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Executive Summary

70s brought about a massive wave of industri-

alization and economic growth, driven mainly
by the development of a thriving high technology sec-
tor. The economic drivers underlying the Taiwan Mir-
acle were centrally controlled by the Nationalist party,
Kuomintang (KMT) (¥
B &), who man-
aged critical relation-
ships in both directions:
between local industry
and the global markets
where trading partners
bought Taiwanese goods.

The Taiwan Miracle (4 # 4 %) of the 1960s and

After establishing a di-
verse and robust tech-
nology-driven export
economy, the resulting
high wages and creation of labor unions were factors
in the push towards democratization in the late 1980s.
The period of rapid economic development coincided
with the bottom-up civil society movements and the
beginnings of political liberalization. This ultimately
led to a subsequent top-down democratization pro-
cess that began with the lifting of martial law and ad-
mittance of new political parties, such as the Demo-
cratic Progressive Party (DPP) (& £# % &), in the
late 1980s, culminating with direct legislative and
presidential elections in 1992 and 1996, respectively.

In the more recent decades since the surge of the
economy in the late 1970s and early 1980s, Taiwan’s
competitive edge in its high technology industries has
been eroded by cheaper access to labor and other fac-
tor endowments in competing countries undergoing
their own rapid development such as China, South
Korea, and Vietnam. With export and GDP targets
stagnating in the last decade, it is imperative for Tai-
wan to revive its technology manufacturing sector
through investments in innovation industries. Recent
electoral outcomes and political campaign messages
in the 2020 election point to growing economic dis-
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“Clearly the trend shows increasing
domination of Legislative Commit-
tees in proposing policies. However,
in-depth research of these bills shows the 21st century. This
that they are more focused on smaller yes differences in the
scale policy at the local level rather
than massive national programs.

satisfaction that has not been effectively addressed by
any recent national economic policies, regardless of
the party in charge of the Executive Yuan at the time.

Although both major political parties in Taiwan agree
on this imperative, many administrations have tried
and failed to success-
fully retrofit Taiwan’s
information communi-
cation technology (ICT)
industry to keep up with
global competition in
research paper eluci-
policy making process
under one-party KMT
rule versus the contested
multi-party status quo to
develop an understanding of the effect that Taiwan’s
democratic system of governance has had on its eco-
nomic development while providing recommenda-
tions on potential areas for reform or improvement.
As such, Taiwan’s experience may offer a model for
democratizing countries with developing economies.
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Introduction

Democracy’s Moment of Reckoning with
Globalization

and beyond, countries with democratic political

systems and developed economies are facing a
moment of reckoning. For the past 50 years, increasing
global economic integration has coexisted (and often
been vociferously supported) by groups of all political
persuasion within multi-party political systems. While
this process has increased living standards for hundreds
of millions globally, given domestic businesses access to
international markets, and provided citizens with access
to better products at lower costs, the undesirable conse-
quences of globalization are suddenly coming into focus.

From the United States to the United Kingdom

Tensions around wage stagnation, income inequality,
offshoring of manufacturing jobs, and trade imbalances
are increasingly being reflected in emerging brands of
populist politics that gain grassroots support through
giving voice to the anger of forgotten working classes.
Unfortunately, this kind of political rhetoric often con-
tains vitriolic anti-immigrant and nationalistic strands,
resulting in violent extremes. Through the lens of pop-
ulism, it is easy to view the global economy as noth-
ing more than a zero-sum game with countries con-
stantly seeking an upper hand over their adversaries.

Thus far, countries that previously promoted demo-
cratic values abroad have not delivered an adequate
response to the legitimate grievances of their citizens.
With growing anxieties surrounding labor automation,
sovereign debt crises, and increasingly interlinked
trade and financial networks, many have begun to
ask if democracies are actually capable of managing
long-term economic development through short-term
political cycles. This question is particularly acute
when considering the cross-border nature of financial
markets and the established importance of multilat-
eral organizations such as the World Trade Organiza-
tion (WTO) and International Monetary Fund
(IMF) in setting the “rules of the game”.

So how do democratic societies deliver more econom-
ic benefits for its people in spite of the negative side
effects and confounding complexities of globaliza-
tion? Unsurprisingly, the answer is anything but clear
cut—potential solutions will inevitably be multi-fac-
eted and subject to unique circumstances of the coun-
try in question. Instead of searching for a magic bul-
let to address these problems, a better approach can
be found in exploring potential frameworks to man-
age the myopic nature of democratic politics within
the context of long-term economic development in
an increasingly connected and globalized system.

Of course, we must ask where Taiwan fits into this
conversation. Although existing under a particularly
unique set of historical consequences, many aspects
of Taiwan’s contemporary economic challenges are
similar to those of other developed and democratic na-
tions. Luckily for Taiwan, ugly forms of populist poli-
tics capitalizing on xenophobia and other types of fear-
mongering have not taken root, although identity issues
are core to the question of the island’s political status.
Exploring how to navigate the challenges of economic
development in the midst of Taiwan’s ongoing demo-
cratic evolution is the focus of this research project.

Modern Taiwan:
Democratization with Development

With the emerging issues of globalization faced by de-
mocracies as a backdrop, Taiwan makes for a particular-
ly interesting case study. As a “third wave” democracy
that is continuing its process of consolidation, the out-
comes of economic policies implemented when Taiwan
was under the rule of a one-party military state are still
reverberating today. Consequently, many are beginning
to wonder whether Taiwan’s democratic institutions
are capable of delivering the same kinds of economic
successes delivered by the KMT during the martial law
period. This question is particularly pressing in light of
the fractious nature of domestic politics in Taiwan, with
conflicting concepts around the nature of national iden-
tity, autonomy, and social justice being injected into
many aspects of economic policy making —particularly
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in the arena of international trade. This is due to the fact
that Taiwan’s economy remains export-oriented and
highly dependent on supply chains embedded within its
main trade partner and chief political adversary — China.

Ironically, the stage was set for these debates to play
out through Taiwan’s emergence as one of the four
“Asian Tigers” along with Hong Kong, Singapore, and
South Korea. The rapid economic growth engineered
by the KMT has come to be known as the Taiwan
Miracle, during which time living standards and GDP
grew at an astounding rate. With this esteemed status
as one of the most vibrant economies in Asia as histori-
cal retrospective, it is important to consider how and
why Taiwan has fallen behind most of its fellow tigers.

70000 T T T T T

Singapore

60000 |-

S000; [ Hang Kong_

_‘\//Taiwan

40000

South
Korea
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Figure 1: GDP Growth of Four Asian Tigers (1960-2014)"
Identity Politics as Economic Battleground

As things stand, Taiwan is home to a young and vi-
brant democracy that many consider to be one of the
most successful in Asia—if not the entire world. In its
2019 Freedom in the World report, Freedom House
gave Taiwan top scores on political rights and civil lib

1 “Four Asian Tigers.” Wikipedia, Wikimedia Foundation, 26 Nov.
2018, en.wikipedia.org/wiki/Four_Asian_Tigers.
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erties.” Oftentimes, this vibrancy devolves into a
fierce battleground foridentity politics to play out - usual-
ly pitting the more mainland-aligned visions of the KMT
against the DPP’s staunchly pro-independence faction.

The blue-green political divide has been most prevalent
in considerations around Taiwan’s trade and investment
policies. Spring 2014 saw the triumph of the student-
led Sunflower Movement® — an event sparked by the
KMT’s efforts to quickly ratify a trade treaty before
completion of the standard legislative review process.
Known as the Cross-Strait Services Trade Agreement
(CSSTA), the deal aimed to liberalize trade in services
and open up more investment opportunities between
Taiwan and China. With Taiwan’s sovereignty continu-
ally challenged through political and militaristic means,
opponents of the treaty voiced concern that it would
give China dangerous access to critical industries such
as finance and media. After occupying the Legislative
Yuan for 23 days in the spring of 2014, the Sunflow-
er Movement achieved its primary objective and pre-
vented the passage of the CSSTA. The CSSTA sought
to build upon increasingly close ties between Taipei
and Beijing, enjoying strong support by President Ma
Ying-jeou and his KMT allies in the Legislative Yuan.
After the passage of the Economic Cooperation Frame-
work Agreement (ECFA) between Taiwan and China
in 2010, the CCSTA was touted to be a natural ex-
tension of the previous deal that had granted Taiwan
tariff-free access to the mainland market for 539 prod-
ucts as China pushed for further economic integration.*

Just a few years later, the historical consequences of
these events continue to unfold before our eyes. The
civil society protests of 2014 and the election results
of 2016 and 2020 can be viewed as a democratic re-
jection of closer economic integration between Tai-
wan and China. Although the protests were not di-

2 “Taiwan.” Freedom House, 1 June 2019, freedomhouse.org/report/
freedom-world/2019/taiwan.
3 Keim, Anna Beth. “Taiwan's Kids Are Not All Right.” Foreign Policy,
Foreign Policy, 17 May 2016, foreignpolicy.com/2016/05/17/taiwans-kids-are-
not-all-right-youth-dpp-tsai-ing-wen-youth-movement-china-discontent/.
4 “Economic Cooperation Framework Agreement.” Wikipedia,
Wikimedia Foundation, 5 Nov. 2018, en.wikipedia.org/wiki/Economic_Coopera-
tion_Framework_Agreement.
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rectly led or promoted by the DPP, they

nonetheless became a flashpoint of identity

politics that eventually carried over into re-
sounding electoral victories for DPP-backed
candidates. Problematically for President Tsai Ing-
wen (% % ), Taiwan’s export-driven economy had
grown increasingly dependent on trade with China in
the previous 16 years. Exports generally account for
roughly 70% of Taiwan’s GDP with 40% of the val-
ue of those exports going to China and Hong Kong.’

Taiwan's trade with China

W Taiwan Exports to China B Taiwan Imports From China
$90 billion

75

6

4

B LA
Oinl“j.lll
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Figure 2: Taiwan’s trade with China®

Beyond trade policy, Taiwanese politics also encoun-
ter turbulence around other divisive issues such as
transitional justice, financial regulation, contracting
for government projects, and more. While diverse in
their respective issues, these conflicts all ultimately
stem from the same common source: divergent ideas
of Taiwan’s current identity and its economic future.

Overcoming this source of division while charting a
course for reinvigorating Taiwan’s stagnant economy
is the most pressing matter facing current and future
administrations. In particular, we seek to analyze how
administrations throughout recent history have all tried
to do the same thing: make Taiwan’s ICT industry
globally competitive again. It is the authors’ opinion
that the search for options and the likelihood of their
success can only be assessed through a historical analy-
sis of efforts to date viewed in the context of Taiwan’s
current policy making environment and mechanisms.

5 “Taiwan Exports.” | 1998-2018 | Data | Chart | Calendar,
TRADING ECONOMICS, tradingeconomics.com/taiwan/exports.
6 Horwitz, Josh. "Taiwan's Trade with China." Atlas. Quartz,

14 Dec. 2016, https://www.theatlas.com/charts/HyFsBvCme
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Where Next for Taiwan?
Charting a Course for the Future

Before charting potential courses for the economy going
forward, it is essential to first understand how Taiwan
arrived at this point. To do that, we must understand
two distinct but interlinked eras within Taiwan’s mod-
ern history. The first era covers the rapid industrializa-
tion of the economy in the second half of the twentieth
century. The Taiwan Miracle saw the economy undergo
consistent year-over-year annual growth, peaking in the
1970s at an average rate of 10.7%. The healthy sus-
tained growth over this period drastically accelerated
living conditions, average wages, and labor organiza-
tion that provided necessary preconditions for democ-
ratization. This second epochal shift began developing
in the mid-1980s, as the development of labor unions
began to spill over into other forms of political organi-
zation. This set off a chain of events including transfers
of power within the KMT hierarchy, constitutional re-
form, and finally the direct presidential election of 1996.

Since this major milestone in Taiwan’s political his-
tory, the economy has grown steadily albeit non-
spectacularly. Four different presidents were elected
between 1996 and 2016, with alternation between
KMT and DPP. As Taiwan’s democracy consolidated,
a chasm between gross domestic product (GDP) per
capita and real earnings gradually opened wider and
wider. Since these two lines crossed in 1995 they have
only grown further apart since, leaving many in Tai-
wan to wonder: “If the economy is doing well, why
I am not seeing any of those benefits for myself?”

Real Earning and GDP per capita in Taiwan

1980 1983 1986 1989 1992 1995 1998 2001 2004 2007 2010 2013 2016

Regular Earning (USD) GOP per capita
(manth/ USD)

Figure 3: Real earning and GDP per capita in Taiwan’

7 MOEA data.
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From 1996 to 2018, GDP per capita has grown 87 per-
cent, yet real earnings are only up by 22 percent.® Many
scholars have attempted to diagnose the cause of this
unhinging between GDP and earnings growth, yet there
is no agreed upon consensus on the definitive source of
this issue. One suggested theory is that the steadily de-
creasing value of exported goods cannot keep pace with
the import costs of other goods, thus raising prices in Tai-
wan while netting less cash for workers.’ This possibili-
ty, alongside the decreasing returns to labor due to man-
ufacturing automation are two possible driving forces
contributing to wage stagnation over the past 20 years.

The discrepancy between GDP and wage growth has
given rise to a general feeling of economic malaise
that has impacted Taiwan’s politics in multifaceted
ways—most dramatically manifested in the protests
of the Sunflower Movement of 2014. While there
were numerous underlying issues contributing to the
activist’s motivations, undoubtedly many participat-
ing students felt that the Ma government (and previ-
ous administrations) had not done enough to provide
young generations with economic opportunities. The
pervasive sense of hopelessness along with politi-
cal disillusionment that Taiwan was being “sold out”
to China proved to be a powder keg for activism with
ongoing reverberations. So why have successive gov-
ernments tried and failed to evolve Taiwan’s econ-
omy to bring more benefits back to its labor force?

There is no simple answer but increasing global com-
petition in Taiwan’s traditionally foundational indus-
tries are certainly a contributing factor. Whether under
a KMT or DPP administration, both parties have tried
to revive the fortunes of the ICT industry. For Presi-
dent Chen Shui-bian in the early 2000s this took the
form of the first and second “National Development
Plan for a New Century” while President Ma Ying-
jeou brought forth the “Challenge 2008: Six-Year
National Development Plan.”!® Both of these plans
attempted to foster the development of new industry

8 “FHHRUCYE, ATAFTBER —R [T FALSMK
#1457, 49 A the reporter,

2018.05.25, https://www.twreporter.org/a/unequal-distribution-of-income

9 Wiath, HFE (015) @ <EEKREK. HFREF DREGEH
HEBLHEEAHRERAZARE>

10 Website of National Development Council, R.0.C

January 2020

and the improvement of existing ones, includ-
ing digital content (such as software, online
games, media, music, and more) and biotech-
nology. The program was branded as “Two Tril-
lion and Twin Star Development” but subsequently
reported huge losses in profit due to lack of techno-
logical edge in the target industries. President Ma did
not continue to pursue this losing strategy and the plan
was subsequently shelved during his administration.!!

The research question that this project seeks to answer
is how democratically elected governments in Taiwan
can more effectively navigate, design, and administer
economic policies and programs. To do so, we need to
develop a detailed understanding of the policy mak-
ing process both during the era of one-party KMT
rule and during the current period of ongoing multi-
party politics. Before discussing the effects of Tai-
wan’s democratic system on its’ economy post-1996,
we must first understand the interaction between eco-
nomic development and political evolution in Taiwan.

11 “Post-Industrial Development in East Asia: Taiwan and
South Korea in Comparison.” Post-Industrial Development in East
Asia: Taiwan and South Korea in Comparison, by Min-Hua Chiang,
Palgrave Macmillan, 2018, pp. 77-77.
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From Reconstruction to The Taiwan Miracle and Beyond

Part I: Land Reform (1945-1960)

trol of Taiwan, the Nationalists lost the Chinese
Civil War and consequently asserted control over
the island. The chaos of this momentous historical
event, alongside the civil unrest generated by the 228
Incident and the need for massive reconstruction proj-
ects due to American shelling of Japanese infrastruc-
ture put Taiwan’s post-war economy in a precarious po-
sition. With economic
output shrinking, a pe-
riod of hyperinflation
ensued, resulting in the
issuance of the New
Taiwan dollar by the
Bank of Taiwan in June
1949. The swapping of
the Old Taiwan dollar
for the New at a rate
of 40,000 to 1 helped
stabilize prices and
paved the way for a pe-
riod of gradual growth.

In the aftermath of World War II, Japan ceded con-

During this era, Tai-
wan’s economy was
almost entirely dependent on agricultural output to
sustain the livelihood of the people. With three-fifths
of the population working as farmers, maintaining
food prices was highly dependent on access to farm-
ing lands and subsequent policies. Through land re-
form policies, crop yields increased significantly
leading to a surplus of agricultural resources primed
for export and an influx of foreign exchange along-
side imposition of import controls. The simultaneous
“squeezing”'? and “absorption”!? effect paired with for-
eign aid assistance provided by the United States ulti-

Squeezing is a period when borrowing is difficult or a time when prof-
its decline due to increasing costs or decreasing revenues.
13 Absorption is the total demand for all final marketed goods
and services by all economic agents’ resident in an economy, regard-
less of the origin of the goods and services themselves.

“With the transition from one-party rule
with power wielded by “strongman’s
will” to a representative system enabling
action based on “people’s desire”, the
consolidation of Taiwan’s democracy
over the last thirty years is still being
analyzed to understand how it impacts
reform in many areas: institutional, fi-
nancial, economic, and otherwise.

mately generated much needed political and economic
stability as Taiwan worked towards self-sufficiency.

Part II: Domestic Growth and International Inte-
gration (1961-1980)

With the economy stabilized through land reforms,
increasing crop yields, and critical US foreign aid
packages, light industry in Taiwan began to develop
through government support. In the early phases of
industry development, local small and medium enter-
prises (SMEs) weren’t
competitive on global
markets regardless of
production costs or
technology advantages.
As part of an import
substitution industrial-
ization (ISI) strategy,'
the KMT Government
fiercely defended lo-
cal companies against
competition from in-
ternational firms by im-
plementing restrictions
on imports. Credit en-
hancements were also
provided through gov-
ernment guaranteed loans so that the banks could lend
more freely to these firms.”” With the domestic mar-
ket quickly becoming saturated, firms needed to find
new markets to expand to. This created the impetus for
shifts in economic policies — namely those governing
foreign exchange mechanisms and export regulations.

As the end of regular US aid grew near, the need for
full-scale economic development became all the more
pressing. This required mitigation of major prob-
lem areas encountered by prospective investors at the
time, namely the prohibitively high tax burden, cost,

14 “Import Substitution Industrialization.” Wikipedia, Wikimedia Foun-
dation, 30 Aug. 2018, en.wikipedia.org/wiki/Import_substitution_industrializa-
tion.

15 Author interview with Dr. Lin, 11 April 2018.
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and complexity of the investment process. These
problems were largely mitigated by the “Incentive
Investment Regulations,” which encouraged exports
through tax reductions and helped investors more
easily obtain industrial land for manufacturing use.

Unfortunately, this in-
flux of foreign invest-
ment was short lived,
as international chang-
es regarding the Re-
public of China’s po-
litical status created a
climate of uncertainty.
Taiwan’s increasingly
unstable political posi-
tion throughout the 1970s was further exacerbated by a
globaleconomicrecessionthatsawamassivedepreciation
of the US dollar along with soaring commodities prices.

Part III: An Institution-Driven Economic Miracle
and Political Consequences (1981-1996)

The preceding 30 years of growth had transformed Tai-
wan’s economy from small scale sharecropping system
based on agricultural output to one of the four “Asian Ti-
gers” leading the global technology market with produc-
tion of electronic goods, semiconductors, and other high-
value manufactured products. Transformation brought
with it increasing living standards, gross domestic prod-
uct, and innovative industries that could scale to meet
the world’s growing demand for Taiwan-made goods.

With growing grassroots political organization, the
transition to a liberalized, open market economy be-
came all the more apparent to the Nationalist Gov-
ernment. Rather than focusing on pushing policies to
encourage growth at all costs and state-intervention in
industry, efforts would instead be guided towards es-
tablishing free markets across the economy. To guide
this process, the “Economic Innovation Committee”
was established in May 1985 with the input of academ-
ics, economic experts, and representatives of industry.

Viewing this case through the lens of institutional
theory — which states that economic effects on so-

January 2020

“Under any circumstances, any country tion by first developing
transitioning from one-party rule to a
contested democratic system is going
to undergo massive changes when it
comes to the design, deliberation, and
execution of policy decisions.

cial development are largely derived from

the influence of government institutions — it

is clear that the Taiwan Miracle was largely

engineered by prudent policy decisions. Consid-

ering the gradual approach taken in opening markets
to international competi-

local industry through
imposition of import
controls, then creating
channels for absorption
of foreign capital, be-
fore finally launching
large-scale export pro-
motion policies it is clear
that these policies were
ultimately successful because they were well-de-
signed, appropriately timed, and most importantly
calibrated to reflect the position of Taiwan’s econo-
my relative to external factors in the global market.

Aoeloowa( pai1saiuo) e ul sebusjjeyn oiwouodg bunebinep :xnpay sjoeliy uemie|



Taiwan Miracle Redux: Navigating Economic Challenges in a Contested Democracy

Global Taiwan Institute

Taiwan’s Democratization: Opening the Political Marketplace

Part I: Outside the Party, Into a New Era

holder economic policy development process

under the auspices of the Economic Innovation
Committee, changes in Taiwan’s political landscape
began to take hold as well. From the mid-1970s to ear-
ly 1980s members of the Tangwai (& 4}) movement
had begun to contest elections for seats in the Legis-
lative Yuan, despite the fact that opposition parties
were still technically illegal. Under the banner of this
movement, 18 founding members formally established
a new party on Septem-
ber 28, 1986 at the state-
ly Grand Hotel Taipei.'

S hortly after the establishment of a multi-stake-

Despite the legal uncer-
tainty  surrounding the
creation of an opposition
party, the establishment
of the DPP was a water-
shed moment in the po-
litical history of Taiwan."”
With many early party
members working in legal, journalistic, and artistic
fields the Party’s platform and foundational goals are
aligned around constitutional reforms to ensure free-
doms for the press, assembly, association, and speech.

Shortly after the founding of the party, President Chiang
Ching-kuo (# #& B ) announced the end of 40 years of
martial law on July 15, 1987. With the suspended con-
stitution now back in force and a new political party pro-
moting democratic reforms in the ascendancy, the pro-
cess of Taiwan’s democratization began to accelerate.

With President Chiang’s death in 1988, the acces-
sion of Vice President Lee Teng-hui (##%#%) to the

Wu Yang-he, “ & #36 @ i R4 K £ 24 R 25 A", Master thesis
of Graduate Institute of Development Study of National Chengchi
University, 1992 (202)
17 “DPP Resolution on Taiwan's Future.” Legitimacy Is Crux
of Taiwan Issue, www.taiwandc.org/nws-9920.htm.

“The research question that this
project seeks to answer is how
democratically elected governments
in Taiwan can more effectively navi-
gate, design, and administer eco-
nomic policies and programs.

top of the executive branch and chairmanship of the
KMT further solidified the direction of political reform.

Part II: Wild Lily and The Dissolution of the
National Assembly

As the first Taiwan-born president of the Republic of
China (ROC), Lee Teng-hui brought a unique set of per-
spectives and experiences on the history of his home-
land and its opportunities for the future. Lee consoli-
dated his power after being confirmed as chairman at
the 13th National Congress of the Kuomintang on July
8th 1988. It was here that Lee named 16 benshengren to
the 31-member Central
Committee — the “Tai-
wanization” of the party
had now taken hold in
the KMT’s most power-
ful policy making body.

His cabinet within the
Executive Yuan was
promptly reorganized as
well, with a similar out-
come to Lee’s party re-
shuffling efforts. As a reaction to these sudden shifts
in power, the National Assembly passed an amend-
ment in March 1989 to extend their term beginning in
1986 to nine years - despite the fact that they had never
been democratically elected in the previous 40 years.

This culminated in the Wild Lily Movement on March
16, 1989 when nine students from National Taiwan
University gathered in front of the Chiang Kai-Shek
Memorial Hall to air their grievances and push for
drastic reforms. First and foremost, amongst these de-
mands was dissolution of the National Assembly to
begin the process of rebuilding the congressional sys-
tem to become an organ of representative democracy.

President Lee was sympathetic to the students con-
cerns and after days of protests he met with the Wild
Lily Movement's leaders to confirm his commitment
to gradually addressing their demands, starting by
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announcing the timetable for reform on the day of
his inauguration for his second term as president.'®

Part III: Direct Presidential Election and the Third
Taiwan-Strait Crisis

President Lee would spend most of that term insti-
tuting the reforms promoted by the Wild Lily Move-
ment, which ultimately led to him having to compete
in a multi-party democratic election to serve a third
and final term as president. With Lee's successful
implementation of many reforms and Taiwan's de-
mocratization garnering international attention, he
cruised to victory with 54% of the overall popular vote.

Despite the landmark achievement represented by this
momentous occasion, it was not without its share of
troubles. In the buildup of the campaign the People's
Republic of China (PRC) began military exercises in
preparation for a potential attack on Taiwan. Missiles
were launched by the People's Liberation Army (PLA)
from the Nanjing Military Region that landed miles off
the coast of Taiwan in the Strait. This show of aggression
led the United States to intervene by deploying warship
battle groups in the vicinity of the Taiwan Strait. Ten-
sions cooled once the election had taken place, but the
message from the PRC was made clear — democracy
itself is tantamount to secession as either party (KMT or
DPP) could, in Beijing's view, use their election as the
basis for establishing an independent Taiwanese state.

Taiwan's economy and political system had come so far
in the half century since the beginning of KMT rule on
the island. From wartime reconstruction, to land reform,
to import substitution industrialization, each piece of
Taiwan's economic puzzle coming into place created a
strong foundation for its democratization process. Par-
ties would have to openly share and promote their pol-
icy platforms to gain the consensus of the people in an
open marketplace of ideas. Whether or not the structure
of Taiwan's government institutions and political ter-
rain would be able to effectively guide economic devel-
opment forward remained to be seen. With fault lines

18 Jacobs and Liu, “Lee Teng-hui and the Idea of “Taiwan’,June 2007, The
China Quarterly 190(190):375 - 393.
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drawn between the KMT and DPP, economic
policies often became tied up in identity poli-
tics and geopolitical strategy instead of being
assessed on pure growth potential or merit. From
this point onwards, this research project will analyze
how democratization has affected economic policy
making process and the respective follow-on effects.
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The Effect of Democratization on Policy Making

Decentralizing Decisions

nder any circumstances, any country tran-
| | sitioning from one-party rule to a contested

democratic system is going to undergo mas-
sive changes when it comes to the design, delibera-
tion, and execution of policy decisions. To understand
how the ongoing process of democratization that
achieved notable milestones from 1987 to 1996 (when
Taiwan held its first direct presidential election) con-
tinues to have major influence over Taiwan in this re-
gard today, it is helpful to first assess the two broad
methods of policymaking seen in the pre- and post-
democracy era—authority-based and process-based.

In an authority-based
policy making system,
the ability to make de-
cisions lies exclusively
with those holding pow-
er—political, economic,
military, or otherwise.
Under the conditions of
a democratic election,
candidates running for
office are expected by
citizens to effectively
represent their interests
if elected. In this way,
the political system is
designed to reflect the public's will —albeit oftentimes
imperfectly and without the total consensus of the pop-
ulation. Within the various branches of government,"
this will is manifested by the agendas of elected lead-
ers, whether they be exercised by the President and
various ministries within the Executive Yuan or law-
makers proposing bills inside the Legislative Yuan.

Part I: Totalitarian and Authoritarian Methods

From 1949 until 1991, the constitution was suspended
by the KMT under what they deemed to be an

“The differences between the policy
making process under the two Chi-
angs versus the democratic system
with constitutional checks and bal-
ances are manifold, but fundamen-
tally hinges on whether officials are
required to be loyal to their party or
a particular constituency that helped
them get elected to begin with.

19 The Republic of China government has five branches:
Executive, Legislative, Judicial, Examination, and Control Yuan.

ongoing national emergency. Only with President Lee's
repeal of the "Temporary Provisions Effective during
the Period of National Mobilization for Suppression of
the Communist Rebellion" in 1991 did the KMT's mo-
nopoly on political power come to an end after 42 years.
During these years, this power was enabled by a com-
bination of support from the United States alongside
successful implementation of economic reforms de-
scribed earlier. Broadly speaking, the way the KMT ex-
ercised power in this era can be concisely broken down
into two periods—totalitarian rule under Chiang Kai-
shek and authoritarian rule under Chiang Ching-kuo.

After the KMT's retreat to Taiwan following their de-
feat in the Chinese Civil
War in 1949, Chiang
Kai-shek urgently need-
ed to solidify his ruling
power and control over
the island. This was ac-
complished by establish-
ing martial law, which
gave the government
unprecedented ~ power
to suppress all forms
of political dissent and
purge opponents of the
Party, whether real or
perceived. As all local
administrative and ju-
dicial agencies were subsequently controlled by the
military, tens of thousands of suspected communists
were killed or imprisoned in a period that has come
to be known as the "White Terror" (€ & 7 % 4X)).

Consolidating this power required internal reformation
of the KMT to ensure that the institutions of govern-
ment continue to be controlled by the party, virtually
guaranteeing all power to be held by the president and
the military. This strategy was crystallized through
selection of a 16-person KMT reform committee (¥
R # & % A 4&) that promoted a party reform out-
line (A& 24L& #4%), which explained the relation-
ship between the party and the government in detail.
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In doing so, the reform committee effectively exer-
cised control by exerting influence over party mem-
bers who were concurrently acting as government
officials or elected representatives. The will of the
party and state were essentially one and the same.

Additionally, under the "Temporary Provisions" the
president's powers were also significantly enlarged to
the point that all executive decisions were not subject
to any form of supervision by judicial or legislative
branches of government such as the National Assembly
and Legislative Yuan. Without any checks or balanc-
es, President Chiang held complete totalitarian power
during this time. In the 10 years following the estab-
lishment of the KMT reform committee, the organiza-
tional structure of the government continued to evolve
towards further consolidation of the party and the state.
As of 1959, things were arranged as depicted below:

National Congress of KEMT party
Preudent (1¥ 1)/Chairman

Central Commitine

Cerral Standing Committee. |

Contral Policy Commiltee

Office of President
Predident

Natonal Auembly
Party Drvision

Cantrol Tuon I

Enpmisotion Fuoe

Pl depariment Pabtcal departreent Party Oreiion

[
Party Divivan

Legistotive Y [

Figure 4: Central Party-Government Relations®

Despite the apparent complexity of the above diagram,
the policy making process itself was relatively simple.
Policies would be decided upon by the party, then sub-
sequently legalized and implemented by various gov-
ernment institutions. For the most important national
policy decisions, discussions were held amongst the
Central Committee and Central Standing Committee
which were occupied by loyalists and confidantes of
President Chiang Kai-shek. In the event that govern-
ment officials wanted to propose policy they would
first be compelled to discuss with their respective po-
litical department or party division. These organs were
either led by member-officials or by a committee that
was elected by member-representatives. From here,

the group would arrive at a proposal, then
send along their conclusions to the Central
Standing Committee for further discussion.

If the Committee decided they would like to follow
through with a particular policy proposal, they would
then use executive powers to request that the Executive
Yuan, Examination Yuan, and Judicial Yuan commence
drafting of the bill, then send it off to the Legislative
Yuan to be put up for a vote (and ultimately passed).
In parallel, party leadership would instruct their ranks
within the Legislative Yuan to vote for the bill.?! In or-
der to assure legislator support for the bill and enforce
party discipline, the status of all party members was
clearly laid out by regulations passed in 1951 as part of
the changes passed by the party reform committee. The
promulgation of this reform made it explicitly clear
that all candidate nominations stemmed from Chiang
Kai-shek himself, while reinforcing that party instruc-
tions should be strictly followed in all circumstances.
This process explains the existence and pervasiveness of
party organs within every government institution. With-
in this interconnected state-party structure, the Central
Standing Committee held unchecked power to control
the policy making process from beginning to end. With
Chiang Kai-shek acting as both head of country and
party, he held ultimate authority over all decisions.

Even if President Chiang had been subjected to over-
sight by the core bodies of the ROC government in-
cluding the National Assembly, Legislative Yuan, and
Control Yuan, the elected officials themselves were not
representative of citizens on Taiwan due to the “10,000
Years Congress” (% % B €) problem. Although the
Constitution called for election by every province of
the “Mainland,” the establishment of the PRC gov-
ernment in this territory made representative govern-
ment a practical impossibility. As such, these bodies
continued to be controlled by the KMT while policy
was led by the Executive Yuan and President Chiang
on a 25-year term. With no end to his control in sight
and continued optimism (some may say delusion) that
recapturing the “Mainland” was imminent, President

20 Zeng Ji-qun. “The Constitution of R.O.C. and Party-government Rela-
tions”, Wu-nan published,
Taipei, 1995, p.113.
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21 Zeng Ji-qun. “The Constitution of R.O.C. and Party-
government Relations”, Wu-nan published, Taipei,
1995, p.105
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Chiang had no incentive to alter the structure
of the government or its electoral mechanisms.

From 1978 to 1988, Chiang Ching-kuo's gov-
ernment had a similarly strong stranglehold on pow-
er thanks to the continued imposition of martial law.
During this time there was expansion of seats in
Congress to be inclusive of the so-called "Free Ar-
eas of the Republic of China" (¥ # R B 49 & #
&) including Taiwan, Penghu, Kinmen, and Matsu.
Although this did provide for some degree of local
representation, the 53 seats from these districts only
constituted a small portion of the 1,387 total seats of
which over 70% were still controlled by the KMT.

In summary, the two Chi-
ang's were able to exercise
complete control over the
policy making process dur-
ing the era by using their ex-
pansive executive powers to
control legislative branch-

stymieing reform efforts
through keeping the "Tem-
porary Provisions" in force.

Part II: Developing Democratic Process through
Executive and Legislative Power

The differences between the policy making process
under the two Chiangs versus the democratic system
with constitutional checks and balances are manifold,
but fundamentally hinges on whether officials are re-
quired to be loyal to their party or a particular con-
stituency that helped them get elected to begin with.
Things began to gradually change in the early 1980s
when supplementary elections became a necessity
for the Legislative Yuan due to the thinning ranks of
their aging members. Although the first supplementary
election had been held in 1969, it was limited to just
thirty seats. In the 80s, the number of available seats
expanded to 70. This expansion coincided
with the development of the Tangwai move-
ment. With new candidates entering the po-

“It is incumbent on politicians to rely
on those with relevant subject mat-
ter expertise while accounting for
the impacts on social welfare and
es while simultancously ragqyrce distribution when consider-
ing potential social and political im-
pacts of a given policy.
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litical fray without KMT ties, representatives needed to
be conscious of their constituencies preferences rather
than blindly follow the orders of party leadership. This
caused a change in the political dynamic as represen-
tatives pushed harder to influence the content of bills,
even though the Executive Yuan still held final sway
over the ultimate policy outcomes. The beginning of
more policy engagement from legislators represented
the early signs of the further changes that were to come.

Needless to say, the rules for governing suddenly be-
came very different when confronted by actual con-
stitutional restraints and democratic reforms. Those
kicked off forcefully after Lee Teng-hui came into
power following Chiang Ching-kuo's death in Janu-
ary 1988. The first major
instance of reform came
shortly thereafter, with
the first direct election
for the Legislative Yuan
being held in 1992. With
the people of Taiwan
now able to exercise
their political preferenc-
es through voting, candi-
dates needed to respect
their interests through
legislative ~ power if
they hoped to stay in office for additional terms. As
direct presidential elections began in 1996, the two
primary branches for development and implementa-
tion of policy had come under democratic influence.

To understand how, it is important to understand the
constitutional basis of the Executive Yuan's power.
According to the Constitution, the Executive Yuan
is tasked with executing the laws of the state (as the
name suggests) and proposing bills. The head of this
branch is known as the premier and is appointed by
the president with no approval required from the leg-
islature. While the Executive Yuan holds the duty of
bill proposal and working with the Legislative Yuan
on administration, the role of president itself has no di-
rect power over policy making other than the ability
to appoint the premier. It is the premier's job to advise
and execute on policy at the president's behest. For this
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reason, Taiwan's system of government is called "semi-
presidential" because the head of the executive branch
is actually the premier but because they are appointed
by the president (who is in turn elected by the people)
the practical reality is that the president holds the cards
when it comes to setting the policy making agenda.

Of course, this is all contingent on the healthy func-
tioning of a democratic electoral process to put the
president in office in the first place. To gain broad sup-
port, candidates make appeals that resonate with vot-
ers key interests. In Taiwan, research has shown that
voters take into consideration a broad range of fac-
tors including personality, political track record, and
stance on national identity in addition to various policy
proposals which may or may not be salient depend-
ing on voters’ demographics. To become a two-term
president, in their first term most presidents will seek
to achieve major policy milestones as promised dur-
ing their campaigns thus propelling them to reelection.

Some of the same dynamics hold true for members
of the Legislative Yuan, who strive to represent their
constituencies interests throughout the process of draft-
ing, reviewing, and voting on bills. Of course, in ad-
dition to acting as representatives of their respective
districts, legislators often require the support of their
party to provide policy guidance, campaign strategy,
funding, resources and more. Over time, constitutional
reform has shifted the influence over legislators from
their parties to their constituencies through the evolu-
tion of the electoral system. With the first direct elec-
tion for the Legislative Yuan in 1992, this aspect of
the Constitution was able to finally be implemented
in a representative democracy. As expected, this tran-
sition further accelerated the trend of more constitu-
ency influence on policy making. This trend began
to manifest itself in the policy making process within
the branches of government as well, as the Legislative
Yuan started taking a more proactive role in proposing
policy. This is evidenced by the fact that in 1986 the
Executive Yuan put forward 89.9% of all bills. Within
ten years, this figure had dropped to just above 20%,
as more and more bills were proposed by commit-
tees within the Legislative Yuan. The table below out-
lines this trend through each session of the legislature:
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Term of Total -

office(M/Y)-

Session.| Year. Proposed by Proposed by Proposed by

Executive Yuan. Legislative Committee. | Caucus:

number.| %: number. | % number.{ % number{ %.

1st- 1986.| 1987/2-1990/1- | 134- 89.9. 15 10.1- - . 149 100

1st. 1989-| 1990/2-1993/1- | 169 50.1- 168- 49.9. - E 337. 100

20, 1992 1993/1-1996/1- | 240 24.1. 757- 75.9- - . 997. 100-

39, 1995-| 1996/2-1999/1- | 294 239. 935 76.1- 1229 | 100-

4, 1998-| 1999/2-2002/1- | 801- 353 1345- 59.3- 121. 5.4. 2267- | 100.

5, 2001-| 2002/2-2005/1- | 758- 28.8. 1714. 65.1- 162- 6.1. 2634. | 100.

6. 2004 .| 2005/2-2008/1- | 363 16.3- 1612. 723 256- 11.5. | 2231. | 100.

7h. 2008| 2008/2-2012/1. | 734. 20.0. | 2806. 76.5. 127. 3.5. 3667 | 100.

8h .| 2012.| 2012/2-2016/1- | 592 10.8. | 4587. 83.8. 296. 5.4. 5475. | 100.

9 . | 2016.| 2016/2-2020/1. | 581. 12.1. 3894. 81.3. 312. 6.6 4787 | 100.

Figure 5: Bills Proposed by Executive and Legislative Yuan, by Session?

Clearly the trend shows increasing domination of
Legislative Committees in proposing policies. How-
ever, in-depth research of these bills shows that they
are more focused on smaller scale policy at the local
level rather than massive national programs. One ma-
jor reason for this difference is the resource gap be-
tween the Legislative and Executive Yuan. New Power
Party (NPP) (#4X, 77 &) Spokesperson Lee Chao-li
provides some historical background on the emergence
of this trend towards policy localization by legislators:

"The influence of Legislative Committees en-
hanced the policy making process of the na-
tional economy after 1992, the term in the
1980s towards opening up banking are a good
demonstration of this trend. However, the in-
fluence usually comes from the outside, which
means the Legislative Committee would prefer
to implement their intentions through personal
interactions or party liaisons to the govern-
ment, such as the Premier or the President, in-
stead of through the legal process of bill pass-
ing and reviewing. Only the policies which
are directly related to their constituency, such
as local construction, would be packaged and
proposed as a formal bill by the Committees.”

-Lee Chao-Li, New Power Party Spokesper-
son*

Due to resource constraints, many legislators’ strategic
approach is to find the most efficient path to pursuing
their goal of re-election. With limited time,

22 Website of the Legislative Yuan.
23 Author interview with Lee Chao-li, 1 November 2018.
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of 2.1 trillion NTD while the Legislative Yuan only

that the maximum num-
ber of assistants to these

111 . s .
. . Because successful policies require
committees is capped
at 1,582. Even if this  jndustry cooperation, in the early

number were reached,

the result is that for ev- Phases of democratization the gov-
ety assistant to the Leg- o .y et hecame more responsive to

islative Yuan there are

52 employees within tgking industry feedback into account
the Executive Yuan. . . .
during the policy making process.

This change is most

with multi-member district system that was in place from
1995 to 2004 (third and sixth legislative election, re-
spectively) to the single-district two-votes system (also
known as mixed electoral system). In the former, the
party could nominate more than one candidate for each
district. This system pushed candidates to fiercely com-
pete for votes and popularity amongst the people in order
to emerge as the winner of the race. The candidate that
best represented the interests of the people tended to win.

Things changed in 2005 as the seventh constitutional
amendment was passed to first take effect in the elec-
tions of 2008. Thanks to this amendment, one set of
seats would continue to be allocated based on a majori-
tarian method where the leading vote getter would take
the seat for the district. Remaining seats in the Legis-
lative Yuan are allocated to parties based on propor-
tional allocation, thus ensuring that some small parties
could have a seat even if they did not win any district

24 Liao Da-chi,How does a Rubber stamp become a roaring
Lion - the case study of the transformation of the Taiwanese legisla-
tive yuan’s role during the process of democratization”, Journal of
Social Science and Philosophy, 17(2), 2005.

Taiwan Miracle Redux: Navigating Economic Challenges in a Contested Democracy

18

January 2020

budget, and staff, most of them take the path directly through the election. The shift to this system
of least resistance and propose non-controver- made many prospective Legislators-at-Large more re-
sial, small scale policies.?* In regard to budget sponsive to the party’s needs since their appointment
issues, in 2019 the Executive Yuan had a budget is decided by party leadership rather than popular vote.

received 3.4 billion NTD. Additionally, the Executive In summary, the development of electoral politics in
Yuan has staff of 82,672 when accounting for all min- Taiwan has had a lasting impact on the policy making
istries whereas the Legislative Yuan currently is limited process. With the transition from one-party rule with
to 113 committees, each of which is legally mandated to power wielded by “strongman’s will” to a representa-
have between four and fourteen assistants. This means tive system enabling action based on “people’s desire”,

the consolidation of Tai-
wan’s democracy over the
last thirty years is still be-
ing analyzed to understand
how it impacts reform in
many areas: institutional,
financial, economic, and
otherwise. The question
we seek to understand is
how this transition has af-
fected economic policy
making in particular, and

visible in the shift from the single non-transferable vote the impact that is having on Taiwan’s political scene.
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Case Study: Taiwan’s ICT Sector

Part I: Research-led Commercialization

hile the president (and by extension, the Ex-

s"/ ecutive Yuan) hold final say over national
economic policy, it is important to under-

stand where they source their ideas from. Most poli-
cies are sourced from advisors
that include scholars, industry
experts, and technical officials.
According to Dr. Lu Jun-wei
of the Taiwan Institute of Eco-
nomic Research (TIER), presi-
dents need to rely on outside expertise for formulate
their policy platforms since they are not trained econo-
mists with in-depth understanding of either local indus-
try capacity or macro-level global market conditions.

“Honestly speaking, no matter which party or
president controls the government, the econo-
my department dominates most of the industry
and economy policies.”

“Most of the political leaders comes from po-
litical backgrounds, so they are usually not so
familiar with economic and industry issues.
Therefore, on this aspect, they rely on technical
officials and scholars very deeply.”

—Dr. Lu Jun-wei, Taiwan Institute of Economic
Research?®

To see how this process plays out in practice, we have
analyzed ICT industry policy across the two main eras
of governance models in Taiwan and controlling ad-
ministrations amongst both major parties. By compar-
ing and contrasting the historical approaches we can
begin to discern the effect of democracy on the system.

As outlined in the Taiwan Miracle section of this re-
search paper, early iterations of ICT industry policy
were oriented around import substitution and export

“The will of the party and
state were essentially one
and the same.

promotion. This was accomplished through

implementing a potent blend of tax incentives,
re-leasing of factory lands, and favorable investment
conditions. These economic drivers alongside the es-
tablishment of institutions with technical expertise such
as the National Science Council (created in 1959) are
considered to be the origins of ICT policy in Taiwan.

With this foundation estab-
lished, the government did not
take drastic positive policy ac-
tion until the early 1970s. Moti-
vated to move up the ICT value
chain due to economic strains created by the global
oil crisis, the decision was made to begin developing
value-added products rather than simply relying on tra-
ditional manufacturing. To further accelerate this shift,
a semi-governmental research institute known as the
Industrial Technology Research Institute (ITRI) was
founded in 1973.% The goal of ITRI was to harness the
value of applied science research by using it to direct-
ly upgrade and transform aspects of the Taiwan ICT
industry. This proved to be a winning strategy, as this
fueled 20 years of growth funded by national and cor-
porate research and development (R&D) investment
alike. Underpinned by leading-edge scientific research
and continued investment, innovations were eas-
ily spun out and commercialized by local businesses.

This operating model was further refined by the estab-
lishment of science industry parks in Hsinchu that lured
companies with tax, land, and facilities support. It was
shortly after this point that Taiwan established itself the
world-leading original equipment manufacturer (OEM)
ecosystem.Ineconomic theory,Ronald Coase “theory of
the firm”, firms are the engines of production, Taiwan’s
system had a division of labor with its own parts, but
the narrow focus helped unlock economic efficiencies.

During the 1990s, many of the policies and factor en-
dowments that had given Taiwan’s ICT sector its initial
competitive edge began to fade. Although ITRI

25 Author interview with Dr. Lu, 26 November 2018.
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26 ITRI introduction, published 14 September 2018.
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continued to be the engine of research develop-
ment and commercialization, other issues sur-
rounding the local business climate and infra-
structure upgrades became larger priorities. Faced
by this reality, tax benefits for specific forms of technol-
ogy investment were gradually phased out as new poli-
cies were introduced to encourage new product and sec-
tor development. The table below briefly summarizes
the timeline of these phases and shifts in policy strategy:

Stage Starting Growing Maturity &

Transforming

Creating

Term Before 1970 1970-1990 1990-2010 2010-

ing foreign Complete the

of local

transfer to local industry, improving
p: i nt and

infrastructure, develop

software industry

Encourage software and
application industry by
subsidy and resource
allocation

Strategy of government | A duce foreign
f il N

Guideline for the
National Devel

of Science (1959), Act
of Encouragement of
Investment (1970)

National technol
plan for Al Nano chip,
IT, Asia Silicon Valley

Important policy Science technol Legalize technology IP
devel plan ion, Statute for
(1979), Upgrading Industry,
plan for recruitment and | Two Trillion and Twin
education of science Star Development plan,
and technology Challenge 2008 6-year
personnel (1983), National development
Guideline for National | plan, national

i hoinl

development in 10 -
years (1986)

National Science
Council founded

Result ITRI founded (1973),
MOS between ITRI and
RCA (1976), Software park (1992),
Technology consultant | several law for

team of Executive Yuan | protecting IC tech,
(1979), UMC founded | upgrading the

(1980), Hsinchu infrastructure in
Science Park (1980), Hsinchu science park
TSMC founded (1987)

Tainan & Kaohsiung
Science park, Nangang

Government’s role Leading Leading Leading + platform

building

Leading + platform
building

Figure 6: Summary of ICT Policies in Taiwan (Before 1970-2010)*

Part II: Policy Making Process
for the ICT Industry

From the table above it is clear that the government’s
policy approach has been responsive to the capabili-
ties of Taiwan’s scientific research community and
needs of industry. Although decision making power
to set policy was held by different groups with vary-
ing political circumstances through the decades, one
thing has been remarkably consistent—the reliance
on experts and technical officials to oversee, develop,
and direct the process of research commercialization.

During the period of one-party KMT rule, decision
making power rested exclusively with the president or
premier. Even with centralized control, these

27 Table constructed by authors based on research summary.
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actors still leaned heavily on the know-how of outside
experts. Under Chiang Kai-shek, this manifested it-
self through the establishment of numerous technical
advisory groups—whether that be the Science Devel-
opment Direction Committee, the Development Re-
search Team for Technology Application within the
Executive Yuan, or the Board of Science and Technol-
ogy (also housed within the Executive Yuan). These
groups all leveraged the expertise of scholars and in-
dustry practitioners alike, with their opinions often tak-
en into serious consideration as policy was developed.

The “hand in glove” arrangement between subject
matter experts and government institutions was fur-
ther extended in the 1980s as specific ministries add-
ed their own technology advisory departments. At
the same time, research institutes such as Academia
Sinica, ITRI, and other derivative advisory units still
had the mandate of implementing policy while pro-
viding critical feedback on future plan development.

As industry upgrading initiatives are rolled out by one
administration after another, the Ministry of Economic
Affairs continues to source its policy proposals from
derivative agencies such as ITRI and Institute of Infor-
mation Industry (III). Only after democratization in the
1990s were concerns directly from affected industries
and the Legislative Yuan were taken into account dur-
ing the policy making process. Because successful poli-
cies require industry cooperation, in the early phases of
democratization the government became more respon-
sive to taking industry feedback into account during
the policy making process. Similarly (albeit somewhat
more indirectly), the introduction of democratically
elected representatives to the Legislative Yuan injected
the voice of the people into some aspects of national
economic policy. This brought issues such as equitable
resource distribution, social justice, labor welfare, and
environmental protection to the forefront of select eco-
nomic issues. However, due to the resource, time, and
knowledge constraints, most legislators do not take a
very active role in engaging with or challenging the eco-
nomic policies promoted by the Executive Yuan. The
quote and diagram below provide a simple explanation
of the industrial policy making process going from the
conceptual phase within the Executive Yuan to becom-
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ing a bill that needs to be passed by the Legislative Yuan.
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Figure 7: Industrial Policy Making Process?

Dr. Lu Jun-wei of TIER points out how this process has
played out in recent years through the Tsai administra-
tion’s implementation of the “5+2 Industrial Innovation
Plan™:

“After industry policy has been drafted, she
(President Tsai Ing-wen) would let the adminis-
trative officer present the policy in the standing
central committee of the party, to discuss with
the mayors who are party members. If they have
strong concerns, the policy would be adjusted,
but in most of the cases, they have no comments
about the policy. ”

“Regarding President Tsai’s five innovative in-
dustries policy, the process is that the first draft
is proposed by scholars and advisors, then con-
sulting with the industry and party on this ba-
sis before converting the policy into bills and
sending off to the Legislative Yuan. Basically,

this process was the same as during the
administrations of Chen Shui-bian and
Ma Ying-jeou.”

—Dr. Lu Jun-wei, Taiwan Institute of Economic
Research?

In summary, it is clear from analyzing the history of
the ICT industry development in Taiwan that the policy
content has continually adjusted to meet the challenges
of the prevailing global market and political environ-
ment. Even with the differing processes observed un-
der KMT rule versus those under democratization, the
consistent participation of outside experts has produced
an unexpected degree of continuity that is largely un-
affected by politics as far as technical policy content
is concerned. Rather, it is incumbent on politicians
to rely on those with relevant subject matter exper-
tise while accounting for the impacts on social wel-
fare and resource distribution when considering po-
tential social and political impacts of a given policy.

Even as ICT policies since 1996 have been successful
by some measures (such as GDP and industry growth),
understanding why Taiwan’s economy is increas-
ingly less competitive relative to other countries with
strong ICT industries is a more confounding puzzle.
Although this research has found the impact of domes-
tic politics to be smaller than expected, the impact of
increased labor automation, growing market access
for developing economies, and the global saturation
of certain ICT products are potential causal factors for
Taiwan’s ongoing 20 years of tepid economic growth.

28 Diagram constructed based on author’s research.
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29 Author interview with Dr. Lu, 26 November 2018.
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Conclusion

mental state under one-party rule to an
established high-tech economy with a
perpetual multi-party political contest, the policy
making process naturally began to take other fac-
tors beyond growth into consideration.”* Concerns
around resource allocation and income distribution
found their way into the political debate, leading to
difficulties in achieving policy consensus despite the
fact that the process for developing industrial and
economic policies has remained largely the same
throughout KMT and DPP administrations since 1996.

ln Taiwan’s transition from a develop-

democracy on the content
of these policies is not as
large as many observers
would think. If the strate-
gic approach and imple-
mentation  mechanisms
are virtually identical for
industrial policy making
across parties and admin-
istrations, then obviously
other factors need to be
considered as problem
areas that need to be ad-
dressed.

Specifically, Taiwan needs to accelerate its transition
from having its GDP be largely dependent on manufac-
turing output and exports to a services-based economy.
This requires adequate preparation and policy reform
in education, labor, and sector specific regulations. By
focusing too much of the Executive Yuan’s resources
on ICT industrial policy over the last 20 years the gov-
ernment has missed opportunities to ride the growth
waves of software and web-based development trends
that are driving economic growth in other countries.
Under the Tsai administration’s 5+2 Innovative In-
dustries Plan, the new strategy is intended to promote
seven pillars of the economy that can potentially be
the next major sources of Taiwan’s economic growth.

Taiwan Miracle Redux: Navigating Economic Challenges in a Contested Democracy

Despite this, the impact of “Specifically, Taiwan needs to ac-
celerate its transition from having
its GDP be largely dependent on
manufacturing output and exports

to a services-based economy. This

requires adequate preparation and
policy reform in education, labor,
and sector specific regulations.

With a well-educated labor force and established tech-
nology sector, initiatives such as the “Asian Silicon
Valley Plan” hold great promise. By leveraging Tai-
wan’s hardware manufacturing capacity, the plan calls
for National Development Council (NDC) investment
to create an integrated software development ecosys-
tem that can bring about job growth through spawning
of new products and companies via innovation clusters.
NDC Deputy Minister Cheng Cheng-mount explains
the some of the overarching goals of the program:

“Our goal is by 2025 for production value of
[IoT in Taiwan to
account for 5% of
global market val-
ue... We want to
cultivate a healthy
environment  for
new startups. We
also want to experi-
ment with applica-
tions of IoT such as
smart cities, driv-
erless cars, smart
healthcare. Some
of these don’t re-
quire  regulatory
sandboxes and can be just tried out on the mar-
ket without government approval.”

-Deputy Minister Cheng Cheng-mount, Nation-
al Development Council®!

As far as implementation of these plans goes, it
seems that the overriding complexity and coordina-
tion problems between the Executive Yuan and re-
sponsible ministries will be difficult to overcome.
Then KMT Congressman Jason Hsu (34t1=) has
been working to coordinate various technology in-
dustry stakeholders with the Executive Yuan, re-
spective regulators within their ministries, and the
Legislative Yuan insofar as it needs to approve new leg-
islation to create favorable conditions for innovation.

30 REMBERHERE - ¢HBRVARIFRAAER

31 Author interview Deputy Minister Cheng, 31 January 2019.
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“Legislation can be forward thinking. For ex-
ample, when we look at new industries like
autonomous vehicles or cryptocurrency, block-
chain, we can use legislation to open up new
grounds. To lead to the legislative departments
to think boldly because the legislative branch by
default and by design are conservative — they
cannot create new categories of businesses.”

-Former Congressman Jason Hsu, Legislative
Yuan?*?

Encouraging this shift in perspective within all branch-
es of the government, and within groups participating in
Taiwan’s civil society is certainly a step in the right direc-
tion. With the breakneck pace of technological change
and bureaucratic bottlenecks encountered through poli-
cy implementation,enhancing the speed and adaptability
of change management within developed democracies
is an ongoing challenge. Taiwan is by no means alone
in facing this challenge and should continue to develop
mutually beneficial relations with countries that have
an alignment of political values and technology needs.

In closing, it is incumbent upon the current administra-
tion and future political leaders to face these challenges
in an unbiased and clear minded fashion—by better
communicating their strategies, proposed policies, and
potential problems an ongoing dialogue with citizens
can brings closer alignment between the aspirations for
their own future and the government’s hopes of deliv-
ering lasting economic impact for Taiwan’s future gen-
erations.
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32 Author interview with Congressman Hsu, 6 December 2018.
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