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Abstract. Beyond a comprehensive review on Taiwan’s economy, the main objective of the present study
was to find answer to two questions. The first issue is whether Taiwan followed a classical model of the Asian
Newly Industrializing Economies (ANIESs), or in spite of similarities at first sight, it rather had its own, individual
way of development. To examine this question the author made a comparison between Taiwan and the Republic of
Korea (South Korea) and beside the obvious similarities, a number of significant differences were found. The other
main question this study was focused on is the present and future economic and social challenges which influence
Taiwan’s future development as well. From among these characteristics the author pointed out the issue of the high
exposition (especially in terms of FDI) and growing dependence on mainland China (the People’s Republic of
China), the need for a shift in terms of the main drivers of the future economic development to preserve Taiwan’s
competitiveness and mitigate the risks of brain drain and social unrest. It looks evident that Taiwan has to give up
insisting to the principle of low labour costs, and this may give impetus to the two-decades long salary stagnation
and to the domestic consumption. Taiwan may only be competitive in the future if it gave an increasing focus to the
domestic R&D and innovation in the new industries and also puts more emphasis on sustainability.
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OCHOBHBIE ITPOBJIEMbBI U OTPAHUYEHUASA
3KOHOMMWYECKOI'O PA3BUTHS TAMBAHSI

Abépap UBan Hecmeauii

[ITxona busneca bynanemnira — YHuBepcUTET NpUKIaIHBIX HayK, I. Bynanemr, Benrpus

AnHoTanus. [IoMUMO pa3HOCTOPOHHETO aHaIN3a SKOHOMUKYU TalBaHs, OCHOBHOM IIENIbI0 HACTOSAIIETO HC-
CJIeIOBaHMs CTaJl IOUCK OTBETA Ha JBa Borpoca. IlepBblii Bompoc cBsi3aH ¢ TeM, a clieoBall 11 TaiiBaHb Kinaccuuec-
KO MOJIENTH pa3BUTHsI HOBBIX MHAYCTpuabHbIX cTpaH (HUC), nnn ke, HecMoTps Ha CXOJCTBO, OH Pa3BUBAJICS CBOMM
COOCTBEHHBIM ITyTeM. J1J1st TOro 4TOOBI U3y4YHTH STOT BOIIPOC, aBTOP NPOBEN cpaBHeHUE Mexay TaiiBanem u Pec-
myonmukoii Kopest (FOsxnoit Kopeeit), 1 kpome 0O4eBHAHBIX CXOCTB OBLTH BBISIBIICHBI 3HAYHUTEIbHBIE pa3inuus. Bro-
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past 3a7ja4a MCCIeI0OBaHHS COCTOSIA B U3YUCHUH HACTOSIIMX M OyIyIIMX SKOHOMHYECKUX U COIIMAIbHBIX BHI30BOB,
KOTOpBIE BIUSIOT HAa SKOHOMHUUECKoe pa3ButHe TaiBans B Oynyiiem. Cpeny HUX aBTOp OTMEUYaeT OacHOCTh O4eHb
BBICOKOTO [TOKA3aTeNsl MPSIMBIX HHOCTPaHHBIX MHBECTUIMH U pacTyIiel 3aBUCMMOCTH OT KOHTUHEHTasIbHOoro Kutas
(KHP), Heo0xoauMocCTh U3MEHEHHsI OCHOBHBIX JIpaifiBepOB SIKOHOMHYECKOTO pa3BUTHs TaiiBaHs UIsl COXpaHEHUs
KOHKYPEHTOCIIOCOOHOCTH CTpaHbl B OyIyllleM W HUBEIHPOBAHMS PUCKA «YTEUKH MO3TOB» M COIMAIBHON HecTa-
ounbHOCcTH. O4eBUIHO, uTO TaiBaHb JOHKEH MPUIEPKUBATHCS PUHIIMIIA HU3KHX 3aTPaT Ha TPY/, YTO MOXKET CTaTh
MIPUYHMHOM (MKCAIMU YPOBHS 3apIUIaT U CTarHallUK PAacXollOB HACENIeHUs B OMikaiive ABaAuaTh Jer. TaiBaHb
CMOXKET OBITh KOHKYPEHTOCIIOCOOHBIM B OY/IyIIIEM, TOINBKO €CITA OH CKOHIIEHTPUPYETCS Ha HAYYHBIX HCCIIEIOBAHUSX
U KOHCTPYKTOPCKUX pa3paboTKax B HOBBIX OTPACIsiX, & TAKXKE B TOM CJIydae, €CIIi OH YACIUT AODKHOE BHUIMaHHE
9KOJIOTUYECKON YCTOWYMBOCTH ITPOU3BOJCTBA.
Karwuessie cnoBa: TaiiBanb, HUC, xonkypentocniocoonocts, HUOKP, ycToliunBoe pazButue.

HutupoBanue. Hecmenuii /1. . OcHoBHBIE IPOOIEMBI ¥ OTpaHHYESHUSI SKOHOMUYECKOT0 pa3BUTHsI TaiiBaHs
// BectHuk Bonrorpasckoro rocynapcreenHoro yausepeurera. Cepust 3, OxoHomuka. Dxonorus. — 2018. — T. 20,

Ne 4.—C. 150-166. (1a anrn.). — DOI: https://doi.org/10.15688/jvolsu3.2018.4.14

The island of Taiwan (formerly called
Formosa) is located off the south-eastern coast
of the continental China, at the western edge of
the Pacific Ocean, between Japan and the
Philippines. The Central Mountain Range divides
the east and west coasts and stretches from north
to south. With Japan to the north, mainland China
(the People’s Republic of China, PRC,
hereinafter: mainland China) to the west, and the
Philippines to the south, Taiwan has always been
a location of strategic maritime importance since
ancient times. It has played an important role in
the development of Asia as well as in world history,
politics and trade. As a result, Taiwan (named as
Republic of China, ROC, hereinafter: Taiwan,
which comprise several smaller archipelagos in
the South China Sea as well) now enjoys a high
level of openness and cultural diversity. Taiwan’s
geographical and historical uniqueness has given
rise to a diversity of ethnic groups, cultures, and
languages. There are 380,000 people who belong
to twelve officially recognized indigenous tribes,
each with their own social structure, language,
and cultural traditions. Taiwan has a population
of 23 million people who still observe their culture
and still speak regional Chinese dialects in addition
to Mandarin [28].

Taiwan is relatively poor in mineral resources
however it has small deposits of coal, natural gas,
limestone, marble, asbestos and arable land. The
majority of the island is covered by a mountain
range, with more than 300 peaks over 3,000 m
above sea level. Its highest point is Yu Shan (3,952
m). Therefore, Taiwan has very limited possibilities
for agriculture. According to the figures of CIA
Factbook (2017), based on estimation, the ratio
of agricultural land is 22.7 % only. The population

of Taiwan was 23,464,787 (July 2016), while life
expectancy at birth: total population: 80.1 years
(male: 77 years, female: 83.5 years (2016) [12].

After the 1960s, Taiwan underwent a rapid
economic and industrial reform, also experienced
remarkable social development. The economic
achievements of the 1970s and 1980s allowed
Taiwan to rank among the Asian Tigers and, in
the 1990s, among developed countries. Since the
1980s, the economic structure of Taiwan gradually
shifted from labour-intensive industries to high-
tech industries, wherein the electronics industry
was particularly vital to the world’s economy.
Taiwan has excelled in the semiconductor,
optoelectronics, information technology,
communications, and electronics fields. At
present, the economy is shifting toward
nanotechnology, biotechnology, optoelectronics,
and the tourism service industry. Moreover,
international trade is the economic lifeline of
Taiwan. Japan and the United States were
Taiwan’s top two trading partners until 2005, when
mainland China took over as Taiwan’s main
import/export trading region, with Japan and the
United States coming in second and third. In
recent years, the unfavourable financial
situations of the USA and European economies
and the economic slowdown in mainland China
had a joint impact on the economic performance
of Taiwan [27].

Taiwan has a dynamic capitalist economy
with gradually decreasing government guidance
on investment and foreign trade. Exports, led by
electronics, machinery, and petrochemicals have
provided the primary impetus on its economic
development. This heavy dependence on exports
exposes the economy to fluctuations in world
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demand. Taiwan’s diplomatic isolation, low birth
rate, and rapidly ageing population are other major
long-term challenges. Taiwan’s PPP-based GDP
(purchasing power parity) was 1.125 trillion USD,
GDP (official exchange rate) was 519.1 billion
USD (2015), while the GDP real growth rate was
1 % (2016). The per capita GDP (PPP) was
47,800 USD (2016), while the ratio of gross
national saving was 35.7 % of GDP (2016) [12].

In 2016, the composition of GDP by sector
of origin was as follows: agriculture (1.8 %),
industry (36.1 %) and services (62.1 %). The
main agricultural products and commodities are
rice, vegetables, fruit, tea, flowers; pigs, poultry
and fish. The main industries are: electronics,
communications and information technology
products, petroleum refining, chemicals, textiles,
iron and steel, machinery, cement, food processing,
vehicles, consumer products, pharmaceuticals. In
2015, the labour force was estimated 11.68 million
the division of which by sectors were as follows:
agriculture (5 %), industry (36 %), services
(59 %). The unemployment rate was 3.9 % in
2016, 0.1 % higher than a year before. In 2016,
the Taiwanese public debt was 32.7 % of GDP
(the same like a year before), while in 2016 the
budget had a 0.6 percent deficit. In 2016, the
inflation rate (consumer prices) was 1.6 %, a year
before it was -0.3 %. In 2016, the total exports of
Taiwan amounted 314.8 billion USD (in 2015:
335.5 billion USD), while the total amount of
imports was 248.7 billion USD in 2016
(262.9 billion USD in 2015). The main export
commodities are: semiconductors, petrochemicals,
automobile/auto parts, ships, wireless
communication equipment, flat displays, steel,
electronics, plastics, computers, while the main
items of imports: oil / petroleum, semiconductors,
natural gas, coal, steel, computers, wireless
communication equipment, automobiles, fine
chemicals, textiles. Taiwan has the sixth biggest
reserves of foreign exchange and gold the total
amount of which was estimated 456.9 billion USD
(on December 31, 2016), one year before it was
430.7 billion USD. Taiwan’s total amount of
external debts was estimated 155.4 billion USD
(on 31% December, 2016) while one year before
it was 159 billion USD [12].

Taiwan has its own currency, the New
Taiwan Dollar (TWD), the exchange rate of which
is determined by market forces. However, when

seasonal or irregular factors disrupt the market,
the bank of issue (the Central Bank of the
Republic of China / Taiwan / CBC) may intervene
to maintain an orderly foreign exchange market.
Otherwise CBC promotes financial liberalization
and internationalization. The management of
capital movements is market based. In general,
capital can flow freely in and out of Taiwan. The
CBC’s management philosophy of its foreign
exchange reserves centres around liquidity,
security, and profitability. The foreign exchange
reserves have also been used to promote economic
development and industrial upgrading According
to CBC the actual exchange rate of TWD against
USD (Interbank Spot Market Closing Rates) was
30.218 on 28™ April, 2017 [4].

According to Statistics Times (using
database of IMF (2016 October) Taiwan was at
No 21 place in terms of the amount of GDP on
current price basis and No. 21 in purchasing parity
basis (PPP), while foreseeably it would keep its
present position in 2020 in PPP basis. On current
price basis, it would likely slip one grade back to
the 22" position as it can be seen on Table 1 [33].

The Goals of the Research

The author aimed give an insight to the most
important social and economic challenges of Taiwan
nowadays. In the author attempted to find an
answer to the question whether Taiwan just
followed the successful model of Japan and
implemented the same economic policy instruments
like other newly industrializing economies in Asia,
or it had a special Taiwanese way. For this reason,
the author made a comparison between Taiwan
and the Republic of Korea (hereinafter: South
Korea) in terms of several economic and non-
economic factors.

In addition, the author tried answer another
question: which are the main economic and social
challenges which influence Taiwan’s development
at present and in the foreseeable future.

Material and Methods

This study is based on secondary and
partially primary research information. Most of
the secondary information derived from the
bibliography in this field which was available in
Taiwanese sources, principally in the libraries of
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Table 1
List of Countries by Projected GDP - the Top 25
Country/ GDP Nominal (billion USD) GDP PPP (billion Int. USD) PPP/
Economy 2016 Share | Rank | 2020 | Rank 2016 Share | Rank | 2020 | Rank | Nom

United States 18.561.934 | 24.7 1 21927 1 18.561.934 | 15.6 2 121927 2 1.000
China 11.391.619 | 15.1 2 16458 2 21.269.017 | 17.9 1 29.348 1 1.867
Japan 4.730.300 | 6.29 3 5.506 3 4931.877 | 4.14 4 5.483 4 1.043
Germany 3.494.898 | 4.65 4 4.008 4 3.979.083 | 3.34 5 4.583 5 1.139
United Kingdom | 2.649.893 | 3.52 5 2.928 6 2.787.741 | 2.34 9 3.244 9 1.052
France 2.488.284 | 3.31 6 2.851 7 2.736.717 | 2.30 10 | 3.185 10 [1.100
India 2.250.987 | 2.99 7 3.297 5 8.720.514 | 7.32 3 12.842 3 |3.874
Italy 1.852.499 | 2.46 8 2.046 9 2.220.580 | 1.86 12 | 2.518 12 1.199
Brazil 1.769.601 | 2.35 9 2.214 8 3.134.892 | 2.63 7 3.631 8 1.772
Canada 1.532.343 | 2.04 10 | 1.856 | 10 1.674.313 | 141 16 1.973 17 [1.093
Korea (Rep.) 1.404.383 | 1.87 11 | 1.747 | 11 1.928.621 | 1.62 13 | 2.373 13 |1.373
Russia 1.267.754 | 1.69 12 | 1.698 | 12 | 3.745.084 | 3.14 6 4.309 6 (2954
Australia 1.256.640 | 1.67 13 | 1.574 | 13 1.188.764 | 0.998 | 19 1.454 | 20 |0.946
Spain 1.252.163 | 1.66 14 | 1457 | 14 1.689.710 | 1.42 15 1.992 16 |1.349
Mexico 1.063.606 | 1.41 15 | 1.325 15 | 2.306.668 | 1.94 11 2.800 11 [2.169
Indonesia 940.953 1.25 16 | 1.274 | 16 | 3.027.827 | 2.54 8 4.119 7 13.218
Netherlands 769.930 1.02 17 | 893.2 | 18 865908 | 0.727 | 27 1.013 | 29 |1.125
Turkey 735.716 | 0978 | 18 | 912.5 17 1.669.893 | 1.40 17 | 2.072 15 (2.270
Switzerland 662483 |0.881 | 19 | 744.8 | 21 494303 | 0415 | 39 | 573.6 | 40 |0.746
Saudi Arabia 637.785 | 0848 | 20 | 816.6 | 19 1.731.229 | 1.45 14 | 2.074 14 (2714
Argentina 541.748 10.720| 21 |773.4 | 20 879.447 | 0.738 | 26 1.062 | 28 |1.623
Taiwan 519.149 | 0.690 | 22 | 5904 | 22 1.125.482 | 0.945 | 21 1.335 | 22 |(2.168
Sweden 517440 |0.688| 23 | 581.6| 24 498.130 | 0.418 | 38 | 595.0 | 37 |0.963
Belgium 470.179 | 0.625| 24 | 543.1 | 26 508.598 | 0.427 | 37 | 587.2 39 |1.082
Poland 467.350 | 0.621| 25 | 5827 | 23 1.052.249 | 0.884 | 24 1.302 | 24 |2.252

Source. The author’s edition on the basis of [33].

National University of Taiwan (NTU), Shih Chien
University, Academia Sinica. For statistical data,
the author used several international sources of
database (CIA World Factbook, IMF) and also
of the Directorate General of Customs, Ministry
of Finance of Taiwan.

Further to all this, mention must be made
about the fact that the author had the privilege to
spend two months in Taipei at Shih Chien
University in 2017 (March - May) with the
fellowship of the Oriental Business and Innovation
Centre of BBS. During his stay in Taiwan, the
author had personal meetings and made interviews
with a number of leading academic professionals
of the relevant fields (economy, sociology,
international studies, etc.) at Taiwanese institutes
and universities (National Taiwan University,
National Chengchi University, Academia Sinica.
Moreover, experts form the fields of business and
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administration were also interviewed, like the
Investment and Trade Director of the Hungarian
Trade Office in Taipei, and also Taiwanese
businessmen in farming and food-processing
industry. The outcomes of all these meetings and
interviews - as valuable primary information - are
reflected in this paper as well.

The Export-Oriented Economic
Development - Economic Miracle

The economic development is a complicated
phenomenon. Many factors may affect the speed,
quality, and direction of economic development.
But the major factors affecting Taiwan’s economic
development in the past 120 years are mostly
international ones - especially the mechanism
called international factor price equalization.
Taiwan’s economic development was not a
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miracle, as some people claimed, but rather an
achievable outcome for all developing countries
facing the same international opportunities [§]. In
addition referring to Samuelson [8; 31] who had
proven a theorem of international factor price
equalization almost 70 years ago stating that,
under certain assumptions, the price of production
factors, such as the wage rate, will become equal
between two countries when the countries have
free trade with each other. Mundell [8; 29]
demonstrated that even with no trade, the
international movement of even only one
production factor can also equalize the factor
prices of two countries. Since these theories have
some assumptions that may not be true in the real
world, the wage rate of different countries may
remain unequal. Nonetheless, as the theoretical
analyses predict, even if some of the assumptions
do not hold, the wage rate of two countries, once
they are open to international trade, will become
closer to each other in most cases [8].

Taiwan began to experience significant trade
with richer countries when the Qing imperial
government was forced to open several ports in
China to international trade, including two ports
in Taiwan in 1860. After Taiwan was ceded to
Japan in 1895, it began to engage in large-scale
trade with Japan. In addition, investment, modern
technology, and educated people moved to Taiwan
from Japan. Before 1945, the economic
relationship between Taiwan and Japan
resembled a modern common market. Taiwan
could export a variety of products in which Taiwan
had comparative advantage to Japan without
paying tariffs. Factor flows between Taiwan and
Japan were also cost free. Consequently, income
and wage rates in Taiwan grew closer to those of
Japan (which were higher). The factor price

equalization mechanism began to contribute to the
economic development of Taiwan. In 1937, four
decades after Japan occupied Taiwan, per capita
income in Taiwan reached roughly 75 percent of
Japan’s [8].

The Taiwanese Model Comparing
to South Korea

The peculiar and successful economic
development of the Asian New Industrialising
Economies (ANIESs), especially the cases of South
Korea and Taiwan have received considerable
attention from economists. Many studies and
analyses have already been prepared and
published to find out what was the secret of their
successful models. It is also evident that from
historical, political, social, cultural aspects there
were many similarities between the two entities.
Both of them were in severe economic and social
situation before their take-off and prosperity came
about. South Korea, once one of the poorest
economies in the world and devastated by the
Korean War (1950-53), is now the world’s No. 12
largest economy in terms of the amount of GDP,
while Taiwan has turned itself from a small island
with a history of colonization into No. 21-22 largest
economy in the world (see Table 2). South Korea
and Taiwan experienced colonization but
developed their economies very rapidly under a
government-led development paradigm. Due to
limited natural resources, both governments
employed an export-oriented industrialization
policy. Both economies also were favoured by
high rates of domestic savings and human capital
characterized by high levels of education and a
good work ethic [35]. With economic
development, both governments also went through

Table 2
Taiwan’s main economic indicators between 2000 and 2016

2000 2005 2010 2011 2012 2013 2014 2015 2016
GDP (USD billion at current 331.5 | 375.8 | 446.1 | 485.7 | 495.8 | 511.6 | 530.5 | 525.2 | 529.7
prices)
Per capita GDP (USD at 14.941 | 16.532 | 19.278 | 20.939 | 21.308 | 21.916 | 22.668 | 22.384 | 22.530
current prices)
Real GDP growth rate (%) 6.4 5.4 10.6 3.8 2.1 2.2 4.0 0.7 1.5
Total exports (USD billion) 151.9 | 199.8 | 278.0 | 312.9 | 306.4 | 311.4 | 320.1 | 285.3 | 280.3
Total imports (USD billion) 140.7 | 1854 | 256.3 | 288.1 | 277.3 | 278.0 | 281.8 | 237.2 | 230.6
Consumer price inflation (%) 1.3 2.3 1.0 1.4 1.9 0.8 1.2 -0.3 1.4
Unemployment rate (%) 3.0 4.1 5.2 4.4 4.2 4.2 4.0 3.8 3.9

Source: [14] on the basis of Directorate-General of Budget, Accounting and Statistics, Executive Yuan, Taiwan.
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the transition to democracy, which ended
authoritarian rule in Taiwan in 1987, in South Korea
in 1988. However, besides the similarities, there
were also noticeable differences between those
economic development models which were applied
in South Korea and Taiwan. The South Korean
government monopolized credit allocation,
providing preferential credit to big export-oriented
corporations to promote economic development.
By contrast, small and medium-size enterprises
that were mostly family-owned led economic
development in Taiwan [25].

Hattori and Sato (1997) in their study also
assumed and claimed that the development
mechanisms in South Korea and Taiwan were
different and came up explanatory hypotheses
based on historical and economic facts. According
to them there were different levels of capital
accumulation at the starting points of post-war
economic development, or industrialization, in the
two states. In South Korea hopes were very high
for accelerated development, but the economy
itself was still at a very low level. This situation
most likely forced policymakers and the people
to believe that development should be carried out
through a strong government-led mechanism. The
fact that South Korean level of economic
development was lower than that of Taiwan looks
evident in the figures of per capita GNP. In 1961,
per capita GNP in South Korea was only
55 percent of the figure recorded by Taiwan [16].
Taiwan was already producing sugar as a powerful
agricultural exporter, enabling a certain level of
foreign currency acquisition. South Korea fell
behind in this aspect. Industrialization in South
Korea also lagged behind. Looking back on the
period during which both countries were colonies
of Japan, industrialization was progressing during
the 1930s and the Korean Peninsula was
developing ahead of Taiwan. However, most of
the factories were located in the north, and with
the division of the peninsula after World War 11,
South Korea was cut off from the major industrial
regions. Also, most of the manufacturing
enterprises including SMEs in pre-war Korea
were owned and managed by Japanese. In the
other hand, in Taiwan, although many large
corporations were also owned and managed by
Japanese, the SMEs were owned and managed
by Taiwanese. Therefore, after the war South
Korea experienced setbacks both in terms of
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manufacturing facilities and human resources,
even before the destruction inflicted on the
economy by the Korean War. As a result, the
resources, especially capital, necessary for
economic development was seriously lacking in
South Korea. In order to utilize effectively the
scarce resources that were available, it was hoped
that the government would step in and ration them
in a centralized manner. For this purpose, the Park
Chung-hee administration nationalized the
country’s financial institutions and took control of
loans from overseas. In the other hand, Taiwan’s
economic level was relatively higher, and although
capital was scarce too, the situation was by no
means as critical as in South Korea, allowing
Taiwan to take a more relaxed approach to
economic development [20]. According to their
findings they described a general scheme of the
Taiwanese and South Korean developmental
model, see Figure 1.

Chau [7] in his study pointed out that from
the beginning, the South Korean government took
on an active and direct role in guiding and
promoting economic growth, much more so than
the governments of Japan and Taiwan. The main
objective was growth maximization. This was
considered essential to survival, to counter the
threat of North Korea, which was stronger in
terms of military capacity and economic potentials
in early 1960s. The strategy was clear-cut and
simple: outward-, industry- and growth-oriented
(or “OlG-oriented”). To do well in export was
considered of paramount importance. The phrase
“export first” was written into the second five-
year plan of South Korea (1967-71), and “Nation
building through exports” was President Park
Chung-hee’s favourite slogan [7].

Abe and Kawakami [1] examined the
reliability of that belief - based on a broad
consensus - that the backbone of industrialization
of South Korea was the sphere of chaebols
(conglomerate business groups) rather than small
and medium-size enterprises (SMEs), while in
Taiwan’s economic development, the SMEs
played been the driving force for growth.
According to this general consensus South Korea
was considered as “big business economy” while
Taiwan an “SME economy”. Their conclusion
was that the statistical data to the end of the 1980s
confirmed this generally held perception
contrasting enterprise size in the two economies.
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a. Korea
Political and social factors ~ Development mechanism  Development pattern
i | Poor accumulation at ini- 5 { | Export-led industri- Sustained high-
: : Government-led ——» S . =
i tial development stage, ; alization relying level economic
{ | Common goals between ' on Japan and growth
i | society and government, i the United States
' Closed, fixed network |
i | formation mechanism
b. Taiwan
Political and social factors ~ Development mechanism  Development pattern
: Relatively advanced R Wikt . _| Export-led industri- Sustained high-
accumulation at initial i alization relying level economic
development stage, : on Japan and growth
i | Deep rift between | the United States

| government and society,
Horizontal, open,

! flexible network

i formation mechanism

Fig. 1. Development Patterns and Development Mechanisms in South Korea and Taiwan

Source: [20].

However, later on, between 1986 and 1991 the
position of enterprises employing more than
500 workers in the Taiwanese economy increased
in importance, if only slightly. In other words, the
dichotomy in the position of big business in the
two economies seemed to have lessened since
the mid - 1980s [1].

There were differences in the method of
industrial targeting too. Taiwan was most specific
in identifying and promoting ‘strategic’ industries,
with explicit criteria (technology intensity, market
potential, high value added and large linkage).
Eight strategic industries were chosen in 1983,
and 33 targeted leading products were identified
in 1992. By contrast, in its technology upgrading
effort, South Korea shifted from industry-specific
promotion of the 1970s to functional policies of
the 1980s. Policy became more favourable to
individual projects rather than sectoral
development [6]. South Korea and Taiwan have
enjoyed rapid economic development since the
early 1960s. Gross domestic product (GDP) per
capita in South Korea and Taiwan has
continuously increased over the past decades.

However, it is also visible that since 1980 the value
of per capita GDP (PPP) has always been higher
in Taiwan than in South Korea and the gap
between them has also been continuously
widening. Taiwan’s per capita GDP (PPP) will
closely approach 60,000 USD by 2021, while in
case of South Korea it will only be slightly above
47,000 USD (see Fig. 2).

The most obvious difference between the
South Korean and Taiwanese economies is the
size of firms and business groups. Kim and Heo
[25] on the basis of previous studies [2; 34; 24;
22; 21] pointed out the issue of big corporations
versus small and medium-sized enterprises. The
economic concentration is one of the main
characteristics of late industrialization as a small
number of firms tend to lead economic
development. South Korea is a good example: a
small number of gigantic family-owned business
conglomerates, called chaebols, account for a
major portion of the economy’s production. The
South Korean government concentrated
resources on a small number of firms for two
reasons. First, South Korea had limited resources.
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Fig. 2. Per Capita GDP (PPP) of Taiwan and of the Republic of Korea
from 1980 till 2021 (forecast) in USD

Source. The author’s compilation on the basis of [17].

Second, the government believed that the size of
firms was important to compete in the world
market. Scarce resources meant that only a small
number of firms received government support,
which in turn led to the dominating size of chaebol.
For instance, the Hyundai group, the largest
chaebol in these early years, expanded at an
average rate of about 32 percent from 1972 to
1983, and the five biggest chaebols accounted for
17.4 percent of the total value of the
manufacturing sector in 1982 [24]. By 1999, the
top fifty firms in South Korea accounted for 93.8
percent of the country’s GDP [25].

Lin [26] underlined that Taiwan started her
peculiar way of export-oriented industrial
development almost at the same time when
South Korea did - around the late sixties to the
early seventies. But it was a major difference
that unlike in case of South Korea, Taiwanese
government did not select directly those
companies which were designated to be the
backbone of the national economy. There were
no chaebols or Japanese style Keiretsu-model.
The development went through under the
guidance of the government, but the most
successful industrial manufacturers - especially
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in the electronic industry - were self-made men.
Another typical trend was that bigger companies
with textile or other profiles - recognising the
prosperity of the electronic industry - also
entered the business. Even though, that by now
some of the Taiwanese companies grew big, like
Asus, Acer, D-Link and many others, - contrary
to South Korea and Japan - it happened only in
the course of the recent one or two decades.
He pointed out that similarly to South Korea,
Taiwan also received significant and regular
financial assistance from the United States
during the 1950s and in the early sixties - until
1965 (South Korea received the US assistance
until 1972). All this gave additional impetus and
help the impressive economic growth of Taiwan
and South Korea that started just a couple of
years later. After 1965, still huge amounts of
American financial assets remained in
Taiwanese banks that were - and still being -
used like a joint fund for development purposes,
and the Taiwanese and the US administration
decide together about the projects to which
support should be rendered [26].

Chou [10] pointed out that comparing to
South Korea the labour unions have always been
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much weaker and played less active role. Even
though that since 1987 the democratization
process has been going on in Taiwan, the
peoples’ voice, the activation of civil movements
can only be seen during the recent 3-4 years
[10]. This must be one reason why the level of
salaries has been stagnating in Taiwan for two
decades.

Comparing the Taiwanese and South Korean
R & D sectors, Sanchez-Rubalcava [32] pointed
out that there were key differences between South
Korea and Taiwan in terms of research and
development. He claimed that in contrast to the
remarkable similarities in many ways, they differ
from each other greatly when looking at the
industry data in terms of which the biggest
differences could be found. The main difference
was in the concentration of research and
development, which in South Korea was managed
by the largest companies, while in Taiwan the
research and development was more uniform and
spread out [32].

According to Chow [11] until the 1990s,
Taiwan was able to overcome its diplomatic
isolation by expanding its trade and investment
flows to all of her trading partners with or
without official government recognition. Its
economy could maintain decent growth rates
with an average of 7.49 percent in the years

% of GDP
50.0

1991-1995, a record comparable to other newly
industrializing countries (NICs) in the early
years of the 1990s. However, the proliferation
of the free trade agreements (FTAs) in the Asia
Pacific since that time has reduced Taiwan’s
international economic participation. Unlike
South Korea which has signed FTAs with most
of its major trading partners, Taiwan has not
been able to benefit from a “freer trade” regime
through bilateral/plurilateral trade accords. This
is because mainland China has prevented those
countries with which Taiwan has no diplomatic
ties from signing trade accords with Taiwan. It
was also pointed out another important
difference between the two economies: the
extent of the outward FDI which is considerably
higher in case of Taiwan than in South Korea
or even Japan. The stock of outward FDI as
percentage of total GDP is shown in Figure 3.
By the end of 2012, the stock of outward FDI
in total GDP accounted for nearly 50 percent
in Taiwan whereas the levels in South Korea
and Japan are only 25 percent and below. After
Teng Hsiao ping’s southern visit in 1992, which
reaffirmed mainland China’s commitment to
reform and openness, more Taiwanese capital
flowed to mainland China than to any other
country. This rose concerns about overdependence
on mainland China [11].

375
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Fig. 3. The stock of outward FDI as percentage of GDP in Japan, South Korea and Taiwan, 1990-2014

Source: [11] on the basis of UNCTAD.
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The Challenges of the Taiwanese Economy
and Society in Our Days

Taiwan’s economy has been experiencing
a downturn since the breakout of the global
economic crisis since 2008. This is due to the
overdependence to the exportation. Both
investment and consumption are growing at a slow
pace. There are three main factors contributing
to Taiwan’s economic growth: investment, export
and consumption. Regarding the investment sector,
the government has faced the sovereign debt
ceiling, which restricts its capacity for raising
public debt. The private investment sector shows
limited growth potential. Furthermore, there is little
progress in negotiations for FTA (Free Trade
Agreement) as well as EFCA; Cross-Straits
Economic Cooperation Framework Agreement)
follow-up agreements. Negotiations, however,
have been started for a cross-strait trade in goods
agreement under the ECFA framework [36; 13].

In order to maintain the technical and
business issues between Taiwan and mainland
China, the Straits Exchange Foundation (SEF) was
established by the Taiwanese government. It is

G.I. Neszmélyi. The Main Challenges and Constraints of the Economic Development of Taiwan

technically a private foundation, but in fact it is
funded by the government and controlled by the
Mainland Affairs Council of the Executive Yuan
(the executive branch of the Taiwanese political
leadership). Its role is in fact, a kind of de facto
embassy to mainland China, to not officially
acknowledge the latter’s sovereignty over Taiwan.
The SEF is headed by a former Taiwanese foreign
minister, Tien, Hung-mao [30].

According to the figures of Table 3 -
comprising seven years from 1 January, 2010 to
315 December, 2016 it is very much visible, that
Taiwan’s No. 1 and No. 2 foreign economic
partners are located in East Asia, namely the
mainland China and Japan. In terms of the entire
bilateral turnover, and in case of Taiwanese
exports, mainland China is the biggest partner
(even without Hong Kong nearly 850 billion USD
turnovers, from which 550 billion USD was the
export), while in terms of imports to Taiwan, Japan
was the biggest in this period (with nearly
316 billion USD). The United States was at No 3.
place both in terms of exports and imports. Hong
Kong, South Korea and Singapore are also very
important partners, while from Europe only one

Table 3

The main trading partners of Taiwan between January 2010 and December 2016 (in USD)

TIME PERIOD: 2010/01 - 2016/12

TOTAL TRADE EXPORT IMPORT
COUNTRY NAME| RANKING AMOUNT SHARE | RANKING AMOUNT SHARE | RANKING AMOUNT SHARE
(%) (%) (%)
TOTAL |Global-Country - 3.870.481.937.501] 100.000 - 2.063.927.788.397| 100.000 - 1.806.554.149.104| 100.000]
CODE COUNTRY RANKING AMOUNT SHARE | RANKING AMOUNT SHARE | RANKING AMOUNT SHARE
NO NAME
CN |CHINA 1 849.874.121.091] 21.958§ 1 550.621.746.193] 26.67§ 2 299.252.374.898] 16.565
JP |JAPAN 2 449.064.978.129]  11.602] 4 133.174.894.939]  6.452 1 315.890.083.190] 17.486]
US |UNITED 3 418.382.104.118] 10.810] 3 236.007.326.244| 11.435 3 182.374.777.874) 10.095|
STATES
HK |HONG KONG 4 286.303.112.043)  7.397| 2 274.231.736.892) 13.287 29 12.071.375.151)  0.668§
KR |KOREA. 5 192.244.107.174|  4.967 6 85.015.395.809,  4.119 4 107.228.711.365  5.936]
REPUBLIC OF
SG [SINGAPORE 6 177.781.209.957  4.593 5 122.537.351.545]  5.937 8 55.243.858.412)  3.05§
MY [MALAYSIA 7 105.015.672.106)  2.713 9 51.169.394.383]  2.479 9 53.846.277.723] 2981
DE |GERMANY. 8 102.989.280.640,  2.661 10 42.653.252.864)  2.067, 6 60.336.027.776|  3.340
FEDERAL
REPUBLIC OF
SA [SAUDI ARABIA 9 94.178.542.934]  2.433 21 11.304.021.581)  0.548 5 82.874.521.353]  4.587
AU |AUSTRALIA 10 80.192.787.768  2.072 15 24.051.355.443]  1.165 7 56.141.432.325  3.108§
VN |VIETNAM 11 78.783.523.775|  2.035 7 62.915.973.333]  3.048 22 15.867.550.442)  0.87§
ID [INDONESIA 12 74.871.460.201 1.934 13 29.304.555.122)  1.420] 10 45.566.905.079]  2.522
PH |PHILIPPINES 13 72.378.076.752 1.870 8 57.228.638.463]  2.773 23 15.149.438.289]  0.839
TH |THAILAND 14 69.303.040.910,  1.791 11 41.572.189.113]  2.014 14 27.730.851.797  1.535
NL [NETHERLANDS 15 56.862.153.984)  1.469 12 32.220.576.495  1.561 15 24.641.577.489] 1.364
KW |[KUWAIT 16 45.700.067.249]  1.181 57 1.301.606.393]  0.063] 11 44.398.460.856] 2458
IN |INDIA 17 41.942.188.454]  1.084 16 24.045.396.147  1.165 19 17.896.792.307 0.991
GB |UNITED 18 41.923.498.906/  1.083] 14 29.245.822.172)  1.417) 27 12.677.676.734|  0.702
KINGDOM

Source. Directorate General of Customs, Ministry of Finance (Taiwan).
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country, Germany had a place among the Top Ten
(with nearly 103 billion USD turnover) [18].

Mention has to be made about the Economic
Cooperation Framework Agreement (ECFA), a
preferential trade agreement between the
governments of mainland China and Taiwan,
which aimed to reduce tariffs and commercial
barriers between the two sides. The pact, signed
on June 29, 2010, in Chongqing, was seen as the
most significant agreement since the two sides
split after the Chinese Civil War in 1949 [34; 13].

It was also highlighted that whilst legislative
ratification of the latest Cross-strait Trade in
Services Agreement has been held in abeyance
since the Sunflower Movement took place in
March 2014, Taiwan attended a WTO (World
Trade Organization) Trade Policy Review
meeting in Geneva on September 16, 2014.
During this meeting from the end of mainland
China concerns were expressed over Taiwan’s
restrictive measures that substantially limit its
direct/portfolio investments in Taiwan. In addition
to reiterate its expectation towards the removal
of Taiwan’s unilateral import bans on basic
products from mainland China in compliance with
the MFN (Most Favoured Nation)-level
obligations of WTO. Beijing has also signalled
that, by failing to open Taiwan’s domestic
economy to China, it will lobby against Taiwan’s
participation in multilateral pacts such as the
Trans-Pacific Partnership (TPP).

South Korea and Taiwan both significantly
increased their exports to mainland China between
2002 and 2011, however the figures show that
South Korea’s export expansion was more

successful in absolute values. However, South
Korea’s share within the Chinese market did not
change significantly (from 9.7 % to 9.6 %), while
the same in Taiwan’s case decreased from 12.9 %
to 7,4 % [5], see the comparison in Table 4.

In the long run, keeping restrictive stance
towards reciprocal flows from mainland China is
definitely not an option for Taiwan. Making
prudent policies of cross-strait opening, with
appropriate safeguards in place, may not be the
panacea for Taiwan’s competitiveness, but it is a
necessary step to maintain and further enhance
its strength in global trade. Taiwan should take a
more positive perspective and consider forming a
strategic alliance with mainland China, rather than
viewing it as an adversary, in order to maximize
its relative advantage under this ever-changing
global business environment [5].

The domestic consumption, the average
growth of Taiwan’s disposable income was
approximately one percent in the past ten years.
It causes the sluggish growth of Taiwan’s
economy. Lastly the export trade is also largely
affected by the up-and-down fluctuations of the
global economy, which imply that Taiwan has lost
much of its control over its economic growth.
However, on the bright side, Taiwan’s export and
consumption are better off following the recovery
of the global economy. Foreign tourist arrivals
were expected to exceed ten million in 2016 to
significantly increase domestic demand.
Moreover, with the establishment of Free
Economic Pilot Zones (FEPZs) and the shift in
investment from China to Taiwan, by Taiwanese
businessmen, the economic growth of 2015 shows

Table 4
Taiwan’s and South Korean Exports to and Market Share in China (2002-2011)
South Korea Taiwan

Year Amount Market Amount of Market

of Exports share (%) Exports share (%)

(M USD) (M USD)
2002 28.581 9.7 38.082 12.9
2003 43.161 10.4 49.364 11.9
2004 62.166 11.1 64.760 11.5
2005 76.874 11.6 74.655 11.3
2006 89.818 11.3 87.141 11.0
2007 104.045 10.9 100.986 10.6
2008 112.154 9.9 103.324 9.1
2009 102.125 10.2 85.706 8.6
2010 138.023 10.0 115.645 8.4
2011 147.386 9.6 114.161 7.4

Source: [5].
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signs of recovery. But with the rise of China’s
high-tech industry, the cross-strait business
relationship has shifted from cooperation to
competition. However, there are still some doubts
about the global economic recovery, Taiwan still
has a lot of work to do, though its economic growth
in the next two or three years shows promise and
has an optimistic forecast. It has to speed up not
only in industrial transformation but also sign FTAs
to stand a chance in this fierce competition and
break through existing trade barriers to get back
on the right track of economic growth, at faster
pace too. Taiwan has been too much dependent
on mainland China. Taiwan is pressured to speed
up industrial upgrading and transformation.
Moreover, Taiwan has to plan FEPZs (free
economic pilot zones) and sign FTAs at faster
rate in order to make industrial advancements and
maintain competitive advantages over mainland
China. Upon accomplishment Taiwan will be able
to pursue sustainable economic growth. Besides
the aforementioned challenges, there are still some
other pressing complications. Such one is the rise
of mainland China’s supply chain and the fierce
industrial competition between the two sides of
the Taiwan Strait. In recent years, Taiwanese and
foreign companies all face the pressure of
localization or joining with the China supply chain.
This means the original Taiwanese and foreign
suppliers of semi-conductor and other component
manufacturers are being replaced. The negative
effect can be seen by the recent decrease in the
ratio of intermediate goods Taiwan imports from
mainland China. It may have resulted from
mainland China’s import substitution and localized
production policy. In 2013, the manufacturing of
ICT (information and communication technology)
products and optical instruments, which constitute
a large part of imported goods, has been hit the
hardest, weakening Taiwan’s export performance.
Therefore, Taiwan has to shift focus to the
American reindustrialization process to maintain
competitive advantages over mainland China [36].

After all the industrial transition must speed
up and new industries must be introduced in order
to attract investment. In addition, service industries
should take full advantage on FTAs and ECFA.
In doing so, Taiwan can take advantage of China’s
and ASEAN countries’ vast hinterland to secure
benefits of economies of scale and create demand
for skilled manpower [36].

G.I. Neszmélyi. The Main Challenges and Constraints of the Economic Development of Taiwan

During the recent, 8-year period of the
KMT-government (2008-2016), Taiwan made
many gestures to improve relations with mainland
China. When Taiwan and mainland China
concluded the ECFA in 2010, as a part of this
framework agreement, a so-called Early-harvest
List was agreed in 2011, which comprised
altogether tariffs concessions of 806 product items.
He pointed out that the unhindered trade of at least
two third of these products was really beneficial
for Taiwanese exporters to mainland China, which
is interested in the imports of modern technologies
from Taiwan. On the other hand, it is a noticeable
fact that nowadays around 23 million people are
employed by Taiwanese firms in mainland China -
which number is comparable to the entire
population of Taiwan [19].

Following ECFA, within few years
altogether 22 additional agreements were
concluded between Taiwan and mainland China,
which covered the field of liberalization of the
movement of persons as well. At the beginning
only tourist groups, but later on individual travellers
were also allowed to travel to the other side of
Taiwan Strait. Finally, ECFA became highly
debated and the last agreement within its
framework on the liberalizing trade in services
was not ratified by the Taiwanese legislature. It
even raised public dissatisfaction and created an
intense situation in Taiwan, which resulted in the
significant occupation of the Taiwanese
Legislative Yuan as many people had fears of the
fast pace of signing and ratifying so many
agreements between the two sides of the Taiwan
Strait. It was considered too risky both from
political and economic point of view. Finally, it
contributed to the victory of the previous
opposition, the liberal, Democratic Progressive
Party (DPP) in 2016. Taiwan struggles for any
kind of additional possibility to participate in the
international arena, however it is very much limited
in the shade of mainland China, as the latter
prevented most of these efforts. The Free Trade
Agreement (FTA) between Taiwan and the
European Union is widely promoted by various
feasibility studies and would highly benefit both
the EU and Taiwan. However, it is stalemated
and not likely to be signed unless a similar
agreement had already been concluded between
the EU and mainland China. He underlined that it
is very unlikely that such an agreement would be
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concluded between the EU and China in the near
future, therefore the case of FTA between Taiwan
and the EU cannot be on the agenda. He said it
can be considered as a breakthrough-sound
achievement that mainland China did not prevent
the conclusion of the FTA between Taiwan and
New Zealand in 2013, as well as the earlier
conclusion of an investment protection accord
between Taiwan and Japan in 2011 [18].

Another problem Taiwan faces is the
unsolved salary stagnation. Real salary has
stagnated for almost 20 years because of the
imbalance of income distribution, not from the lack
of economic growth [ 15]. Salary stagnation serves
as an obstacle hindering Taiwan’s economic
recovery. Although the speed of inflation in Taiwan
is relatively low, the increase in salary is even
lower. Under such circumstances, Taiwan is
struggling to maintain talent in the country, further
reinforcing the vicious cycle of low salary [36].

Others, like Cheng [9] also consider the
dilemma of salary stagnation a serious problem that
needs urgent solution. The young generation in
Taiwan faces elementary difficulties in establishing
families because of the increasing gap between
the growing real estate prices and the stagnating
salaries. She mentioned that in the course of the
recent two decades even cuts in salaries happened
[9]. Chou [10] pointed out that 60 % of college
graduates in Taiwan are engineers, many of whom
establish ventures and most of them become
successful in a course of a couple of years [10].
However, Hsu [23] considers the young generation
(20-24 years old people) face nowadays even
bigger difficulties at the labour market than before.
He claimed that Taiwan’s labour market had gone
through a major change over the past decade. In
fact, unemployment among people aged 35 or above
had declined since 2003, but joblessness of the age
20-24 age group hit a new high in 2013. He
suggested that Taiwan should learn from the US
and other OECD countries which use the so-called
Active Labour Market Policy (ALMP) to
structurally connect the youth to the labour market
and also urged for more innovative strategies that
systematically could bring back this underrepresented
generation, whose members possess with high
educational attainment [23].

The main traps jeopardizing Taiwan’s
competitiveness “behind the shade” of mainland
China are as follows:

— Many Taiwanese businessmen went to
China to manufacture and enjoy the advantages
of the cheap labour. But, it has several risk factors
for Taiwan as follows:

— If Taiwanese manufacturers focus too
much on the advantages deriving from the low
labour costs, in longer run these manufacturers
will lose their competitiveness, as the labour costs,
even in China are growing. The Taiwanese
government has been trying to encourage
entrepreneurs to rather do more intensively
innovations and increase the value-added content
in their products and services.

— As China needs semiconductors in growing
quantities, but still not able to meet her own demand
from domestic resources. He mentioned that China
spent nearly as much on importing semiconductors
as on the annual oil imports. Hence, in the recent
years China started to intensively develop her own
semiconductor industry, which is followed by a
special kind of brain-drain process: Chinese firms
offer good job opportunities for Taiwanese
specialists working in this field. He underlined: this
was not prevalent in case of the assembly-
manufacturers, just the cutting-edge segment of the
industry: the semiconductor design and production.
If this process went on, Taiwan would surely face
serious difficulties with her competitiveness in this
field [26].

The present administration of Taiwan - under
presidency of Tsai Ing-wen (who assumed her
office on May 20, 2016) - has a number of tasks
to revitalize Taiwan’s economy amid an
unfavourable global environment. For Taiwan to
benefit economically from its interactions with the
rest of the world, in turn, and to enhance its
international visibility politically, the Taiwanese
government has at least six significant challenges
as follows:

1) Building on the economic statecraft that
has brought participation in the WTO, plurilateral
and multilateral trade arrangements;

2) Expanding its limited successes in
bilateral FTAs negotiations, especially with those
countries which have multiple memberships in the
emerging trade blocs;

3) Continuing economic gains that Taiwan
has made through its functional approach to deepen
further the de facto economic integration it has
achieved through outward investment and its
participation in the global value chains (GVCs);
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4) Maintaining peace and stability in the
cross-Strait relations by taking a non-provocative
attitude toward China;

5) Pursuing membership in the new mega-
regional trade blocs to diversify its trade and
investment flows so as to mitigate its asymmetric
dependency on China’s market;

6) Engaging a “New Southward Policy” to
integrate further with the economies in Southeast
and South Asia.

Chow claimed that this might be a grand
strategy for the Tsai-administration to globalize
Taiwan’s economy with substantial political
dividends in the international community [11].

Conclusion

Following the objectives of the study, on the
basis of bibliographic sources and databases,
furthermore incorporating all relevant information
the author gained by personal interviews in
Taiwan, as primary research results during his
fellowship in 2017, the main findings and
conclusions can be summarized as follows.

1) The Taiwanese model - similarities and
differences between the development of South Korea.

To answer the question - whether Taiwan
Jjust followed the successful model of Japan
and implemented the same economic policy
instruments like other newly industrializing
economies in Asia, or it had a special
Taiwanese way - the author made a comparison
between Taiwan and South Korea in terms of
several economic and non-economic factors.

In this respect there are many similarities,
the most prominent ones are as follows:

— relatively small land, with significant
population,

— scarcity of natural resources, especially
energy carriers,

— colonial past,

— underdeveloped economy after the
colonial period which was further devastated by
the war(s) - WWIL, and in case of South Korea,
the Korean War (1950-53),

— strong (dictatorial) political leadership until
the late 1980’s,

— export-oriented economic development
policy,

— American economic assistance helped the
recovery and the take-off,
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— Following Japanese and American
patterns,

— Conlflicts and continuous tensions in the
direct geographic neighbourhood,

— High savings ratio, especially during the
take-off period (1970°s),

— Democratization process from the late
1980’s.

In the other hand, there were significant
differences in the way of South Korea and Taiwan
as follows:

— The role of state (government) in guiding
the economic development was strong in both
cases while in South Korea the government
monopolized the credit allocations giving
preference to the selected big export-oriented
companies (which became the chaebols), while
in Taiwan the interfering role of state was not
that strong, mostly family-owned SMEs led the
economic development.

— We may say, South Korea followed the
chaebol-model, while Taiwan the successful SME
model. However, what is more important difference,
that in South Korea the success of the selected
companies was pre-decided by the government,
while in Taiwan self-made companies became
successful. (Even though some of these SMEs
grew big, they are still not giants like most of the
well-known South Korean firms).

— The post-colonial heritage was quite
different after Japan surrendered in 1945. Even
though Japan had invested a lot both to Korea
and Taiwan (as they both used to be provinces of
Japan), in case of Korea the relatively modern
Japanese investments and production capacities
were in the North, they remained at North Korea.
Those few capacities existed in the South were
mostly devastated by the Korean War while in
Taiwan production- and export-oriented capacities
were not that much damaged, so Taiwan still had
a stronger basis to start again from. Hence, even
though the post-colonial and post-war situation
devastated both economies, at the beginning the
situation in South Korea was much worse (even
in 1960 South Korea was one of the poorest
country in the world), than in Taiwan where the
situation was not so critical.

— Due to the previous factors Taiwan had
higher per capita GDP (PPP) from the beginning
than South Korea and this trend has still been
continuing.
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— The role and activity of the labour unions
(In South Korea labour unions are strong, while
in Taiwan they are still in a weak position).

— The R&D activity is concentrated to big
corporations in South Korea while in Taiwan it is
more spread. While in both economies the R&D
activity used to be industry-specific from the take-
off period, from the 1980°s in South Korea it was
shifted to the promotion of functional policies,
while Taiwan went on selecting and promoting
industries of strategic importance with more
explicit criteria.

— The outbound FDI in case of Taiwan is
much higher (in ratio of GDP), it is around 50 %,
while in South Korea it is considerably lower.

— The role and activity in the international
community. While South Korea is a widely
accepted and recognized, independent member
of the international community, Taiwan remains
in the shade of mainland China in diplomatic
isolation. Therefore, South Korea could join all
those international agreements which it found
beneficial (like FTAs), while Taiwan’s possibilities
are strongly limited.

After all the author considers that besides
the obvious similarities, there were too many
differences between the Taiwanese and the South
Korean model that it can be claimed that Taiwan
had its peculiar way of development, it did not
copy or follow strictly any other patterns.

2) Economic and social challenges of Taiwan
in our days.

— According to the author’s experiences,
and also the widely available, up-to-date
bibliographic sources it seems that one of the main
dilemmas is for Taiwan how to manage its
economic relationship and the ‘political contacts’
with mainland China, in order to preserve its
competitiveness and relative freedom (the de
facto independence) while from some points it
looks that mainland China and Taiwan seem to
merger into a peculiar free trade zone.

— Taiwan invested much, one may say too
much FDI into mainland China, which makes her
economy and de facto independence even more
vulnerable. Moreover, it contributes to mainland
China’s competitiveness only if Taiwanese
companies went to the mainland to benefit from
the lower labour costs there. It will not help to
generate more jobs and it would not give any
impetus to increase the salary level in Taiwan

which is one of the main obstacles that hinders
the growth of the domestic consumption and the
economic growth.

— The author found that in spite of the
geographic and cultural distance there are some
points and phenomena, in which Taiwan and
Hungary have similar experiences and challenges.
One of these ones is the already mentioned salary
stagnation, which hit Taiwan and also Hungary,
where the salary level has still been retarded,
comparing to other European countries, even most
of the neighbouring states. Taiwan’s (and other
ANIEs’) example clearly shows the fact that the
low salary level cannot be a helpful competitive
advantage for too long time. Definitely it helped
the economic growth during the “take-off” period,
but after a time it will be a constraint to catch up.
(There must be different factors, like innovation,
more R&D-intensive industries to generate more
value added). Otherwise, there will always be
more competitive economies which invest more
to the domestic R&D and innovation and in longer
run such countries will be able to pay higher
salaries. Taiwan should follow this way. In the
other hand, there will always be another place in
the world - like mainland China - where the salary
levels are lower, but to deploy manufacturing
industries in a bigger extent to such places, it too
risky. It has a reason why, for example, the new
president of the United States campaigned and
strived for bringing back the production capacities
of American companies which went long ago
abroad to benefit from lower wages, furthermore -
due to such considerations - he withdrew the United
States from the Trans-Pacific Partnership [3].

— The author believes that the salary
stagnation has been a very timely issue in Taiwan
for the recent decade as well. In this respect the
weak role and activity of labour unions has to be
pointed out too. This is also one reason why the
salary level could not catch up, even though
Taiwanese economic performance would enable
significantly higher salaries by now.

— In case of Hungary - thanks to the free
movement of labour within the European Union, -
several hundred thousand Hungarians have
migrated to other European (and overseas)
countries with the view of finding better livelihood.
As a result of this process there is a massive
shortage in various professions from medical
doctors to skilled workers. This finally gave an
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impetus to the government to start tackling on the
salary issue, while labour unions still not too active
in this matter. The case of Taiwan is different a
bit, young Taiwanese people who study abroad,
remain there for a better job, and do not return.
In some specific professions (like the mentioned
semiconductor industry), brain-drain strongly
exists and can even be accelerated if the
government does not make sufficient efforts in
this field. Till Taiwanese companies prefer keeping
their manufacturing units in mainland China, the
Taiwanese wages will not grow. If this stagnation
continues, it will have adverse impact to the
economy and will be a hard constraint of the
future development.
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