of these Benshengelites, on the one hand, put
an end to the Waisheng ren monopolisation; buthermother hand, these technocrats
took over economic power and took more and moreortapt positions within the
KMT. Meanwhile, Chiang Ching-Kuo also encouragedng people to join the KMT
and promoted young politicians to play a greatés o party affairs. The inclusion of
Bensheng ren technocrats and the younger gene@dtiiMT members was another
means of strengthening his political and adminiistea power against the
conservatives within the KMT.

Although Chiang Ching-kuo had created his own powase within the KMT
by the early 1970s, when Chiang Kai-shek died in51%ome conservatives did not
fully support his son’s as leader of the party #r&country. Several memoirs record

%0 The Formosa Magazinevas the political magazine founded in 1979 by i politicians in
Taiwan. It opposed the KMT’s one-party rule in Tainvand promoted democracy.

%1 These opposition politicians were jailed for vasaerms (most of them to more than ten years or
even life imprisonment). In the late 1980s, whernrtrablaw ended, these political prisoners were
released. Most of them then became leading mendfehe® Democratic Progressive Party. They have
participated in Taiwanese elections since the 19892000 when the DPP won the presidential
election, these people became the key policy-makefaiwan. For further details, see Huang, Fusan,
Meili dao shi jian (Taipei, 2001).
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the power transformation and struggles within thdTk?*? From the early 1970s,
Chiang Ching-kuo controlled the military and the¢io@al security bureau, trained his
own people in the KMT and used new and Bensheng teehnocrats in the
administrative system. Although there was oppasit@mhim, his domination of these
departments helped him to defeat his opponentbaoome the chairman of the party
within the year.

After the political struggle within the KMT, Chianghing-kuo included his
own people in the core power groups. Accordingheorhembership list of the Central
Committee, many technocrats were members by 19¥8uding his successor,
President Lee Teng-Hui. Comparing this membersbkipwlith the one in 1952, it is
clear that more Bensheng ren technocrats and thieggo generation of technocrats
were included in the decision-making syst&fMoreover, some Bensheng ren
entrepreneurs were also included. Such changesofb@rship show the changes in
the political power structure within the KMT. Thew power structure within the
KMT had a significant impact on the further politicransformation in the 1996%'

Table 8-1 shows the political weights of differesudcial-economic groups
from the 1970s to 1987. The ruling elites are tivTKand the core members who, led
by Chiang Ching-kuo, decided which policy to addgte ruling elites monopolised
both government organisations and capital. Whalifferent about the KMT ruling
elites during this period was that the groups daeth both Waisheng ren and
Bensheng ren ruling elites. The KMT elites havektipal weight of 10.

The group of government bureaucrats were technoceatbers of the KMT
party and therefore were responsible for implenmgnthe party’s policy. During this
period more Bensheng ren technocrats and the ygengration of Waisheng ren
technocrats took higher-level positions in the goweent administrative system.
Although their influence on the policy-making presevas less than that of the KMT
core elites, their influence lay in the implemeiaiatof the policy and the moderate
ethnic conflicts in Taiwanese society. This groag a political weight of 7.

%230me indicated that several people were thinkinguh for KMT chairman. Under the party-state
institution, becoming the chairman of KMT was moracial than becoming the President of Republic
of China. These people include General He Ying Qamgl Madam Soong. For further details
concerning the internal political struggle, see ¢ &en and Pei, Xiaomin, ed8ailishi hulue de lishi
(Henan, 2008); Zhang, Zig®yorking at the side of Mayling SoofBeijing, 2003); Xiong, Zhongren,
He Ying Qing ZhuaiiTaiyuan, 1993).

23 Eor details of membership list in 1952, see ApjpeBeR.

24 pAppendix 8-1.
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The group of urban politicians was not influential the policy-making
process. Compared with the previous period, fewgWen politicians participated in
local politics. The Tangwai movement from time itmé demonstrated or published
newspapers or magazines criticising the KMT govemim Nevertheless, their
influence was limited since most elections werérieted to the local level and the
military and police systems were strictly contrdlley the KMT. Despite this, the
Tangwai undermined the stability of the KMT’s regirand therefore have a political
weight of 4. During the period of the 1970s and@98vhen Chiang Ching-kuo was
in power, he severely limited the influence of #osapitalists who had good
connections with the government’s development golidthough the influence was
restricted, with the onset of parliamentary elewiothe urban capitalists, including
the SMEs, had limited influence on certain polidi@®ugh the business organisations
in particular during the years when legislatorsevstanding for election. Therefore,
during this period, they have a political weight3of

The unionisation of workers was also not alloweébteethe end of martial
law. During this period, the urban workers had mhtrto establish labour unions
without government permission for this politicaltigity. >°°> Students, poor people
and farmers had very limited influence on governmaulicy. The urban students
were not influential, since under martial law threuld not participate in politics and
demonstrations. The urban poor and rural farmen® wet allowed to take part in
politics or to form into groups. Like the workethgse groups had limited influence
on government policy; they only participated in theal and parliamentary elections.
Therefore, these groups have a political weiglt. of

Overall, compared with the political power struetun the previous period
under Chiang Kai-shek (see Chapter 5), the changitiical power structure during

Chiang Ching-Kuo period lay in the increasing sgtenof the Tangwai movement

2% The KMT government established some labour union<hina which continued in Taiwan.
However, they were controlled by the KMT and did function as modern labour unions do (for
example, to organise protests for better welfaretfieir members). Li, YunjieTaiwan gonghui de
zhengzhi jingji fenxTaipei, 1992); Wang, Zhenghuan and Fang, Xiaqgdi@gojia jigi, laogong
zhengce yu laogong yundongraiwan: A Radical Quarterly in Social Sudiesl.13 (1992); He,
Xueying, Taiwan zizhu gonghui yundonggfiaipei, 1992).
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and the rise of Bensheng ren power within the KIg®me local and parliamentary
elections opened opportunities, but, due to thetdunscope of the elections, other
social groups were not able to influence governnpatity significantly. Apart from

these, the KMT elites mainly held the political ppwThe political power structure
explains why the relation of the state and the SMis distant: under the political

system, the SMEs could have only limited influerse the government’s policy-

making.
Table 8-1. Political Weight of Different Social Gqgs in Taiwan 1970-1987
Social groups Political weights
KMT ruling elites
(Waisheng ren and Bensheng 10
ren)
Government bureaucrats
(Bensheng ren and young ;
generation of Waisheng ren
Urban politicians 4
Entrepreneurs 3
Urban workers 2
Urban students 1
The poor 1
Farmers 1

8-3. Lee Teng-hui and Taiwan’s Democratisation,82800
Chiang Ching-kuo died in 1988 and was succeedg¢uieasdent by Lee Teng-

hui. As discussed above, Taiwan’s politics had d@mminated by the Waisheng ren;
Lee was one of the Bensheng ren elites who had pemmoted by Chiang in the

1970s. At first, Lee did not gain the full suppoftthe KMT party. There were many
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senior members and conservatives who opposed liisg@laeforms in the 1970s and
1980s. The conservatives tried to delay the electib him as KMT chairmaf®®
Standing for a minority in the KMT party, Lee triéd cooperate with the younger
generation of the KMT, local party members and Dlemocratic Progressive Party
(DPP). This attempt succeeded and Lee was finldigted. In order to strengthen his
power, Lee carried democratic policies yet furthér.

Further democratic development proceeded in Taiwahe 1990s. A series
of disagreements on democracy erupted within theTKWhe conservatives were
opposed to having direct elections at every leBglcontrast, the reformers proposed
making elections direct, presidential electiongarticular®®® Direct elections could
easily constrain the power of the KMT conservatiogsr Lee. In 1990, he was the
last president to be elected by the National As$grabthe Republic of China in
Taiwan, as the'8president. On 1 May 1991 the National Assemblyictitto repeal
the Temporary Provision Effective during the PeraddCommunist Rebellion. This
move had a significant impact on the developmentehocracy in Taiwan. The
Temporary Provision suspended general election$amvan, which stabilised the
KMT’s authoritarianism over Taiwanese society. Téstoration of elections changed
the political power structure in Taiwan.

Table 8-2 shows the changes in the political waigthtdifferent social groups
after the changes in the election system. The ndwgr elites were now the ruling
elites of the KMT. Although this was a new grouipe tkMT was still the political
force dominating Taiwan. They thus still have 10npo of political weight in the
model. The urban political bureaucrats were stsponsible for implementing
policies. There is no increase or decrease in gi@itical weight, which remains at 7
points. The urban politicians in this period wete tnewly-established political

party— the Democratic Progressive Party (DPP) — and e Rarty which split off

20| ee, Teng-huiJianzheng Taiwan: Chiang Ching-kuo yu (¥@ipei, 2004).

%7 For example, Mr. Soong Chu-Yu strongly supportee during this period. Mr. Soong is now the
Chairman of the People First Party (Qinmintang). wes the most popular politician in the 1990s,
holding many significant positions in the KMT anéswelected governor in 1995. Mr. Soong failed in
2000 to be nominated by the KMT as a presidentaldate. Therefore, he soon resigned from the
KMT and campaigned in the election as an indepencimidate.

%8 He, Xuchu, “Minjintang yaogiu xaingai, zhuzhangomlgtong zhixuan,'United Daily, Taipei, 05
January 1993; Hu, Fo, “Zhuzhang zhongtong zhixuawi biyao,” United Daily, Taipei, 29 August
1993; Jiang, Zhongming, “Zhongtong zhixuan tigiagiuoren zancheng,United Daily, Taipei, 07
September 1993.

145



from the KMT. The DPP was founded by the Tangwdlitig@ns in 19862°° The
members of the New Party are the younger generatiaghe KMT who disagreed
with President Lee’s reforms within the KMT in tearly 1990$°° The DPP has been
increasing its power through local elections sid®87. The New Party has some
supporters, but its power is weaker than that & BPP. Their influence was
gradually increased by the open voting in the ganand presidential elections and
they began to oppose the KMT'’s sovereignty. Theiitipal weights in the model
thus increase to 8 points.

The entrepreneurs during this period also increabed political weight
because of electiorf§! The increasing influence of the entrepreneurs larseen
from the KMT central membership lists. The centr@mbers used to include only
KMT officials, military leaders and bureaucrats.té&f 1987, several significant
entrepreneurs became members of the KMT centrasideemaking systerf® The
political weight of the urban capitalists therefamereased to 7 points. It was possible
for them to influence government policy by voting.

The political weights of the urban workers increhseore during this period
since labour unions had became active in fightorgldbour benefits. Their political
weights increased to 6. The political weights afdsints, the poor and the farmers
increased to 5 points. The political transformatrerdistributed political power in
society. In these circumstances, the SMEs gainede nppower to influence the
formation of government’s policy through electiohsother words, the relation of the
state and the SMEs was not as distant as it had ipethe previous decade. The
guestion then is whether the state interest comhpligh the economic interests of the
SMEs in terms of cross-strait trade and investment.

9For the history of the DPP, see Democratic PraiyesParty, http://www.dpp.org.tw/index.php.
(accessed 20 July 2011).

%0 i Xinhong, “Xinliangxian ginxian shisiquan gamanbu zuxintang,United Daily, Taipei, 29 July
1993; Sun, Kuangrong, “Yike meishi de rouxin mingzthengtang,'United Daily, Taipei, 30 July,
1993; Jiang, Zhongming, “ Xin guonintang liangxiahengli xintang,”United Daily, Taipei, 10
August, 1993; The New Party, http://www.np.org.t@ccessed 20 July 2011).

%1 Many elections took place in the 1990s, includitegtions for legislators, councillors, mayors and
presidents. All the campaigns required money armplgeto support the candidates. Therefore, the
donation of entrepreneurs to these politicians Imecaignificant sources of funding. The status of
capitalists was thus raised and it became poséilehem to affect government policy through
donations for campaigns. For further details, séenC Guolin,Heijin: Taiwan zhenzhi yu jingji
shikuang jiem{Taipei, 2004).

22 pppendix 8-2.
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Table 8-2. Political Weight of Different Social Gius in Taiwan 1988-2000

Social groups Political weights
KMT ruling elites

10
Government bureaucrats ;
Urban politicians 8
Entrepreneurs 7
Urban workers 6
Urban students 5
The poor 5
Farmers 5

8-4. The Impact of the Changing Political PoweruSture on the Formation of the
New Investment Policies

From 1949 to the 1960s, cross-strait relations wesgile; several small-scale
battles continued between Taiwan and China. IriL8¥s fighting was suspended but
the bombing of the Taiwan Strait continued. Theitary resistance continued until
1978, when the Chinese government launched itsfisigmt economic reform and
open policy in order to solve various problems lie €conomy®®In 1979 Deng
announced ‘An official notice for Taiwanese fellowountrymen’ which tried to
reconcile his administration with that of the KM®wgrnment. This declaration can
be considered the turning point for modern crosststelations. It had several
implications in both the political and economic e@@s. Politically, it points out that
the PRC government is opposed to any form of indepece for Taiwan. The clear

line for negotiation is no independence; but ag las the KMT government complies

%3 Nolan, Peter,State and Market in the Chinese Economy: EssaysControversial Issues
(Basingstoke, 1993); Nolan, Pet@&hina’s Rise, Russia’s Fall: Politics, Economicgddalanning in
the Transition from StalinisifBasingstoke, 1995); Nolan, Pet@hina at the Crossroad€Cambridge,
204); Howe, Chris, Kueh, Yi Yao and Ash, Roberts.ed survey of the Chinese Economic Reform
(London, 2003); Ash, Robert, ‘The Long-term Outldok Economic Reform in China’, Asia-Europe
Journal, vol.4, no.2 (2006), pp.177-196. Lin, YiKhongguo jingji gaige yu fazhaiiTaipei, 2000);
Lin, Yifu, There's No Textbook Paradigm for Interpreting tHar@se Econom{Beijing, 2007).
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with the ‘one China’ policy, anything and everythi(whether it is PRC or ROC) can
be negotiated. This line significantly influenceuketnext 30 years of cross-strait
relations. Meanwhile, the declaration also annodnitet the People’s Liberation
Army (PLA) would stop firing artillery shells atéhslands of Jingmen and MaZ.

The political principle and the military policy hagteat influence on further
communications across the strait. Economically,n@hequired financial capital and
new technology to solve its difficulties regardiagour and light industry. In addition
to the economic requirements, investment from @as<hinese was preferred by the
Communist governmerf€®> With this in mind, the Chinese launched a seriés o
encouragement and welcome policies for Hong Kordy Baiwanese investment and

trade (more details of these policies are discuss#te next chapter).

8-5. Chiang Ching-kuo and the Cross-strait Polit978-1986
Although China modified its cross-strait policy,iwan was in an unstable

political situation in particular in the late 1970soth external shocks and internal
disturbances challenged KMT sovereignty. In theseumstances, Chiang Ching-
Kuo responded to Deng by the ‘Three-no policy’. Thé@ree-no’ stood for no

contacts, no compromises and no negotiatf8hAlthough the KMT government

practised the ‘three no policy’ politically in 197@ere was a small amount of transit
trade then (via Hong Kong) between Taiwan and Chinal985 the Taiwanese
administration announced the ‘three no policy’ g transit trade across the
Taiwan Strait. This declared that the policy of fh@wanese government towards

transit trade with China (via Hong Kong) was ‘nantaxts, no encouragement and no

64 Jingmen and Mazu are the two small islands loceleskst to China (Amoy and Fuijian Province).
Attacks from China did not completely cease uri@ announcement issued in 1979. The Taiwanese
and Chinese armies fired artillery shells betweiagrden and Mazu and Amoy and Fujian at each
other on the odd-numbered days every month. Offficidhe war was ended in 1979 when the
announcement stipulated the end of the ‘odd-day. fibeng XiaopingZhonghua renmin gongheguo
gquanguo renda chanweihui gao taiwan tongbagshwBeijing, 1 January 1979,
http://tw.people.com.cn/GB/26741/139936/139938/&8Brhtml. (accessed 15 July 2011).

25 For discussions on China’s economic problemseériate 1970s and the early 1980s, see Singh, Ajit
“The Plan, the Market and Evolutionary Economic d®ef in China,” UNCTAD Discussion Paper,
UN Conference on Trade and Development, no. 763t99n, Bin, ‘1979 Nian de zhonggong jingji’,
Zhonggong yanjiu vol.14, no.1 (1980), pp.51-62; Zhu Liang, ‘Renmihanzheng yu xinjingji
zhengce’,Zhonggong yanjiuvol.14, no.10 (1980), pp.57-64; Xiao, Yehui, ‘hgnian lai zhonggong
jingji de tiaozheng jigi dangian cunzai de wen#honggong yanjiuvol.15, no.4 (1981), pp.41-52;
Lin, Bin, ‘1980 Nian de zhonggong jingjizhonggong yanijiuvol.15, no.1 (1981), pp.55-69; Lin Bin,
‘1981 Nian de zhonggong jingjiZhonggong yanjiuvol.16, no.1 (1981), pp.48-6.

#6«7hongguo Guomintang zhuxi Chiang Chingkuo chomegshuyu zhonggong hetariJhited Daily,
Taipei, 4 April 1979.
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interference®®’ The political and economic ‘three-nos’ were thimgiple for the first
period of cross-strait policy, until 1987.

Table 8-3 shows the social groups’ reaction todpen policy towards China
from 1978 to 1987. The ruling elites were opposethe open policy towards China,
because their political longevity under the exteamal internal shocks was threatened
by the Chinese Communists. The KMT elites were tbieangly opposed an open
policy towards China. The government did not wasymuch about economic profits
as about political challenges since the economy drasvn and prospered in this
period. The political power of the KMT ruling elgaveighed 10 points in opposing
the open policy in order to secure their sovergigBuring this period, the urban
political bureaucrats were a part of the KMT partience, the KMT'’s interests
coincided with theirs. In the context of the urlgolitical bureaucrats, 7 points were
given to opposing the open policy towards China.

In terms of the reaction of other social groupshattime, their influence on
the government’s cross-strait policy was very |@m. the one hand, establishing new
political parties was still prohibited; on the aththe limited local elections could not
influence the government in power. In these cirdamses, the reaction of the group
of urban politicians, the urban workers, the uraudents, the poor and the farmers
were not considered since they could not influgraey by voting at elections.

The results in Table 8-3 clarify the factors affegtthe restrictions on the
open policy towards China and explain the toughcpsd towards China during this
period. Since the local elections did not help tinean capitalists and other social-
economic groups to influence government crosstgb@icy, the bans on cross-strait
relations resulted instead from the political ietds of the KMT elites and the

political bureaucrats.

Table 8-3. Political Weight of Different Social Gqzs and Their Reaction to the
Open Policy towards China 1978-1987

Group reaction to the open policy
Political - )
Social groups ) (Political power points)
weights

Favour Oppose Uncertain

%7 Three Principles for Transit Trade with Hong Kanad Macau was issued in 1985 by the Ministry
of Economic Affairs.
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KMT ruling elites 10 0 1Q
Government
bureaucrats 7 0 7
Urban politicians 4 n/a n/a
Urban capitalists 3 n/a nja
Urban workers 2 n/a na nla
Urban students 1 n/a nfa nla
The poor 1 n/g n‘a nla
Farmers 1 n/a n‘a nla
Total 29 0 17| nl/a

8-6. The Changing Cross-strait Policy, 1987-1994
In July 1987 Chiang Ching-kuo announced the endinmartial law. There

were debates regarding his policy decisfBhApart from the factors of Chiang’s
changing policy, the ending of martial law had gndficant impact on cross-strait
relations. In early 1987 some young legislatorse (tlew elites who had been
promoted by Chiang’'s political reforms within theMK party) interrogated the
administration during a parliamentary session miggr the bans on cross-strait
communication. They urged the government to li# thans, in particular those on

travelling to Ching® Newspapers and public opinion also supported tlyeseg

28eor further details, see Wang, Yeyang, ‘Chiang,n@Hiuo yu guomintang de minzhu zhuanxin,
Yianhuang Chengju no.5 (2006), _http://www.usors.cn/blog/wension/NMgByDetail.asp?id=4558.
(accessed 05 May 2011); Zhao, Yongmao, ‘Taiwamndifaixi de fazhan yu zhengzhi minzhu hua de
guanxi’, Zhengzhi kexue luncongo.7(1996), pp.1-26; Wu, Naide and Chen, Mingtorighenquan
Zhuanyi han jinying liudong: Taiwan difan zhengfhying de lishi xingsheng,” imaiwan guangfu
chugi shi, ed. Lai, Zehen (Taipei, 1993), pp. 303-334; RigghelleyPolitics in Taiwan: voting for
democracyLondon, 1999); Mao, Jiagzhiang Ching Kuo de yisheng han tade sixian yanfiaipei,
2003).

%9 These young legislators are usually are the segendration of Waisheng ren. The first generation
(who came with the KMT government in 1949) weretiggtold in the late 1980s; most of them were
in their late 60s or 70s. They were worried thattmight not able to go back China to see theirlfam
before passing away. Therefore, the young legisatoged the government to adjust its cross-strait
policy for compassionate reasons. Legislative YiIRuQ.C. Taiwan,The Record of Conventions and
Interrogation 3 March 1987; “Wan zhongguo tangin xungen jiejigjei cu zhengyuan fankuan
xianzhi,” United Daily, Taipei, 07 October 1987.
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legislators’’® Even the political opposition, the DPP, suppottesimore open policy
towards Chin&’* Without the lifting of martial law, these legigias or politicians
who supported this could have been imprisoned ecwed for treason. The ending
of martial law brought increasing freedom of speactl democracy in Taiwan. These
factors are significant for the polié/? Under pressure from the public, guidelines on
‘How Taiwanese People Could Visit Chinese Relativesre issued in November
198727

When Lee Teng-hui came to power in 1988, his gavemnt re-framed the
cross-strait policy. It set up a government orgatios and formal regulations for
further cross-strait communication. On 23 Februa®®l the KMT government
established the Mainland Affairs Council to deathwgross-strait affairs. Later in the
same year, the KMT government announced the Gueklifor National
Unification?’* In the same year, the KMT government officiallympéted Taiwanese
investment in China. In addition to the passinglasfs, in 1992 the negotiations
between the Strait Exchange Foundation and Associdbr Relations across the
Taiwan Straits began. The political issues couldogosettled, but there was an urgent

need for economic cooperation, in particular in #90s. These non-governmental

270 Opinion polls investigated by th&ili Evening Papershow that 64% supported to relax the
restrictions on visiting relatives in China and 24%geed that it was time to relax the restricti(ftsli
Evening PaperTaipei, 3 August 1987). “Shunying minging zhididglu tangin zhengceUnited
Daily, Taipei, 17 September 1987.

21 The movement to return home was advocated by e B the late 1980s. The movement seems
to have been out of tune with the DPP’s orthodargiple—establishing the Republic of Taiwan. In
the late 1990s and early 2000s, the DPP was amiaQlvhile contrariwise, the KMT became more
China-friendly). However, the DPP politicians whoosgly opposed the CCP government joined the
returning-home movement in the late 1980s andedstheir ancestral home towns in China in the
1990s. “Dui kaifan minzhong gianwan tangin, mirging cu zhongyuan fankuan xianzhiJhited
Daily, Taipei, 26 August 1987.

272 pccording to some unofficial information in the dnll980s, many Waisheng ren, especially old
soldiers (who had come with the KMT in 1949) had@back to China (via Hong Kong) to visit their
Chinese relatives before 1987, when the KMT govemingave its official permission. “Laobin laojia
tangin,” United Daily, Taipei, 15 October 1987.

23 The document ‘How Taiwanese people could Visit@be relatives’ was issued by the Ministry of
Domestic Affairs since there was no special depamntrfor dealing with Mainland affairs. Some of the
articles of the methods were then merged into the oross-strait regulations issued in 1992. Before
1992 many cross-strait rules were scattered and/@iborganised.

27 Guidelines for National Unification was issued 28 February 1991 and abolished orMarch
2006. Mainland Affairs Council, Guidelines for Naial Unification,
http://www.mac.gov.tw/ct.asp?xltem=68276&CtNode=6&8&p=4. (11 June 2011). For further
discussions on the guidelines, see Huang, Kunh@iojia tonyi gangling yu dalu zhengce’,
Zhonggong yanijiuvol.26, no.10 (1992) pp.16-39.
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organisations achieved several significant econoagreements which facilitated
trade relations between Taiwan and CHifta.

Although the formal organisations and the negatratmechanisms were
established, the objective of the cross-strait enoa policy was to control and
manage trade and investment. Based upon prinapblesntrol and management, the
regulations which largely concern cross-strait @ooic activity lie in the setting-up
of an indirect model of trade, investment and tpantation. Therefore, in the early
period of the ‘open’ policy, it was actually opem more than indirectl§’®

Table 8-4 shows the social groups’ reaction todpen policy towards China
from 1987 to 1994. The ruling elites during thisipe both favoured and opposed to
the open policy. On the one hand, military threatsl political conflicts still
threatened their political longevity. On the othezpnomic needs and public opinion
forced them to adjust the cross-strait policiesthiese circumstances, 6 points were
given to favouring an open policy and 4 points wgieen to opposing the open
policy of the KMT ruling elites. In terms of the Ig@al bureaucrats, they were still
under the control of KMT. Therefore, 4.5 points evgiven to them if they favoured
the open policy and 2.5 points were if they oppogedhe interests of the KMT
ruling elites and the political bureaucrats in tase coincided.

The urban politicians, as the evidence above showese the group which
advocated the relaxed restriction of Taiwan’s bdinerefore, 4 points were given to
favouring the open policy of the urban politiciaifie urban capitalists still favoured
the open policy because of the appreciation oNTB in the late 1980s. With more
elections at the local level, the urban capitalgtdually increased their influence in
this period by supporting politicians in electiortsowever, most politicians who
participated in elections also had limited influeramn the government’s policy. It was
possible to issue and pass bills in parliament;dwan, the parliament did not have a
mechanism to enforce them on the government. Tteeimce of the capitalists was
indirect and not strong enough to enforce changegovernment policy. Similar

comments apply to the reaction of other social gso®n the one hand, there were no

2’5 Straits  Exchange Foundation, _http://www.sef.orgripi/asp?mp=300. (20 January 2011);
Association for Relations across the Taiwan Straitp://big5.arats.com.cn/. (20 January 2011).
?’®The attitudes of the Taiwanese government towaodomic policy in China can be found from
several speeches of the Premier, Hau, Peitsun.lda@irAffairs Council, ed Xinzhengyuan yuanzhang
Hau Pei Tsun Daluzhengce yanlun xugfjaipei, 1992); Mainland Affairs CounciDalu shiwu fagui
bianhui (Taipei, 2001). More details regarding the indirezodel are examined and discussed in
Chapter 9.
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opinion polls concerning the issue; but, on theentltheir influence through voting

and elections were still limited. The evidence jded by the newspapers indicates
only that public opinion and some of the legislataere urging the government to lift
the prohibitions. Therefore, the influence of thrban politicians can be calculated.
The influence of the political power weights froitiher groups on the issue, however,

is not clear due to the lack of direct evidence tedpolitical system.

Table 8-4. Political Weight of Different Social Gias and Their Reaction to the
Open Policy towards China 1987-1994

Group reaction to the open policy
Social groups Political weightis (Political power points)
Favour Oppose
KMT ruling elites 10 6 4
Government bureaucrats
7 4.5 25
Urban politicians 4 4 @
Entrepreneurs 3 n/p nfa
Urban workers 2 n/a n/g
Urban students 1 n/g nfa
The poor 1 n/g n/a
Farmers 1 n/a n/a
Total 29 14.5 6.9

Comparing Table 8-3 with Table 8-4, it is clearttalthough the KMT was
still the dominating political power in Taiwanesecity, with the abolition of the
Temporary provisions and the restoration of elestjahe political influence of the
urban politicians had increased. The increase & gblitical power of the urban
politicians affected KMT’s adjustments in crossagtpolicy. Of course, other factors,
such as the foreign forces and economic needs alsveamong the KMT’s concerns.
Nevertheless, during these two periods, under Ghioaanging policy, the KMT

government was uncertain about the impact of thenopolicy on its political
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longevity. The concerns of the safety of their padil interests limited the relaxation
of the cross-strait policy in the early periodisltalso worth noting that, although the
SMEs were able to influence the legislators throealgttions and push them to relax
the restrictions on cross-strait policy, the leafists were not strong enough to take on
the government. Therefore, the cross-strait poi@s made on the basis of the
KMT’s political and economic interest. In other wer the political conditions made
the Taiwanese government give up the prospect afaic efficiency in order to
consolidate national defence and political power.

8-7. Elections and the Changing Cross-strait Pqlit§94-2000
It is clear that the changing interest of the Taiese government in 1987

improved and facilitated investment and trade acrbge strait. The government
institutionalised cross-strait relations and adjdghe development policy in Taiwan.
However, the peaceful political situation from 198l not last long. Political
relations went downhill in 1995. In 1995 the U.&rl@mment approved Lee’s visit at
Cornell University. This political movement resdten the Third Missile Crisis
across the strait. The missile crisis continued 1806 before the first direct
presidential election in Taiwan. Political conficind a military crisis interrupted the
formal economic negotiations between Taiwan anch&Hf With the rise of political
conflicts in 1996, Lee in 1996 announced the ‘naye patient’ policy concerning
cross-strait investment. The policy pointed out thader the military threats and the
lack of formal institutions to protect Taiwanesévate investment in China, it was
not enough to open direct transportation and concation. This implied that the
government did not favour closer economic coopemnatvith China and would be
strict over investment in Chirfa®

277 Liu Qiyun, “Li zongtong fanmeian, meizhongyuandjige tongguo,'United Daily, Taipei, 03 May
1995; Lin Meiling, “Li fanmei, duian fanying qiarigl” United Daily, Taipei 16 June 1995.
“Dalujunfan yingpai giangle fantan shiydJhited Daily, Taipei, 16 June 1995; Lu, Deyun, “Guofanbu
zhengshi, zhonggong liangtian fashe simei feidamited Daily, Taipei, 23 July 1995; “ Zhonggong
jinchen fashe liangmei feidannited Daily, Taipei, 08 March 1996; “Zhonggong zuoshe sanmei
feidan, minzhong mubiaoquiJnited Daily, Taipei, 09 March 1996; “Zhonggong disanpo yasRpuri

wu haikong huodong,United Daily, Taipei, 19 March 1996; Gu, Zhi, ‘2000 Nian denian guanzi’,
Zhonggong yanijiuvol.35, no.2 (2001), pp.96-106.

28 The policy was first mentioned by President Leettw Third National Conference for Operators.
The members of the conferences were mainly theepr@neurs. Concerning the details of the policy,
see further Mainland Affairs Councillieji yongren zhengce shuomjng@aipei, 03 January 1999,
http://www.mac.gov.tw/ct.asp?xltem=57944&ctNode=5&Mmp=18&xq_xCat=1999. (accessed 11
June 2011).
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During Lee’s period, the economic policy across steit fluctuated. He
gradually opened up investment in China in 1991ydweer, his government enforced
several restrictions on investment and prohibiteches large Taiwanese investments
in China. It is worth noting that, with the restioma of elections, in particular the
direct presidential election in 1996, these retns on investment and trade policy
across the strait required the support of most aaese voters. The opinion polls
from 1995 to 2000 show people’s opinions on crasstgolicy in different fields in
different years.

8-8. Analysis of Public Opinion Polls, 1995-2000
This section separates the public opinion pollsnfrt996 to 2000 into three

categories. The first category shows public opirimmards political issues across the
strait. The political issue includes the issuerafependence and unification, military
threats and national security. The second cateigoof public opinions concerning

Taiwanese investment in China. The third categamgcerns direct transportation
across the strait.

According to the government documents, from 1993989, the majority
agreed that the Chinese government was hostile rtiswahe Taiwanese
government/people. The highest vote as 88% in Sdge 1995 when the missile
crisis occurred. The lowest percentage was 28.2%June 1998. The average
percentage concerning this issue remained 5@6éncerning the issue of
independence or unification, the majority agreedretaining the status quo and
deciding later between unification and independeridés opinion exceeded the
average by 30%-40% from 1994 to 1999, implying thabst people had no
conclusive answer on unification or independenaac@rning the issue of military
threats, the opinion polls investigated in earl93 9before August) showed that most
respondents did not think China would attack Taiwaater in 1995 (after August)
people agreed that China would mount a militaryackiton Taiwan if Taiwan
officially announced independence. However, by 1886 majority had ceased to
think so. Furthermore, concerning the issue of ‘cmentry, two systems’, from 1991
to 1998 a very high percentage (generally over 6@@not agree with the policy. In
1999 when Lee defended the ‘Special Relations twiavo Countries’ policy, the
opinion polls showed that on average 50% agredd his view of cross-strait

relations. On political issues, the majority didt iavour the Chinese government.
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However, in terms of unification or independenc®strpeople were hesitant. Some
opinion polls showed strong support for independerBut some opinion polls
showed that most people still considered themsédutts Taiwanese and Chine<a.

The second category concerns Taiwanese investme@hina, from several
points of view. The first section presents publiginton on the restrictions on
Taiwanese investment in China. From 1996 to 1998stnpeople agreed that the
Taiwanese government should control and managestimest and capital flows to
China. Some opinion polls even showed that over 2@f¥&ed that the government
should restrict Taiwanese investment in China efgther. Interestingly, when
considering the policy of ‘no hurry, be patient’pst believed that the policy needed
to be adjusted. More specifically, opinion pollsamg Taiwanese industrialists and
entrepreneurs, highly opposed the ‘no hurry, beep&tpolicy and were in favour of a
more open investment policy. It is worth notingttiizere were different opinions
from the capitalist group and from ordinary peoptowever, there was still a
majority agreeing that the government should cénémad restrict investment in
China?®°

The third category is regarding direct transpankdi across the strait. It shows
that the majority were in favour of opening dirdcansport links in particular
circumstances. Moreover, some opinion polls shotled if the issue of direct trade
affected national security, opinion was equallyidid. It is also worth noting that the
opinion polls from the entrepreneurs showed thagatlitransport links would increase
their willingness to remain in Taiwan. Overall, ceming the general pace of cross-
strait communication (including political, econonaiod transportation), from 1993 to
1999 the majority considered the pace of openingap adequaté®

Comparing the public opinion polls in these threg¢egories, it can be seen
that the political issue was confusing. Some opirpolls tried to demonstrate that,
without military threats, most would agree to inédegence immediately. However,
the military threats existed and should be consdie@mong the political factors. In
terms of investment issue, it is clear that fromirairy people had a different opinion
from the entrepreneurs. Regarding the issue ottdiransport links, people generally

approved of them in certain circumstances. Howeherppinion polls did not specify

279 pppendices 8-4, 8-5, 8-6, 8-7, 8-8.
280 Appendices 8-9 and 8-10.
21 Appendix 8-11.
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what these circumstances might be. This raisedulestion how far political conflicts
and military resistance affected economic actigity voting behaviour.

Some opinion polls combined several issues at dnc&996 the Ministry of
Chinese Affairs in Taiwan investigated whether @smilitary threats would affect
election behaviour. Over 80% of the people questicsrid that their voting decisions
were not affected by the military threats. Anotlrestigation integrated military
threats with the investment plans of private entsgs and found that more than 70%
of the Taiwanese entrepreneur respondents condidbet their business was not
affected by the military threats. These opinionsvetd that there were no strong or
definite connections between politics and investri&n

Based upon the opinion polls, the analysis in Tabk looks at different
social groups’ reactions to the open policy towa@isna from 1994 to 2000. The
ruling elites were still the KMT elites. Economgsues became more challenging for
the KMT government after the appreciation of theDNaffected foreign orders and
Taiwanese exports. Politically, more and more opjposparties competed with the
KMT elites in elections. Under the pressure oféhenomic and political changes, the
KMT government had little choice but to adjustptsicy towards China. Its political
life might or might not be threatened since différesocial groups supported or
opposed the policy. Their preference would affdoe KMT’s tenure through
elections. It was also uncertain for the rulingtesli whether China’s policy of
‘economic integration leading to political integoat’ would threaten their political
control. A more open policy would increase the supfrom the capitalists and raise
political funds for elections. However, the saméigyomight also lose the support of
other social groups and thus lose elections. Thezefvhile the rents from capitalists
would increase, other rents from other groups magdine. In these circumstances,
the KMT government weighed 5 points on each side.

For the group of political bureaucrats, the newnecoic development policy,
including the establishment of Asia-Pacific Regio@peration Centre, needed a
further open investment policy with China; howeweational security was another

concern for these bureaucrats. Certainly, an omdicypwould increase the benefits

282 pppendix 8-12.
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for the new economic development projéctHaving similar concerns to the ruling
elites, the political bureaucrats weighed 3.5 oort each side.

The group of urban politicians, including the DPRdathe New Party,
competed with the KMT party in elections. Suppant &nd resistance to the open
policy varied with the nature of the political pas. The major supporters of the DPP
during this period were workers, farmers and yostuglents. For the benefit of their
major supporters, the DPP opposed complete openoeSkina because it reduced
their political longevity and thus the rents froheir supporters to support’ft! The
New Party fully supported an open policy towardsn@rand suggested that the KMT
government should negotiate with the Communist gowent immediately. Since
this group shows differing political attitudes, dlifical power points should go to
opposing the open policy and 4 points to favourirf§®

It is clear from the opinion polls that the urbaapitalists favoured the open
policy towards China because of the profits andewdthey had lost by the
appreciation of NTD. They would increase their psofand value added in
manufacturing if the KMT government permitted inneg in China. Therefore, the
political power points of the urban capitalists g&& points to favouring the open
policy.

The other four groups, workers, students, the pmoor the farmers, represent
the ordinary people in the opinion polls. It isarléhat most of them agreed that the
government should control and restrict large inwestts in China, a view to be
explained by the uncertainty of these groups. Stisdevere uncertain whether an
open policy would increase their job opportunitiesthe future. On the one hand,
when numerous factories migrated and only headeasfiremained in Taiwan, job
opportunities would be diminished. On the other, goen policy might attract
investment from China and other foreign countriesyever, they were uncertain

whether the job opportunities thus created woulden to them. In these uncertain

23 Eor further details of the development history amtahs of the Asia-Pacific Regional Operations
Centre, see _ http://park.org/Taiwan/Government/Téiésia_Pacific_Rigional/apc02.htm. (accessed
11 November 2010); Mainland China Affairs, Liangajuanxi yu dalu jingmao zhengce,

http://www.mac.gov.tw/ct.asp?xltem=57893&ctNode=5&hp=1&xg_xCat=1997. (accessed 7

February 2011); Council for Economic Planning arel’/€opment, Executive Yuan R.O.C. (Taiwan),
Yatai jingyun zhongxin jihua zhi jixiao yu zhanwdigipei, 2000).

284 Qiu, Guochang, “Women dui dangian zhongguo zherdgdidian kanfa”, conference paper of

Mingjindan zhongguo zhengce yantao hui (Taipei,8)9%.1-7.

2> The allocation of points was based upon elecisnlts from 1991 to 2000.
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circumstances, keeping the status quo was proliabilychoices. The workers would
lose their jobs if the urban capitalists investedhina and closed their businesses in
Taiwan in order to spend less on wages. The coaadrworkers were different from
the concerns of students. The students were masertam about future jobs; the
workers, however, would lose jobs immediately ifrmmenterprises invested in China.
Again, it was possible that the Chinese or foreggerprises might create other
opportunities. However, they were not sure aboetttansaction cost for a transition
from one industry to another. Given this uncertaiabd not knowing whether an
open policy would be better or worse for them, thegbably chose to keep the status
guo for the sake of their jobs.

The poor, for their part, had even less capacitfnie a job than the students
and the workers. Therefore, their concerns may baes similar to the other groups.
They were not sure whether the new open policy dantrease their benefits. But
they did know that it would reduce their job oppmities. The farmers, however, may
have been concerned whether the open investmeisly pobuld be accompanied by
an open trade policy. The open investment polioyhtnhave only a limited impact on
their career. But, with more entrepreneurs invgstm China and more Taiwanese
white-collar workers transferring to China with tlleconsumer consumption would
be affected, with possibly a bad effect on theiofips. Moreover, if the open
investment policy were in accordance with a moremoprade policy, Chinese
agricultural products would in the Taiwanese mar@ipete with their products.
And it was highly likely that the Chinese produceuld be cheaper, since production
costs in China were lower. The groups of studembskers, the poor and farmers thus
had different concerns over the open investmentyaind could not decide whether
it would leave them better or worse off. This, lwhsgon the Rodrik model, made
them highly likely to oppose it.

The results of Table 8-5 help to explain that tbétigal conflicts across the
strait after 1995 were no longer politically -oried because the government power
needed public support. Of course, different fagtangluding political ideology,
ethnic recognitions and economic factors would cffgoters’ behaviour. The
argument that politics was the basis for the polregtrictions on cross-strait
investment policy was too general. The politicahsformation and the redistribution
of political power in society complicated crossagitrelations. In order to remain in

power, the government needed an electoral majorhg. analysis here demonstrates
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that the government interest did not comply with #tonomic interests of the SMEs.
Did the conflicting interests between the state tiedSMEs affect SME investment

behaviour?

Table 8-5. Political Weight of Different Social Gqgs and Their Reaction to the
Open Policy towards China 1994-2000

Group reaction to the open policy
Social groups Political weights (Political power points)
Favour Oppose Uncertain
KMT ruling elites 10 5 5
Government bureaucrafs
7 35 35
Urban politicians 8 4 4
Urban capitalists 7 T D
Urban workers 6 @ 0 6
Urban students 5 D D 5
The poor 5 0 a 5
Farmers 5 0 Q0 5
Total 65 22.5 115 21

8-9. The Limits of the State: the Pattern of TaiesnOutward Investment, 1986-
2000

Since the government had its own interests and eroscfor its economic
needs, many bans and restrictions on investme@hina were enacted but also more
encouragement to invest in Southeast Asian cosntfier example, the Taiwanese
government negotiated with some Southeast Asiarergovents (mainly Thailand,
Malaysia, Indonesia, the Philippines, Singaporetham and Brunei) in order to set
up and sign investment, trade and transportatioeeagents. These agreements would

facilitate and protect Taiwanese investment in éhesuntries. Furthermore, the
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government also issued special loans and insur@nanterprises which invested in
these Southeast Asian countries.

In contrast, not until 1996 did Taiwan and Chinakenareliminary economic
agreements on investment protection and a dispatdhamism, which were signed by
the two civil organisations (on behalf of the twavgrnments). In other words, under
the formal institutional framework, Taiwanese invesnt in some Southeast Asia
countries was freer and better protected. Howetlierstatistics of Taiwanese outward
investment question the influence of governmentdicy on SME investment
behaviour.

A closer examination of the average number of itnmeats in China and in
Southeast Asia clarifies the types of enterpriseelwiid not follow the government’s
guidance. Figure 8-1 shows a comparison of the ageeramount of money of
investment cases in China and in Southeast Asia. aMerage amount of FDI per
investment in Southeast Asia exceeds the averageardmf FDI per investment case
in China. The comparison implies that the type mtegorise that invested in China
was mainly small or medium-sized.

Figure 8-2 below shows Taiwanese investment in &hamd in these
Southeast Asia countries from 1987 to 2000. Bei®®1 there was no official record
(from the KMT government) of Taiwanese investmantGhina because the KMT
government had prohibited such investment. It éaicthat the Taiwanese investment
in Southeast Asia countries rose quickly from 1888990 when there was a huge
appreciation of NTD against USD. However, after 1,9%hen the Taiwanese
government opened up investment in China, Taiwanegestment in the SEA
countries declined sharply. After 1992, the Taivemimvestment in China was much
higher than in the SEA countries. The pattern afvhaese investment shows that,
regardless of government restrictions or encouragénmmost Taiwanese investment
still went to China and not elsewhere.

The investment pattern also shows an increasewesiment from 1995 to
1998. The increase of Taiwanese investment in Chinang this period was
indifferent to the severe political and militarynggons across the strait. In 1995
President Lee Teng-hui’s visit to Cornell Univeysit the United States resulted in
the Third Taiwan Strait crisis. The People’s Libsiation Army conducted missile

2% Bureau of Economic Research, the Central BankhefR.O.C.,Taishang dui dongnanya guojia
touzhi zhi yannxi(Taipei, 1997).
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tests in an area only sixty kilometres north of dgfi@nislet in August 1995 and March
1996. Clearly, however, the missile crisis did dadturb Taiwanese investment in
China. The reduction of Taiwanese investment inn&€hin 1998 and 1999 was
affected by the Asian Financial Crisis. But, white political conflicts and military

tests did not suspend investment and trade, furthgarovements concerning
economic cooperation were postporigd.

Based upon the evidence of Figure 8-1 and Fig2eiBean be assumed that
the government had limited influence on the investtrbehaviour of SMEs. Despite
the government restrictions and political confliatsd crisis, the SMEs followed the
market wherever the lowest labour costs could hado Relatively speaking, the
large enterprises were influenced by the governmelity and invested in Southeast
Asia.

Figure 8-1. The Average Amount of Taiwan’'s Investin€ases in China and in
Southeast Asia (USD$ million), 1987-2000
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Source: Investment Commission, Ministry of EconorAiifairs, Executive Yuan R.O.C. (Taiwan),
Statistical Yearbook of Investment Commisgitaipei, 2001), pp.77-79National Bureau of Statistics
of Ching China Statistical YearbooBeijing, 2001), p.602.

Note: (1) ‘Southeast Asia’ stands for four courgri®alaysia, Thailand, the Philippines and Indoaesi
(2) The FDI statistics of Taiwanese investment hin@ from 1987 to 1990 are based uponGhina
Statistical Year Boak

2874 aingan lianghui xieshang guandao quanmian zhoagd United Daily, Taipei, 02 July, 1995.
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Figure 8-2. Taiwanese FDI in China and in SouthAai (USD$ million), 1987-
2000
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Sources: Investment Commission, Ministry of Ecoromffairs, Executive Yuan R.O.C (Taiwan),
Statistical Yearbook of Investment Commissj@aipei, 2001), pp.77-79.

8-10. Conclusion
This chapter explains the government’s interest making cross-strait

economic policy and how far the state’s interest Hre policy influenced the SME
investment behaviour. Although the economists gdhyeragree that free trade and
investment with China would bring larger earningmnt cost to the Taiwanese
economy, in the late 1980s the government bannedl afterwards restricted
investment in China. At the same time, the govemtmencouraged Taiwanese
investment in Southeast Asia with the incentive mkferential terms. The
contradiction between economic profits and govemtnpelicies is usually explained
by the single factor of political conflict acrodsetstrait. Such political conflict did
influence free trade and cross-border investmentwelver, the political
transformation complicated the government’s intesxl the formation of the new
trade and investment policy. What is more imporianivhether it was the political
conflicts, the state’s interests or the policy niesbns that influenced SME
investment behaviour.

The analysis of the political transformation fro@70 to 2000 shows that
when a new dictator came to power, he needed &iectkfferent power groups in his
support because he had no power of his own. Thseaound from Chiang Ching-
Kuo’s political reform and Lee Teng-Hui’'s democsation. The impact of political
transformation led to the re-distribution of palél power in the power structure. The
re-distribution of political power structure alstiemted the most recent cross-strait

economic policy. In 1979 China’s economic refornd dhe announcement of Deng
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Xiaoping significantly changed the cross-straiaitieins after the Cold War. The offer
of political compromises and an open market pofarged the KMT government to
adjust its cross-strait policy.

In the first period, from 1979 to 1986, Chiang-Gji#Kuo did not compromise
with Deng but announced the ‘three nos’ policy. iDgrthis period, it is possible to
argue that political conflicts and the politicaterest of the KMT were the cause of
policy restrictions across the strait. This argutmeeeds more explanation. Politics
hindered open cross-strait policy because the igallitpower structure was still
dominated by the KMT’s ruling elites and its padl bureaucrats. Facing both
internal and external challenges, the KMT choseetain the status quo without huge
adjustments of cross-strait policy. Since the dewisnaking system was still
dominated by the party and the SMEs and other ssmdmomic groups were unable
to influence the decision-making system, the makifigolicies was based upon the
interests of the party and the ruling groups.

In the second period from 1987 to 1994, Chiang &#inoo finally permitted
travelling to China and lifted martial law. Chia@iing-Kuo’s political reform in the
1970s and the gradual opening of parliamentarytielex in the 1980s produced a
developed younger generation of KMT members. Theisgibution of political
power gave the opposition political party and theunng KMT members more
influence on the decision-making system. Never#sldt is worth noting that
although the urban politicians and the younger g KMT members had
increased political power weights, it was still fdifilt for them to dominate the
government because the electoral system for thsiden& was still indirect and
dominated by the National Assembly. In other wottig influence of other social
groups on the issue was limited through voting eledtions.

In the third period from 1994 to 2000, the impattpolitical conflicts on
economic activity became obvious. The governmerlicypadisrupted trade and
investment; nevertheless, with the changing palitpower structure, the government
needed public support to remain in power and toreefthese restrictions on cross-
strait investment and trade. The analysis of pubtyimion polls showed that in the
1990s there was no clear-cut split on an ethnigational basis. Yet public opinion
polls concerning investment and trade issue sheardifferences before 1996 and
after 1996 and different opinions from the peopis drom entrepreneurs about

investment and trade policies.
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Before 1996 and the policy of ‘no hurry, be patietite separation between
those who favoured and opposed open trade andtimees policy and why they did
so was not very clear. The policy in the early 18996n the one hand, slowly
improved investment and trade institutions acrbgsstrait. For the entrepreneurs, a
policy which gradually opened up opportunities wdmat they were looking for. They
also preferred well-established institutions foeithbusiness between Taiwan and
China which would reduce transaction cost. On ttkerohand, the early policy was
indeed gradual and under the control of the govemimFor other socio-economic
groups, these policies were accepted, since thectems and control remained. In
other words, Lee Teng-Hui’'s cross-strait policydref1996 was moderate and was
accepted by most Taiwanese voters.

With the changing policy on trade and investmetarat996, public opinions
polls showed a clear split between the entreprenand the people. Different socio-
economic groups had different interests; and tirdseests made them favour, oppose
or question more open trade and investment policyhe future. The diversified
interests of different social groups resulted inekxation of investment and trade
under the government restrictions across the sffhié relaxation and restrictions
were in response to the government’s interest taimag power by complying with
the diverse interests of the social groups. In gasod, with the changing political
power structure and the start of presidential elast the interests of different social
groups were able to influence the government’sszsbisait policy.

By analysing the political transformations and ademin power structure, it
becomes clear that the politically-oriented poliajowing cross-strait economic
activity was produced by several factors. The ansetting up the restrictions was
related to the desire to stabilise political powwed to remain in power. When the
main interest was the survival of the political tgathe government did not support
the investment of SMEs in China, even though Claa the best environment for it.
This implies that the government did not suppogtlikst interests of the SMEs.

Although the government set up the restrictionscmss-strait investment to
serve its own political and economic interests,omparison of Taiwanese FDI in
China and in Southeast Asia shows that the govarhime limited influence on the
SMEs’ investment behaviour. Neither the governnrestrictions nor the military
crisis disturbed the continuing inflow of Taiwaneseestment in China. Further

comparison of the size per Taiwanese investmem ica€hina and in Southeast Asia

165



confirms that the government had only limited ieflge on SME behaviour. The
evidence shows the limits of the government inui@ficing this investment behaviour.

To conclude, the consequences of political tramsédion significantly
affected people’s power to influence the decisiakimg system. Although political
conflicts across the strait did influence econoputicy, with the changing political
system, government policy required voters’ suppArtoeneficial economic policy
could not be implemented because the changingeofdtiitical power structure in
Taiwanese society created different socio-econgroaps with divergent economic
interests regarding investment and trade acrossstifzet and these changed the
government’s concern to form a cross-strait polieith both relaxation and
restrictions. The analysis also shows that evenghdhe SME group gained more
political power to influence the government’'s pyglithrough elections, the state’s
interest did not comply with their needs. Neveris| SME investment behaviour
was not affected by the government’s restrictionisthe political conflicts. Evidence
shows that the Taiwanese government had limitedieante on SME investment
behaviour; SME investment continued to flow intar@hwithout government support
and the SMEs followed the market mechanism.

Based upon the findings of this chapter, it mayaogued that the SME
investment behaviour in China was not influencedheypolitical conflicts, the state’s
interest nor the policy restrictions. This sigraintly questions the support of the state
to the SMEs from the 1960s to the 1980s. If theedtad provided substantial support
(both direct and indirect) to the SMEs in the peat- period, presumably the SMEs
would have relied on it and the state could havlienced the SMEs’ investment
behaviour in the form of the state-influenced inent by the Taiwanese large
enterprises in Southeast Asia. The evidence predgeint this chapter shows the

opposite.
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Part V. The State’s Constraints? Why the State H@xhly Limited Influence on
SME Investment Behaviour, Trade and Business Tran8ans across the Strait

In view of the conflicting interests between thatstand the SMEs, the state
set up restrictions in order to maintain nationald aeconomic security. The
restrictions involved several different areas: $gortation, trade and the scrutiny of
the type and amount of investment from Taiwan toin€h Nevertheless, the
continuing and increasing flow of Taiwanese FDIdhina demonstrates that these
restrictions and control were ineffective. The jpersty of cross-strait trade and the
high level of Taiwanese FDI in China raised two sjimns: first, why did the state
have such a limited influence on the SMEs’ investiMeehaviour and their business
transactions across the strait? Were the resmitimeffective? Why did these
restrictions fail to control and manage trade ameestment in China? And second,
What supported SME investment and business operatioross the strait

notwithstanding the government’s restrictions?
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Chapter 9. The Constraints on SME Trade and Businesacross the Strait, 1980-
2000

The conflicting interests between the Taiwaneseeguwent and the SMEs
resulted in controls and restrictions on crossistrade and investment. Despite these
constraints, large amounts of Taiwanese FDI coetinto flow to China, instead of
Southeast Asia. On the one hand, the increasing ikFBZhina indicates that the
government had limited influence on the SMES’ irtemnt behaviour. On the other,
this raises the question of how much impact theiotiens and controls had on cross-
strait trade and investment. The intention of trEwBnese government was to
manage and control trade and investment acrosstithie by establishing an indirect
model. The indirect model banned direct contactsvéen Taiwan and China
including trade, investment and communication. &dtivity from Taiwan to China
was to reach it via a third place. This chapteksde explain the limited control of
the indirect model on SME trade, investment andrn@ss operation across the strait
by analysing the grey areas which this model cceated the dynamics of the social
institutions which supported the SMEs across tratstom the late 1980s to 2000.

The chapter begins by analysing the policy framéwnorwhich the indirect
model was created. The second section, by showadistribution of Taiwanese FDI
in China, indicates the over-generalised nature &mbrance in the common
explanations of the part played by the culture amcial networks in facilitating this
investment, despite the constraints of the indineotlel. The third section then tries
to explore explanations by analysing the econoragt mcurred with by the indirect
model, the management and control on trade, cafiitals and financial sources.
Finally, the chapter compares four instances oéstwment in China by Taiwanese
LEs and SMEs, in order to demonstrate the sigmfieaof the social institutions
which facilitated SME business operations acrossstluait.

This chapter demonstrates that the formal instihai framework, including
the restrictions of the Taiwanese government ared rdgulations of the Chinese
government, created certain grey area which edsegrogress of trade, investment
and SME business operations across the straitdyhamics of the Taiwanese social
institution continued to provide support for thiarpose within the grey areas all
through the 1990s.
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9-1. The Cross-strait Indirect Model under the Fatriolicy Framework
Since the mid-1980s the Taiwanese government hadtad several trade and

investment policies in order to deal with the imsi@g indirect trade with China. In
1984 the Taiwanese government relaxed its restrniston the categories of imported
Chinese products. A year later, the Taiwanese adtration announced the ‘three no
policy’ concerning transit trade across the Taiw@tnait. This ‘three no policy’
declared that the Taiwanese government wanted ontacts, no encouragement and
no interference’ in the transit trade with Chin&a(kHong Kong). From 1987 to 1989,
however, the Taiwanese government permitted momcudigiral and industrial
materials to be imported from China to Taiw&AAlthough the regulations indicate
that the Taiwanese government would not interferethis transit trade, they
reaffirmed the ‘no contacts’ policy to strictly fibit direct contacts between
Taiwanese businessmen and Chinese businessmew offiaial departments.

In 1990 the Taiwanese government issued ‘Regulati®averning Indirect
Investment and Technology Cooperation in Mainlankin€. These regulations
derived from three principles: first, investmentoisly permitted when the types of
industry do not threaten national security or affegiwan’s economic development;
second, the operations of all investment in Chinallstake place through a third
country; and third, the total investment amount gase does not exceed 1 million
USD.?° In accordance with the relaxation on investmentCinina, in 1991, the
Taiwanese government regulated how capital coolt thetween Taiwan and China.
The pattern of the mode focuses specifically on agarg the remittance routes
between the two.

These early adjustments of trade and investmentieshwere legislated under
the ‘Act Governing Relations between the Peopleths Taiwan Area and the
Mainland Area’ in 1992. The regulations cover alpeacts of cross-strait

communications, particularly investment, transpteide and economic cooperation.

88 |n 1987 the Ministry of Economics permitted twesgven categories of Chinese agricultural and
industrial raw materials to be sent to Taiwanhateénd of 1987 the number increased to thirty
categories. Laws and Regulations Database of tpel#fie of China, Regulations Governing Products
of Mainland China, http://law.moj.gov.tw/LawClasaikContent.aspx?PCODE=Q0040008. (accessed
07 May 2011); Laws and Regulations Database oR#mublic of China, Regulations Governing
Indirect Export Products to Mainland China,
http://law.moj.gov.tw/LawClass/LawContent.aspx?PEXP0040009. (accessed 07 May 2011).

29| aws and Regulations Database of the RepublichiriaG Regulations Governing Indirect
Investment or Technological Cooperation in Mainl&tdna,
http://law.moj.gov.tw/LawClass/LawContent.aspx?P@&3>Q0040010. (accessed 07 May 2011).
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Article 35 in Chapter 5 specifies indirect tradeoss the strait. According to the
regulations, transportation, including flights (baiargo and civil) and cargo ships are
required to transfer or transit through a thirdcplaf their final destination is either
China or Taiwarf>° Under the indirect transportation principle of idle 35, the
Bureau of Foreign Trade of the R.O.C. launched MRegulations Governing
Permission of Trade between Taiwan Area and Mathlarea’ in 1993, concerning
the types of export and import commodity permitiecbss the straft*

Based upon Article 35 and the regulations on trasesstment and finance
across the strait, the triangle trade system wasdilised and Hong Kong became the
significant buffer zone for Taiwan-China trade. hdugh the regulations do not
specify that the third place should be Hong Konaglé via Hong Kong was related to
its geographical location, since Hong Kong lies waly between Taiwan and China.
In addition to its geographical location, Hong Koisga free port without customs
duties and controls for transhipment. The bans ibecdtrade and transportation
across the strait made Hong Kong the best buffere zfor transhipping trade
commodities between Taiwan and China.

Another part of Article 35 also specifies the mekhdor investing in China
and the process of applying for these investmeérte. Investment Commission of
Ministry of Economic Affairs in 1993 enforced theegulations for Verification of
Investment or Technological Cooperation in Mainla@tina’, based upon the
principle of Article 35. The KMT government speeltii three types of investment:
permitted (labour-intensive traditional manufaatgrindustry); prohibited (high-tech
manufacturing industry, government investment, rfcgg insurance and service
industries) and special-case-examination. The pieadbor breaking these rules and
regulations were fines of 30 million NTD to 120 haeih NTD and the suspension of
the right to invest in China®?

299 Mainland Affairs Council, Act Governing Relatiohstween the People of the Taiwan Area and the
Mainland Area, 31 July 1992, http://www.mac.govdindsp?xltem=87948&CtNode=5659&mp=1.
(accessed 07 May 2011).

21 aws and Regulations Database of the Republichiria Regulations Governing Permission of
Trade between Taiwan Area and Mainland Area,
http://law.moj.gov.tw/LawClass/LawContent.aspx?PEXHP0040002. (accessed 07 May 2011).

292 aws and Regulations Database of the Republichiria§ Regulations for Verification of

Investment or Technological Cooperation in Mainl&tdna,
http://law.moj.gov.tw/LawClass/LawContent.aspx?mEe@0040001. (accessed 07 May 2011).
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Categories of investment amounts and percentagesingtuded in the
regulations and were adjusted in 1997. In 1993rdgulation had stipulated that
different types of firm could invest only up to pesified total. In 1997, under the
impact of the ‘no hurry, be patient’ policy, theyudation was adjusted to a percentage
based upon the enterprise scale. The penalties alscechanged. In addition to
raising the fines, the government would also sudpgée imports and exports of an
offending company for two months or up to two yearswould revoke its import-
export registratiorf®® Although the ' Regulations for Verification of kestment or
Technological Cooperation in Mainland China’ shdvattthe government allowed
labour-intensive SMEs to go to China, other relatedulations and restrictions
caused inconvenience to these investors.

With these investment and trade regulations, thaidtty of Finance in
Taiwan also legitimated the remittance rules farssrstrait trade and investment.
According to the ‘Regulations for Permission on dfoial Transaction between
Taiwan Area and Mainland China’ issued by the Mmyisof Finance in 1993,
remittance transactions (both inward and outwaetyvben Taiwan and China had to

be made through a financial institution in a thitece?®* The transit-through-a-third-

293|n 1993, the ‘Regulations for Verification of Irstenent or Technological Cooperation in Mainland
China’ indicated that personal investment or investt by SMEs, whose net capital was below two
million U.S. dollars, could have a total investmemhount below 1 million USD. Moreover, for
investment below 1 million, it was not necessaryséb up a firm in a third place. However, if small
investment accumulated over 1 million within twaay® the investors or the enterprises had to sat up
firm in a third place. However, larger corporatiomish a net capital above 2 million U.S. dollarglha
their investment amount in China restricted to 40Pthe net value of the corporations. These larger
corporations were asked to set up a firm in a thiete to deal with the transfer of financial capit
Furthermore, if the corporation was in a speciaégary of the industrial classifications, it recadr
verification from other government ministries. 1897 the regulation was adjusted. For investments by
SMEs and individuals, the total amount was limite&0 million NTD or 40% less than the authorised
capital (or the net value). Large Corporations ksted companies were limited to 20%, 30% or 40%
less than the authorised capital (or the net vallie¢ amendments to the ‘Regulations for Verifizati

of Investment or Technological Cooperation in Maimd China’ were issued by the Ministry of
Economic Affairs on 13uly, 1997.

294 Laws and Regulations Database of the Republichifia Regulations for Permission on Financial
Transaction between Taiwan Area and Mainland China,
http://law.moj.gov.tw/LawClass/LawContent.aspx?pEe@0040004. (accessed 07 May 2011); Laws
and Regulations Database of the Republic of Chatatute for Civil Remittance and Settlement of
Exchange,_http://law.moj.gov.tw/LawClass/LawConiaspx?PCODE=G0450006 (accessed 07 May
2011); Laws and Regulations Database of the Repubfi China, Guidelines for Financial
Organisations in Taiwan Area to Process Money Ramge in Mainland Area,
http://law.moj.gov.tw/LawClass/LawContent.aspx?PEHB 0380056 (accessed 07 May 2011); Laws
and Regulations Database of the Republic of Chihadelines for Banks in Taiwan Area to Process
Foreign Exchange for Import and Export in Mainland Area,
http://law.moj.gov.tw/LawClass/LawContent.aspx?PE&330380068 (accessed 07 May 2011); The
‘financial institution in a third place’ indicatdsanks in a third place excluding any overseas ihesc
of Taiwanese banks and Chinese banks. Therefosedh#on the regulation, Hong Kong, the British
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place regulation also applied to travellers betw@&aiwan and China. The indirect
model was established on the principle of the Axt different regulations on trade,
investment, remittance and immigration. This inciimmodel had its own rules. First,
all the economic activities had to proceed viaiadtplace. Second, most cross-strait
communication and activity were one-way only. Th#M'K government strictly

controlled Chinese investment in Taiwan and Chinaseple travelling to Taiwan.

Third, the setting-up of the formal institution waisned at managing and controlling

cross-strait economic activity rather than fadilitg it.>%

9-2. What Facilitated Taiwanese FDI in China?
Since the indirect model constrained trade amgstment across the strait,

what facilitated trade and investment in its pla¢ekin defines the meaning of
‘global tribes’ as “cultural groups whose members geographically dispersed,
maintain worldwide business and cultural networksl ghare a strong sense of a
common origin as well as important values on thmacy of science and knowledge
in general®®. The idea of global tribes highlights a notiorfading political ideology
and the emergence of economic cooperation via @tngins?®’ Much has been
written on the culture and the kinship relationarsld between Taiwan and China (via
Hong Kong) which mediated the political conflictadafacilitated the investment
which eluded the formal institutional arrangemeits.

For example, Chang implemented the increasing velumh trade and
investment statistics showing a gradually integatinarket and argued that, despite
government barriers, a Greater China Zone was gtigdemerging between the three
main entitie$>® Chang’s research highlights the role of economierests and social

networks in the linked route of Taiwan-Hong Konga@gdong-Fujian even without

Virgin Islands (BVI) and the Cayman Islands are thest popular ‘third-places’ for the Taiwanese
enterprises.

29 Mainland Affairs Council,  Liangan santong zhengce shuoming
http://www.mac.gov.tw/ct.asp?xltem=57934&ctNode=5&Mmp=18&xq_xCat=1999. (accessed 11
April 2010).

29 Kotkin, Joel, Tribes: How Race, Religion and Identity Determingcc®ss in the New Global
Economy(New York, 1993), p.19-93; Meng, Qing Sh@eangauo yu haixia liangan guanf@ichuan,
1999).

297 Chang, Maria, H., ‘Greater China and the Chinelsd& Tribe’ Asian Surveyvol.35, no.10 (1995),
pp.955-967.

2% For further discussions on Hong Kong as a politicdfer zone, see Shao, Zhonghai, ‘Xiankang zai
zhonggong jingji kuozhan yu liangan guanxi fazhdmwrgy banyan de jiaoseZhonggong yanijiy
vol.32, no.3 (1997), pp.64-74; Yang, Kaihuang, t¥iang zai liangan zhijian suo banyan de jiaose’,
Zhonggong yangjiwol.31, no.1 (1997), pp.114-122.

299 ChangM., op.cit, p.965.
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the support of formal institutions. The key pomthat these overseas investors could

‘understand, utilise and exploit connections ommeks>"

and this has always been
‘the predominant mode of getting anything done iaimtand China®®’. A similar
argument can be found in Harding. Harding contetidg economic integration
between Taiwan, Hong Kong and China can be regaegedthe realization of
economic complementarities, in turn, is facilitatgdthe cultural ties among Chinese
societies®®?. Harding and Chang believe that this triangulasneenic cooperation
cannot be separated from Chinese culture. Theofallee social institution is indeed
to lubricate business transactions and reducedcting costs°

Approaching the distribution of FDI and the traddwne from the research
discussed above, when we take a closer look atFihedistribution in the four
provinces in China (as shown in Figure 9-1 belatvy clear that the largest volume
of Taiwanese FDI from 1991 to 2000 went to Guangd@md Jiangsu. This
distribution indeed questions the influence of hips relations on investment
behaviour. According to Taiwanese population ddtzklo people occupy 75% of the
total population and Hakka people 15% of it. Thegle who came with the KMT
government after 1949 form only 13% of the totapylation. Furthermore, several
researchers on social class indicate that mostdHaktl Hakka people were engaged

in agriculture, commerce and small-scale manufamtindustries® In contrast, the

39 Chang, M.op.cit, p.965. For similar argument regarding Taiwariesestment in Fujian, see Chi,
Peter, S.K., Kao Charng and Hsin, Ping Lung, ‘H&ogg and Taiwan Enterprises in Mainland China:
Accelerators of Economic Transformation and Develept?,” in The East, the West and China’s
Growth: Challenge and Responss., Cassel, Dieter and Herrmann-Pillath, CaréBaden, 1995),
p.181.

1 Chang, M. op.cit, p.965.

392 Harding, Harry, “The Concept of ‘Greater China’héimes, Variations and Reservations’,” in
Greater China: The Next Superpoweed, Shambaugh, David (Oxford, 1993), pp.8-30.

393 3ung, Yunwin, ‘Non-institutional Economic Integat via Cultural Affinity: The Case of Mainland
China, Taiwan and Hong KongQccasional Paper of Hong Kong Institute of Asia-ifecStudies
no.13(1992), pp.1-43; Standifird, Stephen S. andskill, Scott R., ‘The Transaction Cost Advantage
of Guanxi Based Business Practiclurnal of World Businessol.35, no.1(2000), pp.21-42.

304 For more details, see Cai, Shuling and Qu, HaiytRijiao Taiwan gezuqun zhi jiaoyu qude’,
Journal of Social Sciences and Philosoptgl.2, no.2 (1993), pp.188-202; Huang, Yizhi, ‘Taiv
diqu jiaoyu jihui bu pingdengxin zhi biangiarChinese Journal of Sociologyol. 18 (1995), pp. 243-
73; Wu, Naide, ‘Binliang han tuoxie, xizhuang haixigz Taiwan jieji liudong de zuqun chayi ji
yuanyin’, Taiwan: a Radical Quarterly in Social Studiesl.1 (1997), pp.137-167; Chen, Kuanjeng,
Yeh, Hsiujen Jennifer, ‘Social Structure at WorkheT Effects of Educational Development on
Educational Mobility in Taiwan'. Paper presentedCanference on Social Stratification and Mobility:
Newly Industrializing Economies Compar@dipei, 1998), pp. 123-150; Cai, Shuling, ‘Socdlange
and Status Attainment in Taiwan: Comparisons ofnEthGroups’. International Perspectives on
Education and Societywol. 2(1992), pp. 225-256. Cai, Shuling and Chilgiydan, “Changes in
Educational Stratification in Taiwan,”, iRersistent Inequality--Changing Educational Attaemhin
Thirteen Countries eds. Shavit , Yossi, and Blossfeld , Hans-Pé@xford, 1993), pp. 193-227.
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Waisheng ren served mainly in the military or irvgmment organisations. In terms
of kinship relations, Waisheng ren have closertimia with their Chinese family
members, whereas Bensheng ren have produced sgesrations in Taiwan had
distant relations with their original families inhi@a. Yet this latter group of
Bensheng ren were the ones mainly engaged in tHesSMfew existing writers have
noted the ethnic differences in their careers amer-generalised the function of
kinship relations. If the kinship relations hadl &teen functioning, the largest amount
of Taiwanese FDI should have gone into Fujian proej because most of the people
who were engaged in SMEs were Hoklo (or Hakka) [geop closer examination of
FDI distribution questions how far kinship relatsomand culture across the strait

facilitated Taiwanese investment in China in thed<

Figure 9-1. Statistics on Approved Indirect Mairddnvestment by Year and Area
(US$ 1,000), 1991-2000
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Source: Investment Commission, Ministry of EconorAiifairs, Executive Yuan R.O.C. (Taiwan),
Statistics on Approved Indirect Mainland Investmégt Area and Industry, 1991-199%Taipei,
1995)pp.88-92. Investment Commission, Ministry ofoBomic Affairs, Executive Yuan R.O.C.
(Taiwan), Statistics on Approved Indirect Mainland Investmbmgt Area and Industry1991-2001,
(Taipei, 2001), pp-66-70.

9-3. How the SMEs Overcame the Restrictions ofintlieect Model
The explanations provided in this chapter are asalyfrom three standpoints.

The first considers the cost incurred by the irctimodel: would this cost have been
reduced if the government had allowed direct trartsjinks across the strait? The
second aspect is to ask whether trade was stifleaffected at all by the indirect

model; did this model manage and control trade sactbe strait? The third aspect
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focuses on the capital flows across the strait; el indirect model manage and

control capital across the strait?

9-3.1.The Economic Cost of the Indirect Trade anag$tment Model
The restrictions of the indirect model on transgioh, trade, investment,

money remittance and civil flights suggest thattaiar costs may affect it. The
possible cost for SME investment and business @paran China can be analysed
from three perspectives. The first is related ®¢bst of travelling time and the price
of flight tickets using civil aviation. This incoeniences caused by the indirect model
caused the main complaint by the Taiwanese invesiidre second is related to the
shipping cost. According to the government staisstP9% of the cross-strait trade
relies on shipping and only 1% of cross-strait érégtreated as air cargo. The cost of
shipping greatly affected the cost and profits be tTaiwanese manufacturing
enterprises, in both China and Taiwan. The thinetiated to the remittance of money
across the strait via a third place.

The government report in 2003 evaluated the benefithe direct model on
cross-strait trade and investment. The governmepbrt calculated that direct
shipping would reduce the shipping cost from 1Rdsilto 8 billion NTD per year and
save shipping time from 16-27 hours per trip. Inm® of air cargo, the cost would
reduce by around 8.1 billion. In terms of civil awon, travellers will reduce their
travelling costs by around 132 billion NTD. The wetlon of transportation costs with
the move to direct trading would help the individaaterprises to pay 15% to 30%
less in transportation costs. The benefits of thecttrade on transportation lie in this
economic efficiency. By reducing transportation dirand cost, delivery becomes
more effective and increases the amount beingpoated from ports and airport$’

However, government’s report in 2003 does not goitdch what happened
after the government adjusted the policy for diteatle and investment in 2010. The
investigation of Industrial Bureau of the R.O.Cowis that the Taiwanese enterprises
expected that the cost of staff travelling can oced26.45% compared with the
indirect modef® However, according to the annual report of theilGieronautics

395 Chen, Liying, Wang, Siyue, Kuo, Naifeng and YaHgoyan‘Liangan santong dui Taiwan chanye
zhi yingxiang: zongti jingji xiaoguo zhi pingguDalu jingji fazhan yantaohui lunwen jiTaipei, 2002),
pp.6-13.

3% Chung Hua Institution for Economic ResearPaju gongye fazhan xiankuang yu zhizaoye fu dalu
touzi dui woguo chanye jingzhengli zhi yingxiargyiamo: kaifan santong dui Taiwan chanye fazhan de
yingxian (Taipei, 2002), pp.91-92; Ling, Zujia, Tan, Jinying Meixuan and Chen, Jinlong ‘Liangan
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Administration, Ministry of Transportation and Comnications, the price of the
direct flight ticket was higher than it was expecté The Fair Trade Commission
and the newspapers also criticised the issue dfiehnigrice of the direct flight
ticket>%®

The phenomenon can be explained by the restrictmmsdirect flights,
affected by the national security concerns. Theegawent report on the impact of
direct trade and transportation on national defandecates that some controls on
direct transportation are necessary. The impadli@ct trade and investment on
national security can be separated into two paitts. first part is related to security
defence, the second to military strategy. Fromdiaadpoint of national defence, it
would be more difficult to prevent unexpected dtaon Taiwan if military action
were impeded by civil flights, air cargoes or shmgp From the standpoint of military
strategy, in order to open direct flights and shigpthe military strategy would need
to be adjusted. The Department of National Defdmgalighted the significance of
‘the central line of the Taiwanese Strait’ whichimains Taiwan’s national security.
An alternative way would be to implement ‘fixed &dons, fixed lines and fixed
time’ for direct flights and shipping. Under théree fixes’, it would be the easier for
the national defence to detect irregular flightsloips to Taiwan.

However, under ‘the three fixes’, direct flightsedmmited to certain routes,
airlines and times. This implies that the demarmdsiirect flights are likely to exceed
the supply. In addition, only certain Taiwanese &fnese airlines are permitted in

the direct flight market. In other words, the diréloght market lacks competition

kaifang zhihang dui woguo jingji yu chanye yingxgarhi fenxi’, National Policy Foundation. (Taipei,
2003); Tan, Jinyu, ‘Kaifang santong hou hangyunnghen zhi xiaoyi pinggu’, National Policy
Foundation (Taipei, 2002). Lin, Zhu Jia and Zhu YRong, ‘Liangan zhiheng de zhengzhi jingji fenxi’
National Policy Foundation, (Taipei, 2006), pp.1-13

307« jangan Kongyun piaojia zhi jiantao yu shuominygTaipei yu Shanghai hangxian weilReport

of Civil Aeronautics AdministratiqTaipei, 23 September 2010, pp.2-6.

398 “Gongping hui zhudong lian diaocha liangan zhihgigojia yezhe youwu lianghe longduan
gingshi,” the press release of Fair Trade Commission, Exeeutiuan Taipei, 22 June 2010; Cha,
Wenye and Yan Kui, “Taiwan kejie huyu rang liangdathang hangban piaojia gong helkihhuanet
Beijing, 13 May 2011, _http://big5.xinhuanet.comé&gbig5/news.xinhuanet.com/fortune/2011-
05/13/c_121414348.htm. (accessed 18 June 2011pngan zhihang piaojia guogao, huahang
changrong aifa,” Hong Kong China News AgencyHong Kong, 10 March 2011,
http://www.hkcna.hk/content/2011/0310/90979.shtifdccessed 08 May 2011); Qiu, Qiongweng,
“Liangan Zhihang nizeng hongyan hangban, jianggiavang,” United Evening NewsTaipei, 16 May
2011.
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from other airlines. The lack of market competiteomd the fixed locations, routes and
times meant that both direct flights and indirdightts cost travellers the sanfg.

The cost of shipping was another concern for thevdi@ese enterprises across
the strait. According to the investigations of thdustrial Bureau of the R.O.C., most
manufacturing industries expected that direct tradmild reduce 14.56% of the
shipping cost!® However, the Taiwanese shipping companies didempect a huge
reduction of shipping cost from the direct tradedelo The investigation from these
shipping companies also shows that the shippingpemnes assumed that direct trade
would reduce the shipping cost by only 3%-#9These expectations are markedly
different. The gap can be explained by the impapeet structure and the types of
industries across the strait.

The cost of shipping is closely related here tortawire of the goods shipped
across the strait, which are related to the tygesdustry in Taiwan and in China.
The major export goods from Taiwan to China inctiddectronic and electricity
products, industrial materials and machine equignehgoods which are suitable for
shipping. In terms of the structure of imported ri&se goods to Taiwan, the major
imported Chinese goods were raw materials fromcatitire and mining, coal in
particular, such as are suitable for bulk cargosess'?Duo to the differences of
ships and bulk cargo vessels, directly shippingoebgal goods or imported raw
materials is usually one-way because Taiwan hasiitable products for exporting in
bulk to China and China has few suitable produatsrhporting to Taiwan. In other
words, the returning ships are usually empty. Téhies not necessarily reduce
shipping cost unless the ships can transit at Hoogg to exploit other business
opportunities.

When the shipping companies transported mateoalgrocessing factories in
South China, the final products were directly exgdifrom China (or Hong Kong) to
the U.S. or the European market. Therefore, it mase beneficial for the Taiwanese
shipping companies to transit at Hong Kong. Whaldrig Taiwanese export goods to

China, they were able to ship Taiwanese export gahe for export to the U.S. and

39« jangan Zhihang zhi yingxiang pingguReport of Executive Yuafaipei, 15 August 2003; Civil
Aeronautics Administratiorgp.cit, pp.6-9.

#0ing, Z. J., Tan, J.Y., Ling, M. X. and Chen, Jap.cit, p.8.

311 Chung Hua Institution for Economic Reseamp.cit, 2002, pp.202-206.

312 For details of trade structure across the ssai, Gao, Chan and Sun, Anroh@ngan sandi jianjie
maoyi de shizheng fenfdiaipei, 1995), pp.73-142; Zhang, Shuping, ‘Hali@gagan jingmao guanxi yu
zhanwang’, Zhonggong yanjiu, vol.26, no.7 (199)2p-29.
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the European markets. On the return journey, thesevable to ship goods imported
from the U.S. and the European market to Taiwaerdfore, the shipping companies
found that the indirect trade model did not necelysmcrease their costs and at the
same time it increased their business opporturiities

According to the government’s evaluation and redgamnost respondents felt
positively about the direct trade and investmentdeh@nd blamed the indirect trade
and investment model for increasing productionést Taiwanese enterprises. The
analysis in this section shows that while the ecitrade and investment model did
increase the costs of time and transportation,direct model did not necessarily
reduce this considerable extra cost. The key hethe demand and supply of the

market and the industrial structure for cross-stratde.

9-3.2. Management and Control on Trade
Although the Taiwanese government launched sevegallations in order to

manage the transit trade between the three, idamat completely control the flow of
goods. The reason was the grey areas in the indiegte mode. In terms of imported
Chinese products, although the government proliltite import of Chinese products
to Taiwan, with a little extra work in Hong Kondpety were no longer ‘Chinese’. For
example, when these Chinese products were firgireegh from China to Hong Kong,
their packaging was changed (in particular, thepsfirad Chinese printed on the
packaging was replaced by traditional Chinese)tahrdyoods were then re-exported
from Hong Kong to Taiwari* In these circumstances, it was difficult for the
government to prohibit all Chinese products fromngldong unless it prohibited
Hong Kong products as well.

In terms of export products to China, the indireatie was sometimes in fact
a semi-direct trade in reality. For example, thenBaese exporters claimed that the
final destination for the export goods as they TEiiwan was Hong Kong. In the
middle of the trip, they might substitute fresh estpdocuments where the destination
appears as China. There is no technical or legabl@m in switching documents,
since re-routing a voyage is allowed. When the goadived in Hong Kong, the

Hong Kong customs would have no right to levy tax them since they were

313 Chung Hua Institution for Economic Reseam.cit, 2002, pp.206-209.

34 During the 1980s the Chinese simplified characteese not allowed in Taiwan. The change of
packaging, on the one hand, made the products fHomgy Kong' than ‘Chinese’. But on the other
hand, under martial law and its provisions, thepdified Chinese characters were illegal.
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consigned to Chinese buyers. By doing this, thevaaese exporters could save the
tax imposed by the Hong Kong customs. These fofmiade occurred in the triangle
model very ofterf™

The grey areas which formed the semi-direct triarighde occurred only in
sea transport. For airfreight and civil flights,whs obligatory to transfer at a third
place. The trading behaviour among the three estishows that the government
policy could not prohibit economic activity. Eithbefore or after the enactment of
legislation, the flow of goods continued accordiagts own patterns.

9-3.3. Management and Control of Financial Capital
The management and control of financial capitaloserthe strait can be

separated into two aspects: the policy frameworkclvinegulated capital flows and
the sources of the capital formed by the SMEs. fidgulations on capital flows
included regulations by both the Taiwanese andGhaese government because
capital transfer for or by the SMEs in busines€na could be influenced by both
governments. In addition to the capital transfeg source of the capital played an
important part. The second aspect examines whétkefaiwanese government was
able to control and manage the sources of finacajaital of the SMEs.

The capital flows of SME investment in China inaddnot only capital
outward from Taiwan, but also capital circulatingrass the strait. When the SME
entered the Chinese market, their capital trarsteoss the strait was regulated and
affected by the policies of both governments. Tla@vanese government managed
and controlled Taiwanese capital transfer by sgttip the indirect remittance model.
On the one hand, the indirect remittance model ireducapital to go through the
banks in a third place. On the other, the regulatimited the direct remittance of
NTD or Renminbe (RMB) outward and inward betweenw&a and China, even
through a third place. The first round of the Tawmese investment flowed to China
usually following the regulations on the indirectodel and under government
management and verification.

However, the remittance from China to Taiwan, bagedn the regulations,

seems to have been easier than the other way ardtedorder issued by the State

31> Based upon the information of the investigatiorty Chung Hua Institute for Economic Research
(the research project was sponsored by Ministigafnomic Affairs, R.O.C.). Gao, C. and Sun, A. R.,
op.cit, pp.169-174.
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Council, ‘Regulations on encouraging Taiwanese stment’, indicates that the
Taiwanese enterprises were permitted to remit lpgafits and legal incomes or to
liquidate money capital overseas through normahghks. The regulation was simple
and clear; however, it was not as efficient asdked when making a remittancé

According to the regulations on foreign exchangehgyChinese government,
there are several formal and legal ways to remihego (1) Payment for goods:
according to the regulations on ‘payment for trade imported goods by outward
remittance’, the enterprises need permission fioenBureau of Foreign Trade for the
operation and have to register for export/impoghts in the industrial and
commercial bureau. After acquiring the permissiad the rights, the enterprises are
qualified to apply for outward remittance in therBau of Foreign Exchange. When
remitting, the banks require the enterprises topsuphem with many different
documents; after remitting, the banks are askesubmnit the verification reports to
the Bureau of Foreign Exchangé.

(2) Foreign reimbursement: the Bureau of Foreigohaxge of the P.R.C. is
responsible for registering the foreign reimburseimef the foreign enterprises.
Foreign investors are asked to register the foreggmbursement and supply the
Bureau with loan contracts, investment contractse@ort of capital examination,
application for foreign reimbursement, registry tifeation and other documents.
When the foreign reimbursement is remitted in Chihaequires another process to
inform the Bureau of Foreign Exchange. As soon agment falls due, all the
documents used in applying for the inward foreigmmbursement and for outward
reimbursement must be submitted to the Bureau a¢ain

(3) According to the regulation, it is possibleeaftax to remit business profits
from China to Taiwan. Before this can be done,ahterprises need to pay tax and
fines, make up deficits and pay the social warfared. After all this is done, the

profits are finally eligible for remission overseasleanwhile, based upon the

%1% The Office of Taiwan Affairs People’s Governmehfajian Province, Regulations on encouraging
Taiwanese investment by the State Council of th@pRé Republic of China, Article 10,
http://www.fjstb.gov.cn/html/20070522/582681.htifdccessed 08 December 2010).

3" Deprtment of Treaty and Law, Ministry of Foreigmafle and Economic CooperatjoR.R.C.
Zhonghua Renmin Gongheguo Duiwai Jingji Fagui Harib{Beijing, 2000),pp.53-33, p.65, p.72,
p.102, p.121, p.135. Guangzhou Foreign Economi@ti®els and Trade Comission, edhe PRC
Rules and Laws in Foreign Investment and Import BErdort Commodity Management (Guangzhou
1994), p.139-166.

318 Department of Treaty and Law, Ministry of Foreignadle and Economic CooperatjoR.R.C,
op.cit, pp.526-621.
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regulation on ‘liquidation for foreign investmeniterprises’, it is possible for foreign
enterprises to withdraw their investment from ChiAgain, before the withdrawal
can be made, the enterprise is required to liqeidaipital for paying salaries and
employees’ insurance, tax and other debts. Aftgndiation and payments, it can then
apply for outward remittance from the Bureau ofdfgn Exchangé'®

Although the formal channels allow the Taiwanesdemmmises to remit
business profits back to Taiwan, the process ofttente was time-consuming and
the standards of verification strict. Hence, thibegal or semi-legal means of
remittance were commonly used by the Taiwanesepiges. First, the enterprises
would purchase other foreign currency, such as to8ars and HK dollars, through
the black market. After changing RMB into foreigar@ncy, it is easier to bring
foreign currency in cash out of China and depaosiini another overseas bank
account®

Second, some enterprises lend in China and repagiman. The enterprises,
which had come to China earlier, lend to the emisgp which came to China later
and require financial capital for investment anchtwer funds. The second group of
enterprises then repays the debts to the firstpgmouraiwan. The use of this loan-
repayment mode was not limited to the Taiwaneserpnses in China; sometimes
they lend money to tourists and expeditions in @hwhich repay them when they go
back to Taiwan. Through this loan-repayment modthe, énterprises are able to
indirectly ‘remit’ their profits back to Taiwaif:

The third method of semi-legal money remittanceuocgevhen the enterprises
manipulate the price of imported and exported goddeen the enterprises export
goods from China, the price which they declareoisdr than the real price of the
exported goods. When they import goods, converdély, price is declared to be
higher than the real price. By manipulating the@mf imported and exported goods,
it is possible to reduce the profits they make Imn@ and retain the profits in overseas
paper companies for further investmait.

319 Department of Treaty and Law, Ministry of Foreigrade and Economic CooperatjoR.R.C,
op.cit, p.526, p.327. Mainland Affairs Council, ed., IDdequ fushui fagui bianhui (Taipei, 1992).

320« jangan dixia jingrong fanjian jiaoliu yijiu,"China Times Taipei, 07 July 1998; Chen, Junyi,
“Liangan dixia jingrong huodong riyi chanjueCommercial TimesTaipei, 03 March, 1995; Lo,
Liangsha, “Dixia huikuan zuikuai shifenzhongtonomic Daily NewsTaipei, 13 May 2008.

321« jangan huikuan quankao xinyondJnited Daily, Taipei, 10 August 1997.

322 Gao, Xijun, Lin, Zujia., Lin, Wenlin and Xu, CaigtiTaishan jingyen: Tauzi dalu shikuang baodao
(Taipei, 1995).

181



The first method of remittance is clearly illegaidarisks are high for the
enterprises which exchange foreign currency inbilaek market and bring the cash
out of China. The second and third methods of tamie are considered semi-legal,
since they are making a detour through the greya.akowever, due to the
complicated process of legal remittance, most Ta@sa enterprises used semi-legal
ways to remit their profits from abroad. The maiatece of profits then facilitated re-
investment in their Chinese business or they used turn-over credit for business
transactions. This behaviour was, on the one hamfthenced by the Chinese
regulations on the control of foreign currencyyds also, on the other hand, affected
by the way in which money could be sent out froniwka. The policy framework
established by both governments created some gess avhich facilitated SME
capital transfer across the strait.

9-4. Dynamics of the Taiwanese Social Institution
The grey area created by the formal institutionafework facilitated capital

transfer across the strait and the avoidance ofmonent supervision and regulations.
Although the channels for capital transfer couldidwovernment restrictions, what
about the source of the financial capital? Figw2 8 low shows the estimation on
the sources of capital formation of the manufao$SMEs. It is clear that the major
source of the SME capital formation came from #@ify category and remained at
around 80% for the whole period. Other sourcestf@ SME capital formation
remained low. The estimation of the capital formatsuggests that, since the SMEs
still relied heavily on the private sector for dapiformation, the Taiwanese
government controlled only the channel for its sfan

Figure 9-3 and Figure 9-4 below show a comparidahesources of turnover
credit funds in China by different foreign corpaoats. Comparing the loans from
Chinese banks to the foreign corporations, suchhasU.S., Japanese or other
Western corporative firms with loans from Chinesanks to the Taiwanese
enterprises, it is plain that the Chinese bankéeped the former to the latter. This
may be explained by the types of enterprise fronwdia and the difficulties of the
planned market economy.

When banks extend credit to their clients, theysd@at some risk. In order to
minimize the likely default, banks usually careyuivaluate loan applications, and

monitor and manage the loans. The banks usuaby dippraise the ability of the
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clients to service their debt, gather credit infatimn about their clients and rate them
on different levels. Second, the banks evaluate gbeurity of the borrowing
enterprises. A security means an asset a credaoiiquidate in order to recoup a
loan which a borrower cannot p#4.Banks most often accept four kinds of security:
hypothecated time deposits, a letter of guaramtega & government or other financial
institution, a lien on real estate and secured iol@varoperty. The priority for the
banks is those clients with unsecured financingnebhe most creditworthy. Next in
line are loans secured by hypothecated time depasd guarantee from other banks.
Banks are usually less interested in clients whavige real estate and movable
property as security.

Based upon the standards for approval loans, fleemtarket’'s perspective it
was difficult for the Taiwanese enterprises to kanted loans by Chinese banks. The
Taiwanese enterprises were mainly small/mediumdsizees. These SMEs are in
themselves difficult to supply with valuable enowggturity for loans. In particular,
the Taiwanese SMEs usually had problems over tleefais security purposes of
factory land or buildings as the lien on real est&ince China is a Communist
country, the Chinese Constitution indicates thagjamisations or individuals are not
allowed to invade or occupy, purchase or sellyamdfer the right of land use by any
illegal means’*.

The Constitution sees land as in public ownergHgnce, although the reform
began in 1978, not until 1990 was the use of laawdsed. In 1990 China’s State
Council issued an order concerning ‘the regulatioh land use and land
transformation’; it aimed to reform the system ahd use for further economic
development? The significant issue is that the regulation safes ownership from
the right to use. Under this principle, land canused for selling, transferring the
right to use right, renting and mortgaging. Thelsanges of land use are expected to
pull in more foreign investment to China. Howevtre process of acquiring the
certification of land use for free trade is comated and time-consuming. Therefore,

it is unusual for Taiwanese SMEs to offer factognd as security for loans.

33 yy, Zongxian and Gao, Chaniangan jingmao guanxi zi tang®@aipei, 1991).

324 Constitution of the People’s Republic of China, tide 10, Number 4,
http://www.gov.cn/gongbao/content/2004/content _@Rfitin. (accessed 06 June 2011).

32> Guangzhou Foreign Economic Relations and Tradei€ion, edgp.cit, p.231-286.
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Moreover, the factory building or machinery is haodaccept as security because
their value is hard to realisé®

In addition, the Chinese commercial banks werelehgéd by the problem of
lacking information about these Taiwanese SMEs;esihis was the first time that
they had negotiated business loans with them. Haadial system between Taiwan
and China did not create a credit reference agehtsymade it more difficult for the
Chinese banks learn about the credit-worthineghefTaiwanese SMEs. Moreover,
as mentioned above, the Taiwanese SMEs sometimepuiated flows of capital
and credit, while the Chinese banks are very chreifiin their financial statements.
Unless the Taiwanese enterprises were large cdipasaor the parent company in
Taiwan guaranteed them (the parent company is lystaige and famous), the
Chinese banks lent money to the Taiwanese entegprexy reluctantly.

Figure 9-2. Estimation of the Internal Capital $ture of the Taiwanese
Manufacturing SMEs by Financial Source (%), 199020
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Source: Bureau of Economic Research, Central BatikeoR.O.C., Report on the Source of Capital of
Public and Private Enterprises in Taiwan Area (€aientral Bank of the R.O.C., 1992, p.59-61;
1993, pp.60-61;1994, pp.58; 1995, pp.52-53, pp.BEEI96, pp.54-55; 1997, p.47-51; 1998,pp.47-53;
1999,pp.40-41, pp.46-47, p.38-39; 2000, pp.51-5812pp.61-64).

Note: 1. From 1993 the categories in the statistitgshe Reports combine ‘government’, ‘state
enterprises’ and ‘public financial institution’ tether into ‘government and public financial
institutions). 2. The original government data tisly the source of capital in manufacturing arlgeot
different industries. The estimation is calculatedthe basis of the statistics for manufacturirgysiry
times 90% for the SMEs in manufacturing industry.

326 Ministry of Economic Affairs, ed., “Dalu jingji,in 1982 Nian dalu jingji ginshi pingguTaipei,
1983), pp.441-481.
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Figure 9-3. A Comparison of Sources of Credit Fuhdshover of the Foreign

Companies in China by Countries and Regions (%)

Parent State-owned  Foreign Borrow from  Others Total in
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China business

Sources of credit funds turnover

B Taiwan M Hong Kong + Macau Asia B Europe+U.S. mOthers

Source: Investment Commission, Ministry of Econo#sftairs, Executive Yuan R.O.C. (Taiwan) and
Chun Hua Institute for Economic Resear@glu jingying huanjing biangian dui taishang touzi
yingxian zhi yanjiTaipei, 1996), pp. 148-149.

Figure 9-4. A Comparison of Overseas Sources afliCreinds Turnover of the

Foreign Companies in China by Countries and Redf#r)s
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Source: Investment Commission, Ministry of Econoftairs, Executive Yuan R.O.C. (Taiwan) and
Chun Hua Institute for Economic Resear@glu jingying huanjing biangian dui taishang touzi
yingxian zhi yanjiyTaipei, 1996), pp. 148-149.

The evidence shown above suggests that the Taie&d&s did not rely on
the support of the Chinese government for them-turer credit in China. The major
support of the turn-over credit or the SMEs canfdaend from the statistics on its
sources. Figure 9-5 below shows the credit turn-ofumd of the Taiwanese
manufacturing enterprises in the 1990s. It is clbat the major sources of credit

turn-over funds relied heavily on business credi @rivate borrowing. The major
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financial sources of the SMEs in China relied onwBaese parent companies for
credit turn-over funds; and the financial sourcéshe Taiwanese parent companies
came from the family category (as shown in Figu®),%usiness credit and private
borrowings. The financial support structure cleaidgntifies that the Taiwanese
social institutions continued provided significdimtancial support for the SMEs in

China.

Figure 9-5. Estimation of the External Capital Stawe of the Taiwanese
Manufacturing SMEs by Financial Source (%), 199020
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Source: Bureau of Economic Research, Central BamkeoR.O.C. (Taiwan), Report on the Source of
Capital of Public and Private Enterprises in Taiwaea (Taipei: Central Bank of the R.O.C., 1992,
p.59-61; 1993, pp.60-61;1994, pp.58; 1995, pp.521HB56-57; 1996, pp.54-55; 1997, p.47-51;
1998,pp.47-53; 1999,pp.40-41, pp.46-47, p.38-39020p.51-53; 2001, pp.61-64).

Note: From 1980 the categories in the statistidhefreports adjusted.

2. The original government data list only the seuof capital in manufacturing and other different
industries. The estimation is calculated on thasbakthe statistics for manufacturing industry eisn
90% for the SMEs in manufacturing industry.

9-5. Comparison of Four Instances of Investmente€athe Formosa Plastic Group,
Pou Chen Group, Uni-president Enterprises Corpanatand Tinghsing

Formosa Plastic Group is one of the largest engaprin Taiwan, mainly
producing petro-chemistry-related products. Thenéwmr, Mr. Wang Yung-Ching,
planned to invest in China in 1989. The Chineseeguwent, in particular Deng,
welcomed Formosa’s investment and strongly supgdrtgmosa’s projects in China.
The project is called the ‘Hai Cang Project’ (Haar€ is a small town in Fujian
Province) which aimed to build up another petrorsistry kingdom in China. The
project finally failed because the Taiwanese gowemt interfered. According to the
reports of the newspapers at the time, the probibibf Formosa’s investment was
highly political. The Taiwanese government usedes&lv methods to prohibit

Formosa’s investment: (1) suspending the Formosaugsand its branch companies
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on the stock exchange; (2) freezing Formosa’s abpihd loans in the banks; (3)
forbidding Formosa’s high-level managers to go alirorherefore, in 1992 it was
announced that the project was suspended. Theofabe Formosa Group implies
that the Taiwanese government could supervise aafbows, and particular could
influence the investment behaviour of the largepoaations by controlling the
sources of financ&’

The Formosa Group is an upstream industry and bas bupported by the
government in terms of technology, preferentialm®rand capital. Unlike the
Formosa Group, Pou Chen was an SME in the dowmstreanufacturing industry.
The Pou Chen Corporation is a footwear manufaguompany which was founded
in 1969 in Taiwan. Initially it produced canvas anthber footwear. In 1978 it
gradually transferred as an original equipment rfecturer (OEM) for the
international branded sport company ‘Adidas’. Siniten it has focused on
manufacturing athletic and casual footwear for ptheernational branded companies,
including Nike, asics, Reedbok, PUMA, NewBalanceeridll, Timberland and
Converse. In 1981, Pou Chen began investing irr athentries where cheaper labour
forces and materials for shoe-manufacturing cowddfdund. In 1988 Pou Chen
transferred investment to Yue Yuen Industrial (hadd) Ltd. in Hong Kong. Yue
Yuen is the holding company which directs Pou Ca@émvestment in Vietham, China
and Indonesia. In 2005 the press estimated that(Peam dominated around 17% of
the global athletic and casual footwear market.

Pou Chen is a typical Taiwanese labour-intensivaufecturing SME. The
initial financial capital was 500,000 NTD in 196@;was a downstream footwear
manufacturer which relied on the export market #re raw materials (rubber and
canvas) which were supplied by the SOEs and LE&eSt was a traditional labour-
intensive manufacturing SME and was not constraibgdhe restrictions on the
amount of total investment and technology in Chirtawas easier to transfer
investment to Hong Kong and then to invest in naetdries in China. However, it is
worth noting that it invested in China in 1988, aihiwas earlier than the Taiwanese
government officially permitted this practice. Caanpg the story of Pou Chen with

the investment case of Formosa Plastic, it is ctkat business of Pou Chen has

327 Formosa Plastic Group, http://www.fpg.com.tw/ @ssed 01 November 2010); Wei, Hua, ‘Dui
dangian liangan jingmao gingshi zhi tantao’, Zhamg yanjiu, vol26, no.7 (1992), pp.42-45; Xiao,
Hongliu, ‘Taisuo liangan jianchang shijian yiye gioi’, Zhonghua shangzhongoll3, no.7 (1980),
pp.8-17.
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continued to prosper in China. This demonstratas Bou Chen did not rely heavily
on government support for its capital formation ahe indirect support of cheaper
raw materials or intermediate goods were not asifstignt as Wade and Amsdem
describe. If Pou Chen had relied on governmentitcsegport and the supply of
materials and intermediate goods for productions ihighly unlikely that it could
have invested in China earlier than the governrofitially permitted.3?®

Like the Formosa Plastic Group, the UPEC food pcody company is the
largest of its kind in Taiwan. Tinghsing Co. Ltd. mow the largest instant noodle
producer of all Taiwanese enterprises in Chinaitnphstant noodles (Master Kong)
dominate40% of the instant noodle market in Chilma.comparison, the UPEC
dominated less than 15% of this market. Many re$eas have analysed its business
strategy in China. Although market strategies @aygnificant role, few have noticed
constraints for the UPEC on its investment andrimss operation in China.

UPEC was founded in 1967 by the Tainan businesspg(@ainan Bang’).
The initial business of the Tainan business grawtudes Tainan Spinning Co. Ltd.
(1954) and Universal Cement Corporation (1960).ndai Spinning Co Ltd. and
Universal Cement Corporation are the large enteeprithat the Taiwanese
government supported in order to develop the damewdustries in the early post-
war period. The initial financial capital of the BE was 32 million NTD in 1967; it
is the largest food company in Taiwan. In 1991 theEC began investing in
China®?° In contrast, Tinghsing Co. Ltd. was founded in 9% Taiwan as a small-
medium sized factory which initially produced castd. In 1990 Tinghsing began a
food business in China and gradually focused odymimg instant nood|e¥’°

UPEC was founded by the Tainan business group, hwiicone of the
influential business groups in local Taiwanese etgyci The Tainan business
dominated the upstream industries and participat@dlitics. The president of UPEC
is a board member of the KMT Central Committeeitieal and business connections
facilitated their business in Taiwan in the postwea. In the 1970s and 1980s the
average profits of Universal Cement and Tainan i8pmwere 11 billion NTD and
20 billion NTD respectively. However, these paliti and business connections also
hindered their investment in China. The presidehtth® UPEC criticised the

328 pou Chen Group, http://www.pouchen.com/. (acceséddarch 2011).
329 UPEC,_http://www.uni-president.com.tw/. (acces$8darch 2011)
339 Ting Hsin Taiwan, http://www.tinghsin.com.tw/.(@ssed 16 March 2011).
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government policy which restricted the amount efestment in China. He indicated
that government restrictions and controls weakeimaals’ competitiveness in the
global and Chinese market. At the same time, &080 the average profits of the
Universal Cermet and Tainan Spinning was less 8@nhmillion>*' Comparing these
with the rapid growth of Tinghsing in the Chinesarket, an SME had beaten LEs in
the Chinese market in a matter of less than tweedys>>>

The above comparison of the four cases of LEs én@sSfrom manufacturing
industries questions the argument of Wade and AmsHee LEs, both the Formosa
groups and the UPEC, were supported by the governnme the post-war
development era. They enjoyed tax exemptions, gtiotein the domestic market and
found it easier to obtain loans from the banks. é¥heless, after 1990 their
investment plans in China were restricted by th@egament. The government
influenced the investment project of the Formosesft Group mainly by freezing its
sources of capital. Moreover, the UPEC was comschiby the use of financial
capital for its investment in China.

On the contrary, Pou Chen and Tinghsing began theestment in China
earlier than formal permission was obtainables laliso worth noting that they both
transferred investment to China via Hong Kong. Thenparison demonstrates that
the SMEs did not rely on government support; intipakar, the SMEs had more
freedom to use their financial capital. If the SMiEsd relied on the government’'s
support, for example in credit and technology dmal indirect support of the LEs to
provide cheaper raw materials and intermediatedigoib would not have been easy
for the SMEs to have gone to China under the gomem restrictions. What is more
important is that in these two cases the SMEs mrespand grew larger in China.
However, the LEs were not only hindered in thevalepment by the government’s

policy, but had their profits reduced when the Tanese SMEs went to China.

31 ghieh, Jinhe, ‘Gongshang jutou fenfen shiang yiejigren shuanzharBusiness Todaywol.50 ( 26
June 2005), pp.1-3; “Tongyi xijin bianzhao, xinzggruan yaocha,China News Taipei, 5 May 2006,
‘http://www.hamber.net/ChinaNews_Detail.php?SN=1{&dcessed 16 March 2011).

3324Cong Taiwan dao naidi, kang shi fu vs. tongyamiun da nuoyi,Huaxia jinwei wangChina, 26
September 2007, http://big5.huaxia.com/sw/qycf/200889948.html. (accessed 16 March 2011),;
Chang, Suchao, Lee, Chicheng, Shie Ping, ‘A studyttee strategic planning and organisational
operations of Taiwanese group enterprise in Mathl@&hina: case study on Uni-president and Ting
Hsin international group’Commerce and Management Quarteriyol.4, no.1(2003), pp.91-123;
“Taimei: touzi dalu shangxian weichu kuang jiasshang fugan guapai,Huaxia jinwei wang China,
04 August 2006, http://big5.huaxia.com/sw/tzdl/2@D891992.html. ( accessed 16 March 2011).
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9-6. Conclusion
In the mid-1980s the Taiwanese government begaadjast its cross-strait

policy, but in a passive way. Not until the 1990srevthe regulations for cross-strait
relations institutionalised. Analysis of governmerggulations and verification

standards on investment in China shows that the Kjd¥ernment allowed labour-

intensive SMEs to invest in China. But althoughirtlenterprise was allowed, the
institutions set up by the KMT government for crgsi®it economic activity did not

facilitate it. The principle of the cross-straitlipg of the KMT government was

‘indirect’: trade, investment and transport linkadhto go through a third place. The
institutionalised indirect model aimed at both nalising economic activity and

protecting economic and national security. Withsthodel, the KMT government

sought to manage and control trade and investment.

Under the constraints of this model, some reseandibates the role of culture
and kinship relations in facilitating business agdraiwan, Hong Kong and China.
However, a closer examination of FDI distributidrows that the largest amount of
Taiwanese FDI went to Shenzhen (Guangdong proviratbgr than Xiamen (Fujian
province). The existing literature over-generalisatial factors which cannot be
applied when analysing the ethnic structure of Baiese SMEs. Most SME owners
are Haklo and Hakka people. On the one hand, nidees ancestors immigrated to
Taiwan in the 19 century; it is then difficult to identify which piaof the kinship
relationships facilitated or attracted Taiwanese epresent-day China. On the other
hand, they are not familiar with Guangdong and gsan however, the two largest
amounts of Taiwanese FDI went to these two prowneehere the historical and
kinship relations with Haklo and Hakka people weseaker. The evidence suggests
that culture or kinship relations between Taiwand a@hina were relatively
insignificant to SME investment behaviour.

This chapter then provides an explanation of thectioning of the social
institutions in support of SME business acrossdtnait from 1990 to 2000. It first
examines the cost generated by the indirect médtlough the economic cost of the
indirect model was particularly criticised by thaiWanese entrepreneurs, the analysis
in this chapter shows that the indirect model iase&l the cost of travelling time but
did not reduce the cost by much. In terms of theepof flight tickets, it is clear that
the prices for transferring via a third place aoddirect flight were much the same.

This was affected by the concerns of national sgcand the openness of the market
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for direct flights. Moreover, the shipping costsulb not be reduced to the degree
expected by the Taiwanese entrepreneurs. The shipputes are affected by the
industrial structure across the strait. In otherdsothe demand and supply of both
markets determined the shipping cost. Under theadenand supply and industrial
structures, Hong Kong still plays a significanter@nd is more than a mere political
buffer zone.

In terms of the institutional framework for capitidws, the restrictions of the
Taiwanese government and the regulations of the&Ski government created a grey
area which facilitated SME capital transfers andifess operations across the strait
to avoid management and control. The ‘via-a-thil@te’ principle was meant to
supervise the capital flows and avoid deep econameagration with the Chinese
market. The regulations of the Chinese governmantemitting money were meant
to control the inflow and outflow of foreign cur@n in China. The SMEs
manipulated the remittance regulations and usedhih@ place to avoid control and
management from both governments. The policiesoth lgovernments created the
grey areas in which the Taiwanese enterprises cautdd government restrictions
and controls. The analysis of grey areas withinfthmal institution was significant.
It shows that economic activity did not exactlyldéel the formal institutions; instead
business operated in the grey area created byth®f institutions in order to reduce
government intervention and transaction cost.

Within the grey area, the social institutions pdmd significant financial
support to SME investment in China and businessrabip@ across the strait.
Evidence shows that the major source of capitah&ion came from the family
category from 1990 to 2000. This indicates thatSMEs did not rely on the formal
banking system for their business. The continuungpsrt of social institutions for the
Taiwanese SMEs business operation in China wasiafeenced by the Chinese
formal institutional framework. Since the Chinegeahcial institutions and the
foreign banks did not play a significant role iragting loans or in providing credit
funds as turn-over for Taiwanese SMEs, the Taiwar®dEs, having invested in
China, still relied heavily on financial supporbiin Taiwan. The reliance was on the
Taiwanese parent companies and the Taiwanese peoempanies relied on the
financial sources supported by the social insonsi

The significant role of the financial support fraime social institutions to

facilitated SME investment operation in China canfund from the comparison of
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the four chosen cases. This comparison demonstreiethe government was able to
control and affect the investment projects of theslin China. Both the Formosa
Plastic Group and the UPEC were financially comsé@ by the government. In
contrast, although the government allowed the lalh@ensive manufacturing SMEs
to go to China, both Pou Chen and Tinghsing belgam investment before they had
the government’s formal permission. The SMEs prospén China; yet the profits of
the traditional LEs withered. The government hachited influence on SME
investment projects in China because the SMEs didely on government support
for their finance credit and technology and theg dbt rely significantly on the
business credit, cheaper materials and intermedads from the Les, either.

To conclude, this chapter shows the indirect malii&lnot necessarily cause
inconvenience or generated cost for the SMEs. Thies that the government’s
formal institutions had limited control on economactivity across the strait.
Moreover, the evidence also demonstrates how thesahase social institution
provided support to the SMEs in China. It was &t tulture and kinship relations
that facilitated trade and business operation aditos strait. It was the grey area that
two governments themselves created by their foinsitutions that facilitated trade
and business transactions. The social institutioostinued to provide significant
financial support within the grey area to faci@&@ME business operations across the
strait.

The comparison of the four cases also demonstthgesignificance of the
source of capital formation. On the one hand, theegiment was able to control the
LE investment in China by restricting their souroég$inance. On the other, since the
SMEs relied more on the social institutions fordirethe government had little
influence on their business operations. The SMIestment and prosperity in China
also questioned the role of the government in ibe and development of the SMEs
in the post-war era. Significant support tendstlto reliance on the support and the
restrictions of the government were much more &ffecin the cases of the LE

investment projects.
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Part VI. Conclusion

Chapter 10. Conclusions
The neo-classical economists argue that the suame3aiwan’s post-war

economic development was the result of establishirfgee market economy. This
was what induced the rise of the SMEs, creatednitudket mechanism and facilitated
business operations. Some of the neo-classicabetsts agree that the government
created a suitable environment, such as a free ahaftr the functioning of the
economy and business. They do not agree that thergoent intervened deeply in
the process of the development.

However, Wade and Amsden believe that the Taiwagegsernment played a
significant role in Taiwan’'s economic miracle. Thgpvernment successfully
implemented development policies to plan, dired goide the economy; in other
words, the government did more than the neo-classiconomists had argued. In
addition to creating a suitable environment, thieynt, some of the policies induced
industrial development. The success of the SMEs paaisof the successful story of
the state-led model. Moreover, the state-led modstally highlighted the
significance of the authoritarian political powetish helped to implement the
development policies. Both strands of thinking focon the suitable market
environment and the policies facilitated the risel alevelopment of the SMEs in
post-war Taiwan.

This chapter summarises the findings of the presesgarch project. The first
section clarifies how the social institutions wa&cording to the historical pattern.
The second section addresses the question hoWweayovernment supported the rise
of the SMEs in the post-war development era. Thel thection provides evidence
that the state had only a limited influence on SMiestment behaviour in China
after the late 1980s and explains why this was-smlly, the chapter concludes by
looking to historical similarities and continuitpdtwithstanding the differences and
discontinuity) to clarify the relations of the #atthe market and the social

institutions.

10-1. The Historical Pattern
Gold and Booth argue that one of the key factorsTamwan’s post-war

economic success lay in its authoritarian systengaMernment. They assume that

Taiwanese society found it easy to accept authi@tapower and that local
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Taiwanese society lacked a well-established firedrend industrial class in. Wade
further indicates that the relations of the statd the SMEs (or the private business
sector in general) were distant. The state was #ide to avoid disturbing interest
groups in the provision of its development policidhis concept of a distant
relationship resembles that of Gold, implying th#ter the War Taiwanese society
was a passive receiver and the private businessrsacTaiwanese society had not
yet developed. However, they ignore the impact he#d historical legacy on the
development of society in the time before the KMine to Taiwan.

Analysis of the historical pattern produces sorgeificant findings. The open
or close of the market was significant for businastivity. During the early post-war
period, the market was monopolised by the KMT goment. That is, the market was
not open to everyone. The limited access to theketamay lead to the general
argument that the Taiwanese society is a passbeives.

The historical pattern shows that a more open pdienefited Taiwan’s trade
and economic prosperity. No matter whether theituigins were undeveloped or
well-established, business and trade prosperedras ds the governments did not
block the market. The historical pattern also ider# that, in a different institutional
framework, the social institutions had continuougigvided business networks and
sources of capital to facilitate trade and busiogesations in Taiwan.

It is also worth noting the changes to the soaiatiiutions in the late Qing
period and in the early Japanese colonial pericafoi® 1895, the major financial
capital and business remained in China (particukujian province); however, in the
early 20" century, Taiwanese society had built up its owciadnstitutions, which
were able to provide sufficient financial capital gupport their business demands.
This significant transformation was not mainly ated by the policy of the Japanese
colonial government to reduce the amount of Chiregatal in Taiwan; the result
rests on the accumulation of financial capital gy Taiwanese business groups in the
Qing period. The ability to providing a source aptal for investment and trade also
implies that trade and business in Taiwan sincertiteQing dynasty prospered as the
businessmen accumulated capital in Taiwan.

The historical pattern shows that trade in Taiwad helied heavily on the
private business groups rather than on the formstitutions which had been set up
by different political powers. The dynamics of tpevate business groups was

founded on the social institutions which providegmort for private/illegal trade
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under different political systems. As long as tharket and trade in Taiwan remained
open, the social institutions adapted to the chrapgnvironment in order to support
private business. Therefore, Taiwanese societyngés passive receiver; but at the
same time the historical legacy developed a dymnaumithe social institutions which

was adapted and transformed in line with the chrapgnarket environment, but did

not challenge the political powers in their opayas. The development of the social
institutions gradually accumulated capital and ld&hed business networks in the

society around them.

10-2. Where Did the Support Came From? The RotbeofState in the Rise and the
Development of the SMEs, 1949-1980

Wade agrees with Gold and Booth that the authaitasystem facilitated
development policies in Taiwan because it was $afm the influence of local
interest groups. The authoritarian system credtedbasis for successful economic
development in the 1980s. In terms of developmaiicips, Wade and Amsden
suggest that the Taiwanese government interven#teieconomy to guide, plan and
direct the development of the SMEs by launchingpbkcies of encouragement: tax
exemptions, tax refunds for exporting SMEs, gettihg relative price wrong,
supporting technology and business credit for tNES in particular. Unlike Wade
and Amsden, Rodric stresses that government inedlasinvestment with the export
growth after 1970. He then argues that the risexgort growth was supported by
government investment in the subsidies for export.

The argument around the authoritarian system igntire state’s interest in
forging the development policy. Party-state cafgtal explains the government’'s
support for the SOEs and certain LEs. The ISI pokeverely controlled the
allocation of resources for industrial productidihe KMT government controlled
both political and economic power and this enhantealomination of Taiwanese
society. Encouraging the development of the privateerprises and FDI in Taiwan
required several restrictions to be relaxed arsl ibleaxation would have reduced the
government control on the economy.

This state’s interest influenced the effectivenessfurther development
policies. The FDI policy in the early 1950s failadd the evidence implies that the
failure of the policy resulted mainly from the capitof the foreign exchange system

and the restrictions on imported materials. In 1889KMT government adjusted the
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development policy to EOI; however, the adjusteceiffn exchange system and
relaxation of controls on the quotas of importedenals had little liberalising effect.
The evidence demonstrates that in the 1960s thteot@m exports and the quota for
imported materials were still tight. Meanwhile, ttex exemptions did not apply to
the industries which contributed to export growvithis also raises a doubt whether the
state chose the right exporting industries to stippte evidence challenges Rodric’s
argument that most of the encouragement policiesXport were implemented in the
1950s.

The state’s interest further affects the impactha policies on the SMEs.
Evidence shows that the major problem for the SMgsn the financial support for
business operations. However, the market whichgthernment established did not
provide the SMEs with significant financial suppddinder the development policy,
the banks mainly granted loans to the SOEs and dd=shat they could develop
Taiwan’s own industry. Furthermore, the evidencewshthat the price of certain key
materials or intermediate goods produced by the sS@QEd the LEs was not
necessarily lower than the price in Korea. Thisgasts that the state’s interest led it
to support mainly the SOEs and LEs. It also quastishether the government did get
the relative price wrong when it came to supporthdE production.

The other factor in determining whether the SMEséfitged from the state’s
support lies in the problem of their qualificatiosszidence indicates that most of the
SMEs did not directly benefit from governmental @m@agement. The qualifications
required for tax exemptions, the time-consuming iatstrative process and the
requirement of deposits for the export tax exenmpgiolicies effectively excluded the
SMEs from direct state support. The other significavidence can be found from the
indirect financial support through business cretlite SMEs could enjoy the business
credit system only if they had certain qualificaso The qualification problem
guestions how far most of the SMEs were able teefiefiom the direct and indirect
support from the government.

The evidence of the debates and discussions onrrgoeat’'s encouragement
policies suggests that the series of ‘encouragémpnticies, such as the
encouragement to export, were indeed ‘open’ pdiciEhe open policies merely
allowed more participants into the governed markée SMEs, due to the
gualification problem, were not eligible to receitbe government’s benefits.

Examining the development policies and the goveniimesupport raises the
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guestion: since the government governed the maaket the encouragement and
relaxation of its controls allowed s only certaimatified participants in the market,
how did the SMEs develop before they could quabfgnter the market and access
the government’s support?

The evidence of this research shows how the SME® wble to support
themselves before obtaining state support (botectiand indirect). The KMT
government focused on the development of and cekfas and SOEs (which mainly
dominated transactions upstream). It was the m@ivatterprises that dominated
downstream. However, during this period, it wadiclift to estimate the size of the
individual enterprises in this category. The staisd data in the 1950s do not split up
private enterprises according to size. This wae atdated to the regulations of
companies and factory registration. The registnategulations helped SMEs to start
up in the suburban and rural areas because thepesés were so small that they
needed only to obtain a production permit from ltieal council and need not apply
for permission from the central government. Theustdal structure and the
registration regulations created a space for thetfoning of social institutions.

When business opportunities arose in downstreamsting requiring small
amounts of financial capital and lower labour skilhe social institutions were able
to contribute the first round of money to start ihess. Evidence shows that a
substantially high percentage of the SME’s finahcapital came from the category
of family and the percentage remained high from 1B&0s to the 1990s. Financial
sources from other categories, such as banks,ilcot@d little to the SMESs’ financial
capital.

Moreover, the evidence also shows that the craditéver fund for the SMEs
came mainly from the categories of private entsegs; family, business credit and
private borrowings. This dependence was relatetiddSME subcontracting system.
Since the SMEs are usually small-scale and spsethbnly in certain skills, they had
to cooperate with other SMEs. The structure of $idcontracting system also
guestions the role of the state in supporting tMES Apart from purchasing raw
materials and intermediated goods from the SOEd &sdthe SOEs and the LEs did
not integrate with or lead the SME subcontractipgfem. The examples presented of
the way in which the SMEs got the work done and veoders from foreign
companies could not trace any leading or guidirig for the state in the SMES’

business operations.
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Evidence of the sources for capital formation amth-bver credit funding
indicates the significance of the social institndor the development of the SMEs.
Although the social institutions were essentiagitifunction was coordinated with
that of the formal institution. It was found thaetfunctions of the social institutions
are slightly different from the model of social tiigtional theory. The social
institutions are not independent of the formalitoibns. Without the space left by
the formal institutions, the social institutionsnoat play any significant role in
supporting the SMEs. Moreover, the reliance ofSMESs on the social institutions as
a source of capital also demonstrates that evegdtiernment got the relative price
wrong for the interest rate on bank loans, for mh&n source of capital was the
private sector. This, again, goes back to the prabdf being qualified to access the
support and encouragement of the government.

The analysis and the evidence in this section guretite argument of Wade,
Amsden and Rodric regarding the role of the statiné rise and development of the
SMEs. The state’s interest mainly focused on deetpthe SOEs and certain LEs
and this influenced the formation of its developiyasiicies. The sound development
policies and the direct and indirect support lookstective; however, the main
problem was how few SMEs were qualified to acchessupport and encouragement.
The arguments about ‘getting the relative pricengitand ‘government investment
to lead export growth’ also ignore how few SMEsually benefited from these
policies.

However, the neoclassical economists are right ath@umarket environment
that was opened by the KMT government. A more apearket policy allowed more
SMEs to participate in the market. Yet this newbened market did not provide a
source of capital for the SMEs hoping to start uol @0 operate. The source of
significant capital was the social institutionswis the policies which focused on the
development of SOEs and LEs that created the sfoacthe social institutions to
function. It is possible to argue that, as longresstate opens the market, the social

institutions adapt to the environment so as to ipesgupport for the SMEs.

10-3. Effective State Intervention? The Conflictimigrests of the State and the SMEs
The research by Wade and Amsden on Taiwan’'s ecanal@velopment

usually shifts the focus after 1980 to the rise lmfh-tech manufacturing industry.

Their analysis of the high-tech manufacturing induséits the state-led model once
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more. However, their research ignores the furtheretbpment of the traditional
manufacturing SMEs after 1980. The Taiwanese SMifsihated a large part of the
export market and the employment total. The coutitm of the SMEs to the
Taiwanese economy indicates that the SMEs relieth@m®xport market and the local
labour force. The main challenge in the mid- ane H80s was the rising labour
costs. Several different factors were at work amibregworkers in Taiwan. The key
factor in the survival of the SMEs occurred in th&l-1980s when the exchange rate
of the NTD against the USD suddenly appreciatesk ddnversion of the workers’
wages from the NTD to the USD brought a significactease in production costs for
the SMEs.

The impact of the rising exchange rate on the lalmmst shows that the
government by controlling the price had a significenpact on the market. When the
government adjusted the foreign exchange rateiditndt provide complementary
subsidies for the export enterprises. Instead, dtede launched a more open
investment and trade policy. The comparison of &laind the four selected countries
in Southeast Asia indicates that China was ablerdwide the cheapest labour costs
for the Taiwanese SMEs. There were several detamtsnfor SME outward
investment in China; but the lower labour cost wWeskey factor, which both pushed
and pulled SME investment. The economic interesthef SMEs clearly lay in the
need to cut labour costs. Although China was dively suitable place for the SMEs
to invest in, the government had a different vidwhe matter. The questions then are,
what was the state interest which influenced thien&tion of the cross-strait policy?
And did this policy based upon the government’snest influence SME investment
behaviour in the late 1980s and the 1990s?

Economic research indicated that more open tradeirarestment would be
beneficial for both Taiwan and China. The economénands of the Taiwanese
government were unlikely to be met. However, a camspn of the government’s
policies clarifies that in China its interest wasconflict with the SMES’ economic
interest. The analysis of the KMT power structuxplains the changes in the state’s
interest from the 1970s to the 1990s. Such an aisadhows, it might be argued, that
it was the political conflicts between the KMT attie CCP that frustrated a beneficial
economic policy with China in the 1980s. Howeverthe 1990s when the political
power structure changed, the historical hatred éetwthese two political parties was

not the main concern. For the KMT, in order to rama power, it had to consider
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voters’ opinions on the cross-strait economic polithe evidence shows that most of
the voters did not have a clear-cut political statuthe 1990s; however, regarding the
issue of Taiwanese investment in China, a highgmtage of them agreed that the
government should manage investment and tradeudigrefhis was not only related
to national security; their concern was also a#dcby economic issues. If more
investment was made in China, the voters were a whether they would keep
their jobs. Although new policies might bring newpportunities, voters were
uncertain about the transaction cost. In thesaugistances, they wanted the status
guo to remain.

After the late 1980s, the state’s interest inflieghthe formation of Taiwanese
outward investment policies. The government byrofte preferential banking loans
encouraged Taiwanese investment in the Southe&emt Asuntries. At the same time,
it set restrictions on investment in China. Howevee pattern of Taiwanese outward
investment shows that the restrictions and theréstlimodel did not influence the
investment behaviour of Taiwanese entrepreneursnp@dng the size of each
investment case in China and in Southeast Asidfiemthat the investment in China
was mainly by small-scale and labour-intensive stdes, while the size of each
investment case in Southeast Asia was large. Tdnigrast supports the view that the
government was able to influence the investmentawelr of the larger private
enterprises. But the influence of the governmentheninvestment behaviour of the
SMEs was limited. The SMEs clearly followed the ketrwhere the lowest labour
costs could be found. This also implies that theegoment's preferential banking
loans or other benefits were not as significarthaedower labour costs.

The analysis and evidence in this section indi¢hte significance of the
further development of the SMEs after 1980, whidlesiions the argument of Wade
and Amsden. Although the government was able tmente the foreign exchange
rate for exports, this affected only the marketiemment. The SME investment
behaviour from the late 1980s challenges Wade anddén’s argument concerning
the role of the government in the development ef IMEs. If, as they contend, the
SMEs relied on the support and encouragement ofsth, including credit and
technological help, the SMEs should have followeel government policy and gone
to Southeast Asia as the LEs did in the 1990s.arheunt of Taiwanese FDI in China

contradicts the conclusion that the Taiwanese SMHked on the support of the state.
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10-4. Why the State Had Limited Influence on SMEdtment in China
The state’s interest influenced the principle uhgieg the cross-strait

economic policy, which sought to discourage Taivg@nEDI to China. The general
explanation runs that culture and kinship relatifeslitated investment and trade
across the strait despite the restrictions raisethé political conflicts. However, it is
worth noting that Taiwanese investment did not@é&jian, the province which had
the strongest kinship relations and similar di@edn the contrary, the largest
amount of Taiwanese FDI went to Guangdong and diandghe distribution of
Taiwanese FDI in these two places questions the-geeeralisation of factors which
facilitated Taiwanese SME business operations adtasstrait in the face of political
conflict and government restrictions. The sociatimtion facilitated SME business
operations across the strait, but in a differenty wisom the conventional
generalisation of socio-cultural factors.

The explanation can be separated into two areas.fildt examines the cost
and inconveniences that were generated from thesetpindirect model. Most of the
cost, such as the transport links and money tresisfa a third place, increased time
rather than substantially increasing cost. At thme time, the shipping cost, which
was crucial for most of the enterprises, would Ib@treduced by any direct model to
the degree expected by the Taiwanese entrepren€hes.shipping routes were
affected by the industrial structure across thaitstin other words, the demand and
supply of both markets determined the shipping.ddetler demand and supply and
the industrial structures, Hong Kong still playsignificant role as more than a mere
political buffer zone.

The second aspect was related to the grey areasedrdy the formal
institutions. These grey areas resulted from tHeypof exporting ‘via a third place’.
Unexpectedly, due to the ‘via a third place’ politiyese grey areas facilitated trade
and investment across the strait and made it lardhe Taiwanese government to
manage the outflow of investment capital to Chihlae analysis of the grey areas
within the formal institution significantly explasnhow the investment and trade
functioned and continued under the formal restidi

Third, the significant social dynamics which sugpdrthe SMEs in China can
be found from the financial support for the Taiws®eSMEs in the 1990s. The
continuing support in China from the social ingtdas to the Taiwanese SMEs was

also influenced by the Chinese formal institutioinaimework. The banking system in
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China and the financial market created space fer dbcial institution. Since the
Chinese financial institutions and the foreign tmudid not play a significant role in
granting loans or in providing turn-over credit flimg for the Taiwanese SMEs, the
latter after they invested in China still reliedakigdy on financial support from the
parent companies in Taiwan. The Taiwanese paranpanies in turn relied on the
financial sources supported by the social instngi This continuing financial
support from the social institutions is significant

The comparison of the four selected cases indicales the significance was
of the source of capital and demonstrates the itnpiagovernment support on the
investment behaviour. Both the Formosa Plastic Grand the UPEC were among
the largest enterprises to have been supportegratelcted by the government in the
post-war development period. The analysis shows ttiea government was able to
influence their investment behaviour by controllitigeir financial sources. In
contrast, Pou Chen and Tinghsing were not congitlaby the state because before
they invested in China, in Taiwan, they were SM&hough the state allowed the
type of industries represented by Pou Chen andh8ing to invest in China, it is
worth noting that they both entered China (via Hétang) before the government
officially permitted it. The evidence shows that tAaiwanese government had
limited influence on SME investment behaviour beeathe SMEs had more freedom
in making the best of their private capital withgoetvernment constraints.

The analysis and explanation in this section glanihy the government had
limited control over SME investment in China andsipess operations across the
strait. The restrictions of the Taiwanese goverrimamd the regulations of the
Chinese government created the grey area whiclkeduat to foster SME investment,
trade and business operations across the stradr &fe late 1980s, the restrictions
and regulations had limited power to manage antfrab8ME development cross the
strait. The grey area also provided space for theak institutions to support and
facilitate SME business in China. This demonstrétes the social institutions were
able to adapt to the changing formal institutiofi@meworks and this reduced
government intervention in SME business operations.

Although the Taiwanese government set up restristeind tried to control the
SMEs, in the event, it clearly was not able tosdo This goes back to the main
argument of the dissertation. The direct or indisegport of the state to the SMEs in

the post-war period was not as important as Wadke Aansden have argued. The
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further development of the SMEs and their investnierChina shows that after the
late 1980s the state’s control and restrictions mid constrain SME investment

behaviour and business operations across the strait

10-5. Historical Similarity and Continuity
The first historical similarity is that the statelipy had an important impact

on the market environment; and the consequencdbleofnfluence on the market

environment varied. The rise of Taiwan in Chinesenemic history resulted from

the changing policies of the Ming imperial courtade in Taiwan prospered under
the sea bans of the Ming and early Qing periodad@rin Taiwan was also open
because there was no integrated political poweregulate it. The Qing and the
Japanese colonial government opened the markbuiness; and from then on trade
prospered across the strait and brought Taiwan bdokthe regional/international

trade system. The KMT government opened the intiermal market and induced the
rise of the SMEs in the 1970s and the 1980s.

However, state policies sometimes blocked the markd affected trade and
business. For example, when the Qing imperial cprahibited Chinese migrants to
Taiwan in the early period, trade stagnated. Moeeow the 1950s when the KMT
government monopolised the market and controlledfdneign exchange system, the
private enterprises and the SMEs were constraiddgr 1990 the government
restricted the Chinese market but opened up theékeghan Southeast Asia. The
consequence was that cross-strait trade prospeespitel the government’s
restrictions on the cross-strait market. The d#férconsequences were related to the
participants in the market, namely, the businessigg and to their relationship with
the state. Based upon the first similarity, it gsgible to argue that the governments
played significant role in opening or closing tharket. As long as the market is open
for trade, other supports or restrictions of theveygoment were not necessarily
effective to influence or control private businegration.

The second historical similarity is that the stgéve limited support to the
business groups (or sometimes banned private lassaiogether) and therefore their
influence on the business groups was limited. ThegMmperial court prohibited
private sea trade, but it could not ban the pitatiegal sea trade. In the late Ming
period, the imperial court even institutionalisedge pirate leaders and their business

groups. The Qing imperial court did not have cleaonomic policies to support or
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prohibit trade and business in the mid- and lategQperiod. Trade and business
prospered under the control of the Taiwanese Jiaan& The Japanese colonial
government had better economic policies, altholgly tid not focus on supporting
the development of local Taiwanese business grolps.cross-strait trade was still
dominated by the Taiwanese businessmen and largeurdsn of Taiwanese
investment occurred in Fujian Province. The poic the KMT government in the
development period did not directly or indirectipypide the necessary support for the
SMEs. In the late 1980s, the government tried tp ttee SMEs to solve the problem
of the rising labour cost; nevertheless, the eragement policy to invest in
Southeast Asia did not correspond to the besttprofithe SMEs. Large amounts of
SME investment went to China and the government hh@aded influence on
investment behaviour.

The limitations of the government policies wereatetl to the interest of the
government. Given their different interests, theegament offered limited support to
the development of the business groups. Henceusiadss groups relied little on the
governments and this weakened the impact of thergovent policies on the business
groups. It also explains why the economic policeggarding the market had different
consequences. The market which was sometimesctedthy the government was the
market that the business groups were interestedanversely, the market which the
government sometimes opened did not suit the profitthe business groups. From
the historical pattern, an open market and fredetnaolicy generally benefited the
business groups, whether or not the governmentittliel to support their business
transaction. Since the business groups did notarlhe support of the state, how did
they make profits from the market they were inte@sn? The historical continuity
explains the dynamics which supported and fostereid business operations.

The historical continuity can be found from the poipt of the social institution
to the business groups. The historical pattern shtbat, no matter whether they were
ill-established or well-established, the socialtitnons adapted to the changing
environment and provided financial support and iess connection to facilitate trade
and business. The social institutions continuoysigvided sources of financial
capital and business networks (the subcontractstes) in China for the SMEs in
the post-war period and after 1990.

It is worth noting that the support of the sociaktitution had its own

prerequisites, starting with the presence of derman supply. The research shows
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that as long as there is demand and supply in #wkeah (regardless of whether the
market is opened by the state or constrained),stwal institutions can provide
support. Another prerequisite was the attitudethefgovernment. Although the state
was sometimes positive but sometimes negative tisvmade and business, as long
as the state did not entirely block the market, g¢beial institutions were able to
function.

There is also a significant difference and discanty in history. Before the
Japanese colonial period the social support fatetrand business came from social
institutions in China and Taiwan. However, the diag policy of the colonial
government cut the connections. Yet, it is too gane argue that the Japanese
colonial policy changed the connections and enfdhtice development of the local
Taiwanese society. The development of Taiwanesetydor trade and business was
gradually established in the Qing period. Jiao §Hanlt up the structure for business
and society and the financial capital graduallyuacglated over time. The policy of
the colonial government to cut Chinese capital destrates that the social
institutions supporting the Taiwanese local busngups were mature. Evidence
can also be found from the structure of the SMEstha continuing financial support
from the social institutions when the SMEs investedChina before 1980 and after
the 1980s. The social institutions in Taiwan, rati@an those in China, continuously
supported trade and business across the strait.

10-6. Some Significant Findings from This Research
The argument of Wade and Amsden concerning theofdlee state in the rise

and development of the Taiwanese SMEs overestinthéestate’s influence on the
SMEs and underestimates the dynamics of sociatutiehs in providing support for
the SMEs.

The state’s interest in the formation of developtnpalicies is, in their
analysis, ignored. The legislation and the structfrthe KMT facilitated its control
and allocation of resources for economic develogm#a party-state capitalism
required firm domination over both politics and eemics. These influenced the
state’s interest in the formation of the developtmgolicies which focused on the
support to the SOEs and LEs. Evidence shows teaetbevelopment policies hardly
met the needs of the SMEs.
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Evidence also shows that the significant influeéethe state lay in the
market environment; it was able to block or opea tharket by controlling the
foreign exchange rate. The changing market enviesrimnfluenced the SMES’
economic activity. This part fits the framework tife neoclassical economists.
However, the market which was opened and establiblyethe government did not
provide significant financial capital for the SMEdiness operation. In other words,
the market established by the government was nmgtenough to allow the SMEs
to develop.

Evidence shows that the state provided only limdiect and indirect support
to the SMEs. These policies include getting thetied price wrong, increasing
government investment, tax exemptions, tax refurmgeyiding business credit,
cheaper raw materials and intermediated goods. mfmless, the analysis indicates
that the focus should not be on how much supperSIMEs had from the policies; the
guestion is how many of the SMEs were qualifiedattcess this support and
encouragement from the state. Before the SMEs walele to access to the support,
they needed to sustain themselves in some othemvdg they qualified.

North argues that the formal and the informal tnstins are interlocked and
delaminated to shape economic activity; in the atseof effective government, a
limited number of goods and trade, the informalesubktabilise transactions. The
market which the government established did notideoa source of capital and the
SMEs had difficulty in accessing state supportth@ese circumstances, the evidence
demonstrates that the informal financial marketvglted the necessary capital and
turn-over funding for the SMEs.

The social economists and social institutional tiieextend the informal
institutions and North argues that the informaltitnions are socially constructed.
Orru, Biggart and Hamilton maintain that the dynesnof social networks which
were embedded in the society played a significaletin Taiwan’s economic success.
The evidence demonstrates that the main sourcapiat from the informal financial
market came from the categories of friends, redgtiand private borrowings. The
informal market is thus founded on the social tnsthns and the SMEs relied heavily
on the significant financial capital from them.

The evidence that the state had limited influence SME investment
behaviour after the late 1980s questions how rSNIEs relied on state support for

their business operation. The political transfororacomplicated the state’s interest
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in the formation of the cross-strait economic ppkmd this led to further restrictions
and management on cross-strait trade and investrientever, when the state’s
interests were in conflict with the SMEs’, the SMBBowed the market.

The SME investment in China also demonstrates tti@tpropitious market
environment established by the KMT government ccwdgie been replaced by the
Chinese government. This also implies that the feature of a suitable market
environment was its openness and some relaxatioth@rcontrol of international
trade. Evidence shows that the financial suppotti¢ocSMES’ business operations still
came from Taiwan. The control of the source of gdacilitated SME investment
and avoided any constraints from the state on gwinomic activity.

The historical pattern identifies an open marketifade and the support of the
social institutions was essential. The social in8tns continuously supported the
Taiwanese SMEs in China with significant finanatalpital. The social institutions
could function because the government restrictigranely, the conditions of the
indirect model) created grey areas which encourdgedow of financial capital. It is
also worth noting that the dynamics of the somatitutions derived from Taiwanese
society. The differences and discontinuity of thpmort of the social institutions from
Chinese society had occurred in the Japanese ablpariod. The analysis of the
historical pattern and the social institution shavat Taiwanese society was not a
passive receiver. The social institutions, as Jargsies, adapted to the changing
market environment to provide support for busiregsvity.

By tracing the history from the T&entury and tracing the development of the
SMEs after 1990 in China, the research projecré&axamined the role of the state in
Taiwan’s post-war economic development. The argusnehWade, Amsden, Rodric
and other state-led development theorists cantigtdpply to the case of the SMEs.
The theory of neoclassical economics on the masdmtronment is, however,
partially correct. It was not the state, but thgiemment established by the state that
created unintended space for the dynamics of tbialsastitutions to provide support
for the development of the SMEs.
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Appendixes

Appendix 5-1. The Government Administrative Structue of the Republic of
China (Taiwan)

The government structure in Taiwan was almost #mesas the Nationalist
government in Nanking. Both government structures lzased upon the People’s
Three Doctrines. The power of governance is divided five branches, namely,
three branches from Montesquieuan thought (Theslagie Yuan, the Executive
Yuan and the Judicial Yuan) and two branches framimé&se tradition (the Control
Yuan and the Examination Yuan). Figure A5-1 presehé central structure of the
political administration of the Republic of Chinggaiwan. The head of the ROC is the
President (vice president) who is elected by théaNal Assembly every six yeats
The Executive Yuan is the state chief administrgttbe premier is nominated by the
president and approved by the Legislative Yuan.

The Legislative Yuan is the highest agency of legisn and the will of the
citizenry and is usually referred to as the Taiveanparliament. The Judicial Yuan is
the highest judicial agency in Taiwan; the ExamoratYuan is the chief agency
responsible for national examinations and merittesys for public servants. The
heads of the Judicial Yuan and the Examination Yaranominated by the president
and approved by the Control Yuan. The Control Yusmrthe highest supervision
agency of Taiwan. The commissioners of the Contfohn are elected by the

councillors of the city and provincial councif¥.

333 Not until 1986 were parliamentary elections restoin Taiwan. Ma, Qihuganmin zhuyi zhengzhi
xue(Taipei, 2003), pp.44-75.

334 Department of Statistics, Ministry of Interior, &utive Yuan, R.O.C. (Taiwar@tatistical Year
Book of R.O.C.(Taipei, 1991), pp.26-33.
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Figure A5-1. The Central Structure of the Political Administration of the
Republic of China, Taiwan
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Source: Based upon the information of Directoragsal Budget, Accounting and Statistics,
Executive Yuan R.O.C. (Taiwar§tatistical Yearbook of the R.O(Taipei, 1992), pp.26-27.
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Appendix 5-2. The Members of the KMT Central Commitee, 7' KMT National
Convention 19 October 1952

Administrative Party
officials Military affairs Representatives/Legislators| Intellectual Etrepreneurs | Others
BekEek B4
#%4CE Chiang, | Cheng | Gu, Zheng M7 5 Tao,
Ching Kuo Cheng | Gang PRiEL Yang, Er Ying Xi Sheng
U PR
SAEtH Wu, Huang, | fi>Z&E Ni, Cheng, Xyue
Guo Zhen Shao Gu | Wen Ya F 2+ Wang Xing Zhou Ping
HEFR | W% EEG
Zi5Fek Yuan, | Zhou, Zheng, Shang Guan,
Shou Qian Zhi Rou | Yan Fen fi%%E Chen, Yi Yun Ye You
e e
jRiE% Chang, | Peng, [E4E Tang,
Dao Fan Meng Qi | Zong sk Zhang, Zi Tian

S | R
jRHENg Zhang, | Guo, Ji | Chiang, Ci
Qyi Yun Qiao Fu /7 52 Mei, You Zhuo
FHILA
JeEJg Shen, | Sun, Li
Chang Huan Ren

AR
Wang,
2 Huang, | Shu
Ji Lu Ming
*E R
Huang, Chao | 1%
Qing Shi, Jue
SALME Wu, HEE Hu,
Hua Peng Lian

Note: 1. Many of the administrative officials alsold important positions in party affairs. Members
who are included in the category of ‘party affamgé the ones who mainly worked in the KMT.

*: This indicates the Bensheng ren administratiffieials in the 1970s.

Source: Information based upon Liu, Wei Kai, ZHpngguo kuomintang zhiming (Taipei, 1994).
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Appendix 8-1. The Members of the KMT Central Commitee, 11" KMT

National Convention 17 November 1976

Administra
tive Representatives Entrepreneur
officials Military Party affairs /Legislators Intellectual | s Others
R A e =
Yan, Jia Huang, X IE4 Gu, Qing, Xiao | E15&E Wang, | {RIFE Xu,
Gan Shao Gu Zheng Gang F[5% Guo, Ji Yi Ti Wu Qing Lan
RERATK
I L, wifft Huang | 5E¥f Zhang, | Bl Chen, | Chu, Song | R4E Yu, Ji | JESEEK Pan,
Huan Je Bao Shu Jian Zhong Qiu Zhong Zhen Qiu
HIEED Xie, | Gao, Kui {7358 Ni, #280%k Qian, FagEfE L, | MREEZE Lin, SRR Vi,
Dong Ming | Yuan Wen Ya Jian Qiu Zhong Gui | Ting Sheng Jin Qiu
\ AL #8 Xu
ibdan +7F Wang | Ef1E Ma, EHAF Mao, Zhang, Xi | KM Gu, E)fn '
Zhao, Ju Yu| Sheng Shu Li Song Nian Wen Zhen Fu 9
R PR7K 22
Zhang, Qyi | ZEE Li #[ZZ% Zheng, | #IE 7% Zhao, Zi | Chen, Shui | £E%E Wang | 225 L,
Yun Yu Xi Yan Fen Qi Fong Yu Yun Shi Fen
S _ SR
Yuan, Shou | $8#% Lai, | #EZ5 Cao, e Yang, Zhang, Xi HEER Ye
Qian Ming Tan Sheng Fen Bao Ling Zhe Xia Di
WA oyl
Shen, zhi | Luo, You | BE¥ Chen, | EgiE Lu Jin | S wu, JT
Yue Lun Yu Qing Hua Jin Cai
FHIETE LB RRR N
Sung, Yun | E&AL Ma, | Shang Guan, Zhang, ”St%f xu,
Xian Ji Zhuang | Ye You ZEff Luo, Heng | Zong Liang
. " , ErfEEE S E
SEFL, | @ad | BMiTang, | %% cal, | wang Wi Bu Du La
Kuo Ting Peng, Meng| Zong Hong Wen Nong
et
Jiang, Yan | #[E#E Liu, | & Sun, 2 Liang, {78 Ni, fﬁf quﬁs,;
Shi Yu Zhang Zhi Ping Zi Heng Chao 9 9
A=Y Liang, TEE Ke
Shen, Yong RIEFEE Sun, FREFS Zhang, Shu Bao
Chang Huan| Zhang Shi Xuan Bang Jian
ATEREE Yu, | &HBE Hu, HI{EE Si Tu, F K Wang
Kuo Hua Lian Fu Ming
Shfs EiEE il Ni
Deng, Fu Wang Ren ﬁi};ﬁi;\h,
Kai Yuan = Xu, Heng g
IR :
Yan, Zheng | EE$ Tan | fEZ£% Zhang, i?&%nu'
Xing Jun Bo Xiao Yan Y
BT EHE _
Zhou, Hong | Wang Due #1952 Liu,
Tao Nian Shian Yun
T FEE e
Zhou, Shu | Sun, Chang Ejf/gol"u
Kai Zhi
T LIS R,
Yang, Xi Zheng, Wei fa}f{ﬁ;ljang’
Kun Yuan 9
BEHEE Qu, | B Ma, iR Zhao,
Shao Hua An Lan Xiao Mei
REEE | LA —
Xu, Qing Wang, Dao Zheng, Yu Li
Zhong Yuan '
PIZ4E Liu, | #BEE Zou, BRI Zou,
Ji Hong Jian Mao Shi
YN BR~FLLI -
Xue, Ren Chen, Shou Jgifﬁmfor(juan,
Yang Shan 9 9
S8 Kuo, RilFE
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Cheng

Zhang, Xun
Shun

FEF
Luo, Yun
Ping

SAfE& Wu,
Bo Wei

#ENEA: Lai,
Shun Sheng

Liang, Shang
Yong

LN
Shen, Jian
Hong

Z% Cai
Ting

[EIREE Tan,
Zhen Chu

“RF Gu,
Fong Xiang

M4 Lin,
Jin Shen

SECHEL:
Wang Ya
Qian

i EE He,
Yi Wu

HIHE Xia,
Gong Qiang

HH Lian,
Zhan

Zhi Fei,

Hua

* R
Ling, Yang
Gang

TRAEIE
Zhang, Ji
Zheng

#2518 Qian,
Fu

TR Shi,
Qi Yang

i SZt& Ke,
Wen Fu

TR
Zhang,
Fong Xu

* Bl Al
Qiu,
Chuang
Huan

SN
Zhou, Ju
Cun

ES A
Yuan Cu

P2
Chen, Lu
An

* G L,
Teng Hui

Source: Information based upon Liu, Weikai, Zdpngguo kuomintang
zhiming Lu(Taipei, 1994).
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Appendix 8-2. The Members of the KMT Central Gmmittee

13" National Convention 07 December 1988

Administra
tive Representatives Entrepreneur
officials Military Party affairs /Legislators Intellectual | s Others
R GG \ B _ %R
2= L, Hao, Bo FRIFFEE Sun, =BE{" Gao, Yu | ZFg#EfE L, | £E=E Wang, | Chiang, Xiao
Huan Cun Shi Auan Ren Zhuang Gui | Yu Yun Yong
. gjﬁ/#"ﬂ—f . o § EE’D?A‘E EE 515 Luo
5 Sun, | Zheng, Wie | {53225 Ni, fifFApL Su, Nan | Zheng, Xin | EXf# Wang, | J -~ 7
Yun Xian Yuan Wen Ya Cheng Xiong Xiao Lan 9
e BR=FLL ] _ N EiEPs ‘
Song, Chu | Chen, Shou | falEHiX He, Yi | [ Chen, Kuo, Nan | =ZRH Gu, AIEIE Yu,
Yu Shan Wu Jin Rang Hong Zhen Fu Fan Ying
R ] EE 3
Lin, Yang B Xu, | %4 Jian, PEH# Chen, B #% Wei, | &7kE Wan, | Wang, Jia
Gang Li Nong Han Sheng Tian Miao yong Yong Gui Hua
e REES R 4 4 Qian
Wu, Bo Sun, Chang | #E 7% Zhao, | ##ilé Huang, | Shao, Yu | ¥l Xu, chun ’
Xiong Zhi Zi Qi Jing Feng Min Sheng Fa
[E— 33
EER | M . x W S WU,
Zhang, Xiao| % Jiang, [E755% Zhou, | RFJE Zhang, | EVER Xia, | =nAER Gao, Chun Yi
Yan Zhong Ling | Hong Tao Zi Yuan Han Min Qing Yuan
* AR B
Qiu, REEE = B
Chuang Wen, Ha 318 Ke, Gao, Min jF8 Zhang, | S5k i,
Huan Xiong 5B §# Kuo, Ji | Wen Fu Hui Ping Zhao Jin Qiu
) FTHZ
#% 1% Qian, | & & Sun, | #JI7& Hua, HEACEE Hong, Wang, Jia | 4Z# Zhu, HAE wWu,
Fu Zhen Jia Zhi Dong Gui Yi An Xiong Shi Song
wHERk EEE S N
Huang, Zun | Yan, Bai BiEdZ: Chen, | [fif#4 Chen, S Wu, ikj;ﬁnﬂM?naI’
Qiu Qian Xi An Geng Qian Jin Cai 9
EER BT -
Zhang, Xaio | #f B Zou, | ZER Li, Zhi | FHFEF Zhou, Gao, Hui ?ﬁi Wu,
. . . ian Guo
Ci Jian Min Su Fu Yu
BH
Guan, g G2y Zheng, | AREDJE Lin, FRE T Lin,
Zhong Ji Peng Feng Shi Ji Yuan Deng Fei
ERe s DAL [
B Xie, | Kuo, Ru FFSCE Xu, Ruan, Da ;E]e:l Kuo,
Dong Ming | Lin Wen Zhi Nian
P2 HEFH _ sl
Chen, Lu Kuo, Zong S Wu, Jin | BFE Ma, Huang, Shun
An Qing Zan Ke Run De
- [ EaUiH ZREER
él‘?fj;uMa’ Huang, 5/KE Wu, Qin, Xiao Eg%oj;:i:nhou,
9 Xing Qiang Shui Yun Yi
HER AR
sk xu, | SEEA Ye, #3ff% Huang, | Qiao, Bao itz Cnen.
Shui De Chang Tong Zhen Yue Tai 9 9
WHER BeEE KB e e
Xiao, Wan | Yang, Ting Bif#ia Chen, | zhu, Jian Eonf%Enuan,
Chang Yun Jian Zhi Zhang 9
SO A T
W5 Shi, | zhong, Hu SB4:4 Pan, | Liang, i e,
Qi Yang Bin Wei Gang Shang Yong 9
EBX j T RBAE
Mao, Gao JBE¥EA Liao, Fu | Wang, Yi Zhang, Yu
Wen Ben Ding Sheng
N HHE
M Lian, v : =75 L,
Zhan U Huang, | Yang, Ri Xiu Hui
Ze Qing Xu
TREEFS
Zhang, R38R Zhang, gfjf Ei:u’
Bang Jian Wen Xian
& HAA
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Wong, Wen Huang, Tian
Wei Cai
AE L, £+ Cai,
Kuo Ting You Shi
TRILEE Xu, BRE GU,
Li De Jia Hua
Bt TR R
Jiang, Yan Zhang, Jia
Shi Xiang
iRtHE
ATEREE Yu, Zhang, Zu
Guo Hua Zhi
ey R} Zhan,
v Tian Xin
Xin
R
Dingt skt Shi,
a1 Chun Ren
Shi
ST o
Zhao, Shou gcof Shen,
Bo 9
1=}
Wang b Chen,
Sheng Sang Ling
JEIETX FT
Chu, Song Liang, Zi
Qiu Heng
Wang. 3 HESER
Wang, Jian o We '
Xuan
o, AR L
s Hai Tian
Guang Shun
TR
BT Ma, Zhang, Xi
Zhen Fang Zhe
%%% FOET N[/ ALl
Xiao, Tian éé%ufgrfiﬁ :;l:?
Zan 9
el Y & Shen
Zhang, Jing Yo )
Yu
Sz ok
%?nz BRBKLLI Lin,
Rong ji Qiu Shan
WL e
Huang, Kun é%;/gf; Hou,
Hui
a4 Lin,
Jin Sheng
TREH
Zhang, Feng
Xu
L Xie,
Shen Shan
BREE Yu,
Yu Xian
MR Lin,
Feng Zheng
BARM
Huang, Da
Zhou
LB Sun,
Xin Lian
BHEH Yu,
Mu Ming
B
Shen,
Chang Huan
FpiE
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Kuo, Wan
Rong
H/KA
Zheng, Shui
Zhi
TRAETE
Zhang, Ji
Zheng
CES
Mei, Ke
Wang
FEBR(T
Jiang, Lian
Ru
FEE L,
Ho Gao
Liang, Su
Rong
BERAEE Qu,
Shao Hua
Ji<e A Shi,
Jin Chi
BrhEe
Yang, Xi
Kun
Kuo, Wei
Fan
FRPRED Lin,
Zhen Kuo
F55% L,
JinYi
TREEE
Zhang, Li
Tang
< Ye,
Jin Feng
TS
Liang, Kuo
Shu
EEFE
Wang,
Zhang Qing
REE L,
Chang Yi
N7 Pu,
Da Hai
BT
Wang, Shu
Lin
TR Xu,
Jing Yuan
HIEFT Tu,
De Qi
Source: Information based upon Liu, Weikai, Zdpngguo kuomintang zhiming (taipei, 1994).
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Appendix 8-4. Public Opinion Concerning the Crossisait Relations (%)

Date Friendly (%) Unfriendly/Hostile(%)
06-1995 14 45
* 06-1995 4 69.5
**06-1995 11.9 48.3
07-1995 7.7 83.4
07-1995 18.9 38.6
07-1995 10 47
07-1995 8 53
07-1995 13.2 43.5
08-1995 8 56
* 08-1995 2.3 73.4
**(08-1995 14 46.6
* 09-1995 3.8 88
**(09-1995 16.6 68.8
01-1996 12 47
01-1996 18.9 31.9
* 02-1996 3.2 74.6
**02-1996 14.1 49.7
03-1996 8 53
03-1996 13.1 51.3
* 03-1996 4.6 76.1
**(03-1996 14.8 53.9
04-1996 24.2 31
* 04-1996 20.3 69.4
**08-1996 36.1 46.5
09-1996 17 45
* 10-1996 4.5 60
**10-1996 18 43.3
01-1997 14 47
* 02-1997 9.8 74.6
**(02-1997 27.6 50.6
* 02-1997 3.3 73.3
**02-1997 16 40.6
07-1997 17 46
* 08-1997 10.5 82.3
**(08-1997 36.9 53
10-1997 16.1 39.5
12-1997 24 35.9
02-1998 21 39
* 04-1998 16.5 63.2
**(04-1998 32.9 47.4
* 05-1998 10.1 64.3
**(05-1998 22.9 48.7
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06-1998 25.4 28.2
07-1998 15.7 48.9
* 07-1998 7.7 61.1
**07-1998 22.4 42.4
07-1998 10.] 50.6
* 08-1998 4.7 60.8
**08-1998 12.9 52.7
* 09-1998 6.8 68.3
**09-1998 18 52.8
10-1998 21.2 40.5
10-1998 20.5 41.3
* 10-1998 7.7 58.5
**10-1998 16.9 48.8
* 03-1999 8.5 63.6
**03-1999 19.6 475
07-1999 12.7 52.9
* 08-1999 8.4 88.5
**08-1999 27.3 66.7
09-1999 10 57.8
11-1999 15.] 48.5

Note: * the attitudes of the Chinese governmentials the Taiwanese government; ** the attitudes of
the Chinese government towards Taiwanese people.

Source: Mainland Affairs Council, InvestgationsRublic Opinion Polls,
http://www.mac.gov.tw/public/Attachment/9771114546&. (accessed 14 September 2010).
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Appendix 8-5. People's Expectations of Future Crosstrait Relations (%)

Remaining

status quo

and Remain status Immedi

Immediate| independeng Remain quo and Remain status quo | ate
independe| e in the status quo | decide in the | and unification in unificati

Date nce future forever future the future on N/A
01-1994 2.8 7.9 11.2 324 23(2 43 186
02-1994 4.4 8 12.3 32.p 23{3 4.1 1%.7
04-1994 4 8.3 12.9 43.1 18]3 25 11
07-1994 3.2 8.4 9.9 42.p 17|2 3.5 1%.6
09-1994 7.4 11.7 17 31y 13}4 4.4 14.2
10-1994 4.6 7.1 12.7 36.6 18(9 3.7 16.4
02-1995 2.4 7.4 21.2 349 2114 3.2 9.5
02-1995 3.1 7.5 16.2 298 16/1 27 246
06-1995 6.4 6.7 13.8 324 23|11 34 14.2
08-1995 5.9 9.9 11.1 354 22(7 2.8 122
09-1995 3.7 8 12.2 42.8 24[2 3.3 5.8
11-1995 34 10.6 12.3 324 239 19 155
02-1996 4.4 8.9 13.9 412 20(7 1.8 9.5
03-1996 7.8 12.7 16.8 339 17,3 1.5 10
08-1996 6.3 9.9 19.3 340 22 4.8 3.6
10-1996 5.5 10.9 15.5 304 22,6 4.2 12.9
11-1996 4.8 10.2 9.3 35[7 254 33 113
02-1997 8.7 12.6 21 24.8 2117 5 g.3
08-1997 10 11.2 21.6 354 1319 5.1 2.8
09-1997 9 10.7 13.9 348 215 31 1.6
11-1997 9.5 6.7 18.% 4p 15(7 3.8 3.8
12-1997 7.5 124 19.6 297 163 33 112
04-1998 6.1 13 14 39.2 17{7 312 4.8
05-1998 6.7 11.6 14 36.6 17{2 3.9 8
05-1998 1 184 - 41.1 26.8 27 8
06-1998 19.3 15.2 209 * 241 102 10.4
07-1998 6 29.3 24% * 31.1L 24 6|8
07-1998 4.3 37.5 18.3 30/4 1.3 §.1
07-1998 4.9 12.9 15.8 349 16/5 19 181
08-1998 7.4 12.9 15.38 305 14,9 8 18.2
08-1998 4.1 32.1 238 * 274 1|3 115
09-1998 18.1 15.5 176 * 211 11 16.8
09-1998 7.3 12.4 14.4 36 13{3 3.5 13.3
10-1998 12.4 11.6 258 * 202 95 209
10-1998 18.7] 11.4 29 * 15.p 95 16.2
10-1998 7 12 17.5 35.6 13)5 214 12
03-1999 5.9 12.3 18.1 403 17,5 3.7 3.3
03-1999 14 10 21 * 16 7 *
03-1999 4.2 11.3 19.Y 348 14,8 35 127
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04-1999 17 12 37 17 *
04-1999 20.7 14.3 219 185 12 12.5
04-1999 16 14 29 15 *
04-1999 18 12 23 2( 11 >
04-1999 17 14 28 1¢ *
04-1999 4.6 13.6 19.4 30,8 1411 3. 15.2
07-1999 19.4 14.9 24y 1418 ] 16.3
07-1999 5.9 2] 10.2 37.8 20{5 0. 3.6
07-1999 19 14 29 14 *
08-1999 14.3 13.8 12.2 3916 16.3 2. 1.3
10-1999 4.6 17 15.4 36.6 14(9 1. 8.
10-1999 18 12 3] 2( 5 *
11-1999 19.8 12.8 25.8 14.2 8 1§.7
12-1999 16 16 3( 14 *

Note: * options not included in the interviews.

Source: Mainland Affairs Council, Investigation Bablic Opinion Polls,
http://www.mac.gov.tw/public/Attachment/977111598. (accessed 14 September 2010).
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Appendix 8-6. Public Opinion on China's Military Threats to Taiwan: Was it
Possible that China Would Invade Taiwan by Military Force under Certain

Circumstances? (%)

11%

Date Possible| Impossibl
07-1995: before 1997 8.9 79.9
07-1995: Taiwan declares independence 59.1 27.5
07-1995: Taiwan refused 'one country, two system' 6.42 53.8
08-95: foreign force intervenes cross-strait pati

conflicts 43 29
10-1995: Taiwan declares independence 63.1 17.7
11-1995: Taiwan declares independence 53 185
01-1996 34 46
03-1996 9 68

Source: Mainland Affairs Council, Investigation Bablic Opinion Polls,
http:www.mac.gov.tw/public/mmo/mac/tab2.htm. (asees14 September 2010).
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Appendix 8-7. Public Opinion on 'One Country, Two §stems' to Solve the
Political Conflicts across the Strait (%)

Date agree disagree

01-1991 7.7 74.1
08-1991 8 53
06-1992 4.4 68.5
01-1993 9.1 78.9
08-1993 5.2 80.3
09-1993 6.1 68.8
10-1993 4.7 78.8
10-1993 3.3 91.7
02-1994 4.1 73.8
03-1995 7.8 84.5
07-1995 3.5 77.7
03-1996 3.9 715
12-1996 14 54
02-1997 6.2 74.5
05-1997 12.9 60.9
07-1997 21 62

Source: Mainland Affairs Council, Investigation Bablic Opinion Polls,
http://www.mac.gov.tw/fp.asp?fpage=cpxtem=67599.lmcessed 14 September 2010).

221



Appendix 8-8. Public Opinions on 'Special State-t&tate Relations’ (%)

Date agree disagree N/A
10/Jun/99-11/Jul/99 48.9 29.6 21.6
12/Jun/99-12/Jul/99 56.1 22 1.9
13/Jul/99-14/Jul/99 60.9 26.6

14/Jul/99-15/Jul/99 43 18 20
14/Jul/99-15/Jul/99 73.8 17.3 9.4
15/Jul/99-15/Jul/99 45.9 26.5 27.6
16/Jul/99-17/Jul/99 55.2 23.4

17/Jul/99-18/Jul/99 57.8 27.5

19/Jul/99-20/Jul/99 78.4 15.3 6.3

Source: Mainland Affairs Council, Investigation Bablic Opinion Polls,

http://www.mac.gov.tw/public/Attachment/97711179%im. (accessed 14 September 2010).
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Appendix 8-9 Public Opinion on Taiwanese Investment in China (%)

Date Questions
09- Do you agree that the government Agree:5| Disagre
1996 slow down investment in China? | O e:26
Concerning government's More Remain
02- restrictions on Taiwanese strict: status | Loosen| Depends:
1997 investment in China: 55.3 quo:4 :17.9 12.9
The amount of Taiwanese Too Too
05- investment in China has increased fast: Modera | slow:
1997 five times in the past five years. | 58.1 te:33.8 | 4.7
What do you think is the impact of No Very
the increasing investment scale of| Very influen harmf
05- Taiwanese investment in China on benefici | Benefic | ce: Harmful: ul:
1997 Taiwan's economy? al:2.8 ial: 18.7| 11.6 46.5 18.6
05- Should the government regulate | Yes: No:
1997 Taiwanese investment in China? | 83.8 13.8
Increas Remai
e n
restricti | Loosen | status
05- Should the government's restrictionsns: restricti | quo:
1997 on investment in China be adjuste27.6 ons: 27 | 20.7
Will loosening the restrictions on
Taiwanese investment in China
11- influence Taiwan's economic
1997 development? Yes:61] N0:29|2
Increas Remai
e Loosen | n (1200
restricti | restricti | status | Enterprises
09- Should government's restrictions qrons: ons: quo: that invest
1998 investment in China be adjusted? | 4.35 50.32 19.7 in China)
Do you agree that the government Very Very
09- should prohibit investment the agree: | Agree: | Disagr | disagree:
1998 high-tech enterprises in China? 35.9 30.7 ee:17.7| 6.2
Do you agree that the government Very Disagr | Very
10- prohibit investment by the high-teghagree: | Agree: | ee: disagree:
1998 enterprises in China? 54.9 22.8 10.3 4.4
Losen
More Remain | restrict
03- Should government's restrictions arstrict: status | ions: Depends: | Other
1999 investment in China be adjusted? | 61.8 quo:3.2 | 14.7 3.9 s: 17
Should the government adjust the
maximum amount (50 million No
11- dollars) of Taiwanese investment inContinu | Loosen: | opinio
1999 China? e: 63.3 | 23.2 n: 13.4

Source: Mainland Affairs Council, Investigation Bablic Opinion Polls,
http://www.mac.gov.tw/fp.asp?fpage=cpxtem=67610.l{tncessed 14 September 2010).
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Appendix 8-10. Public Opinions on 'No hurry, Be paent' Policy (%)

Date Agree Disagree Adjusted
19/Nov/97 56.4 30.8

08/Dec/97 12.5 57.9
20/Apr/98-22/Apr/98 19 60
6/Aug/98-7/Aug/98 47 24.9

08/Apr/99-10/Apr/99 22.6 56.6
29/Jun/99-1/Jul/99 45.4 36.2

Source: Mainland Affairs Council, Investigation Bablic Opinion Polls,

http://www.mac.gov.tw/fp.asp?fpage=cpxtem=67608.H{arncessed 14 September 2010).
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Appendix 8-11. Public Opinion on Direct Transport Links with China (%)

Date
Without Under No
conditions: | conditions: | Disagree| oinion
02-1994 | Concerning direct flights[?8.6 61.5 :8.5 1215
Without Under No
conditions: | conditions: | Disagree| oinion
02-1994 | Concerning direct flights[?5.3 64 1153 1154
No
Without Under opinio
conditions: | conditions: | Disagree| n:
06-1994 | Concerning direct flights?6.1 58.6 :20.8 14.6
No
Without Under opinio
conditions:7.| conditions: | Disagree| n:
07-1995 | Concerning direct flights[?3 62 9.6 21.1
No
Disagree: | opinion:
07-1995 | Concerning direct flights?  Agree: 44.240.5 15.2
No
Disagree: | opinion:
04-1996 | Concerning direct flights? Agree: 452.26.5 21.1
Will direct transport links
01-1997 | affect national security? Yes: 48 No: 31
15/Oct/9 | Will direct transport links
7 affect national security? Yes:47.8 No0:29.3
Will direct transport links
02-1997 | affect national security? Yes: 43.9 No: 43.3
Without Under
conditions: | conditions: | Disagree| Depen
02-1997 | Concerning direct flights[?8.2 79 1.2 ds:6.8
Without Under
conditions: | conditions: | Disagree| Depen
11-1997 | Concerning direct flights?8.2 79 1 4.6 ds: 1.1
Disagree:
01-1997 | Concerning direct flights? Agree: 43| 37
Disagree:
10-1997 | Concerning direct flights?  Agree: 41734
Disagree:
04-1998 | Concerning direct flights? Agree: 52| 32
Disagree:
06-1998 | Concerning direct flights? Agree: 69.216.8
Will direct transport links
06-1998 | affect national security? Yes: 46.4 No: 40.7
No
Without Under opinio
Conditions: | conditions: | Disagree| n:
03-1999 | Concerning direct flights[?10.6 72.7 1 2.5 14,2
No
Disagree: | opinion:
11-1999 | Concerning direct flights? Agree: 46| 42 12
11-1999 | Will direct transport linkg ~ Yes: 68 No: 22 | No
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affect national security? opinion:
10
No
Disagree: | opinion:
11-1999 | Concerning direct flights? Agree: 45.034.4 19.7
Source: Mainland Affairs Council, Investigation Bablic Opinion Polls,
www.mac.gov.tw/public/mmo/mac/tab7.htm. (accessé&eptember 2010).
Appendix 8-12 Public Opinions on Maneuvers of the IPA (%)
Date Questions No Yes
03-1996| Do maneuvers of the PLA panic you? 73 14.3
02-1996| Do maneuvers influence your voting behaou 84.9 5.3
02-1996| Do maneuvers influence your voting beha®ou 83.3 4.2
04-1996| Do maneuvers influence your investme@hima? 77 23

Source: Mainland Affairs Council, Investigation Bablic Opinion Polls,
www.mac.gov.tw/public/mmo/mac/tab4.htm. (accesse&aptember 2010).
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