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Introduction 

Taiwan has been widely admired as the leading member of the family of 
East Asian 'miracles'. In more recent years, the East Asian financial crisis 
has led to a reassessment, causing some observers to emphasize the 
ephemeral character of that success, as well as the system's vulnerability to 
systemic shocks resulting from its advanced state of 'globalization'. 

The theme I hope to defend here is twofold: first, that there was no 
'miracle' as Taiwan's unusually good performance can be fully explained; 
and second, that Taiwan, for somewhat similar 'explainable' reasons, stood 
out in relation to her neighbours by being spared the worst effects of the 
East Asian financial crisis. 

This does not mean mistakes were not made in both the distant past and 
the most recent epoch, nor does it mean that all is well with either Taiwan's 
current economy or polity. But it does mean that a combination of her 
initial conditions and the policy choices made over time not only gave her 
sustained growth with equity over the long run, but also served to protect 
her from the worst effects of the inevitable exogenous shocks to which all 
systems are exposed from time to time. Societies seeking to graduate into 
modern economic growth, while moderating their vulnerability to crisis, are 
limited in their capacity to alter their initial conditions, yet more can be 
done in the realm of institutional and policy choices over time than is gen­
erally realized. In other words, there are no irretrievable 'basket cases' in the 
less-developed countries. Moreover, while no country's experience can ever 
be wholly transferred to another, understanding Taiwan's historical record 
can allow others selectively to adopt some of the lessons of that experience. 

The remainder of this chapter falls into four parts. First, I outline Tai­
wan's favourable initial conditions, which helped make her an outlier even 
in the company of the generally successful East Asian family of countries. 
Next, I focus on the policy framework that was selected during the ensuing 
half century of development experience. The third section considers Tai­
wan's reduced vulnerability during the East Asian financial crisis. Finally, 
there is a brief concluding section. 
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Taiwan's initial conditions 

r 
Taiwan's colonial heritage undoubtedly made an important contribution to T 

\	 subsequent economic growth. The Japanese colonial administration - if forI 
its own selfish reasons, such as its need for sugar and rice - expended sub­
stantial resources and attention on Taiwan's rural sector, in the form of 

r 
j	 road, drainage, irrigation and power construction projects. It also improved 

the rural institutional infrastructure through promotion of agricultural 
research, creation of experimental stations and, most importantly, the 
establishment of farmers' associations. These initiatives all constituted 
capital and institutional investments, which together, long before World War 
II, led to a significant agricultural revolution, especially in rice (with yields 
rising by 4 per cent a year between 1921 and 1937). Even more importantly, 
these investments laid the groundwork for full mobilization of the agri­
cultural sector in the post-war era. Taiwan also benefited from Japanese 
colonial policies favouring primary education: by the early 1950s, 60 per 
cent of the population were already literate. This respectable initial stock of 
human capital was enhanced by the inflow of small-scale traders and 
entrepreneurs who accompanied Chiang Kai-shek's army to Taiwan in 
1949. 

A second, related and substantial initial advantage, shared in the region 
only by South Korea, was that of a three-step land reform, implemented 
between 1949 and 1953. Taiwan's reforms followed the much earlier (1905) 
Japanese colonial land reforms. Together, they led to an unusually equal 
distribution of land and proved instrumentally helpful not only in promot­
ing increases in agricultural productivity, but also in redistributing income 
in favour of the lower-income groups. 

A third initial condition was the unusually helpful intervention of Tai­
wan's main external aid donor in the 1950s and 1960s - the USA - which 
had three extremely positive manifestations. First, in the 1950s, it helped 
break the back of the customary early development deficit/inflation syn­
drome via budget support. Second, it led to the very helpful announcement, 
in 1961, to the effect that while the USA would support the famous Nine­
teen-Point Economic and Financial Reform Programme through much 
enhanced programme lending, economic aid would be terminated by 1965. 
Third, by establishing a structure centred on the Joint Commission on 
Rural Reconstruction (JCRR)· and farmers' associations, it provided a 
useful framework for the promotion of economic democracy in the context 
of decentralized decision-making, the creation and spread of rural credit 
facilities, and the dissemination of technological information in agriculture 
and rural non-agriculture. 

Although apparently counter-intuitive, I would add as a fourth favour­
able initial condition the overall scarcity of natural resources, which not 
only forced early attention to human capital and the broad enhancement of 
human development, but also helped Taiwan to avoid some of the 'stop-go' 
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All this decidedly did not imply a diminished role for government in 
Taiwan, nor did it lead to reliance on some kind of laissez faire policy. 
Rather, it generated a different, perhaps increasingly critical, role for pol­
icymakers. Organizational and institutional construction to facilitate the 
gradual depoliticization of economic activity, especially in the monetary and 
fiscal spheres, was clearly essential, as was appropriate government action to 
ensure the creation of appropriate institutions, including time-phased edu­
cation, R&D, and science-and-technology-oriented instruments. Such activ­
ities went far beyond a government's narrow role, as customarily defined, of 
creating physical infrastructure, or even of facilitating the emergence of the 
kind of nationalism advocated by Kuznets, or of making exports more 
competitive via tax rebates, export processing zones, etc. The key in Taiwan 
was clearly institutional change, through the exercise of restraint in the 
pursuit of expansionary macro-economic policy over time, and accom­
panied by specific flexible and time-phased resource-allocation decisions at
the micro-level. 

Let me, finally, address the issue of the democratization of Taiwan - not 
only as a worthwhile objective in and of itself, but also as it relates to the 
basic issues with which this paper is concerned (why Taiwan succeeded in 
avoiding the major impact of the Asian crisis, and why, if one takes the 
longer view, it has produced what is undoubtedly the best development 
performance among developing countries). While some countries clearly are 
both undemocratic and unsuccessful, there are also some that are demo­
cratic and unsuccessful. If we accept Robert Dahl's broad definition of 
democracy in terms of an effective participatory role for most citizens, we 
may need to re-examine the Taiwanese experience before the introduction of 
a multi-party system. I would be prepared to argue that economic democ­
racy, rather than Westminster-style political democracy, was in place in 
Taiwan at a relatively early stage. This form of democracy, characterized by 
group-oriented activity - social capital enhanced by horizontal ties - was 
certainly helped by ethnic homogeneity (compare the previous reference to 
the existence of an organic nationalism in Taiwan from very early days). 
Whatever the extent to which both development and democracy are based 
on credibility and explicit, enforceable contracts, it is clearly a function of 
government to permit and enable reforms to move forward, and avoid the 
stop-go pattern so typical of many developing countries. 

A strong executive branch within a strong central government was a pre­
requisite during Taiwan's early import-substitution phase, when there was 
less reliance on markets, and political democracy was almost entirely 
absent. Subsequently, the increasing complexity of decision-making and the 
growing need for a more decentralized market mechanism generated poli­
tical pressures, as educational levels advanced, civil society gained in 
importance, and not only economic but also political participation became 
possible. Thus we have witnessed in Taiwan a 'natural' transition from eco­
nomics to the political scene, reflecting the commonly held notion that, 
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after a certain passage of time, development promotes democracy via the 
rise of a middle class, the introduction of a multi-party system, the accep­
tance of electoral outcomes, etc. The more difficult question is: does 
democracy also promote development? 

The links between political democracy and development - in terms of 
both vertical and horizontal dimensions of institutional construction - pose 
difficult questions that remain underexplored. Early on, the focus of 
democracy in Taiwan was broadened participation in decision-making 
(through heavy reliance on farmers' associations with the JCRR as the 
core), while the bureaucracy was relatively isolated from pressure and brib­
ery. During this early period, this kind of economic democracy helped pro­
mote growth in Taiwan, as it strengthened the existence of organic 
nationalism. Later, economic growth assisted in nurturing political democ­
racy, as Taiwanese society was confronted by an increasingly complicated 
set of decisions that demanded more decentralized mechanisms for resource 
allocation, and' for well known dynamic reasons. In Taiwan, decentraliza­
tion and the attainment of improved income-distribution equity proved 

r generally consistent with economic democracy, with political democracy 
following in more recent years. As political scientists like to put it, as long 
as the median voter is satisfied, there is less likely to be a spill-over into 
populism or other threats to sustained growth. 

Some conclusions 

As we have been able to explain Taiwan's success in terms of the existence of 
favourable initial conditions and the subsequent implementation, over time, 
of appropriate policy responses, there is no sense in which its experience 
need be described as a 'miracle'. The main initial ingredients included a 
Japanese colonial heritage that provided land reform early on, and high­
lighted the importance of the provision of physical and institutional infra­
structure in rural areas. Other key aspects were the establishment of 
farmers' associations and agricultural research institutes, and early empha­
sis on primary education and literacy. 

The poverty of Taiwan's natural resource endowment then forced a timely 
concentration on the importance of human development, eliminated some 
of the rent-seeking that typically accompanies resource-based bonanzas, 
and, by helping Taiwan avoid the stop-go processes associated with the 
extended Dutch disease phenomenon, guaranteed the avoidance of similar 
stop-go fluctuations in response to inevitable exogenous shocks. 

Moving beyond the initial conditions, the main elements of favourable 
policy decisions that subsequently helped Taiwan avoid the worst effects of 
the East Asian crisis included the second, early post-independence land 
reform, which further cemented the foundations of rural 'growth with 
equity'. Early attention was also paid to sustained increases in agricultural 
productivity, enabling that sector to make a major contribution to house­
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hold saving and early exports. This was complemented by a relatively mild 
and relatively brief variant of an import-substituting industrialization 
phase, which obviated the frequently encountered creation of encrusted 
patterns of rigid prices, deficit finance, protection and inflation. 

As a priority, continued attention was paid to education, marked by 
flexibility in adjusting to changing economic needs,' moving from primary 
to vocational secondary, to technical junior colleges and, finally, to engi­
neering and science-oriented tertiary - this last buttressed by a policy of 
bringing back overseas Chinese with high-tech expertise who had migra­
ted to the USA. All this process was complemented by the creation of 
R&D institutes, science parks and other institutions whose incentives were 
geared towards making a contribution to the economy. The continuing 
necessary adjustments were facilitated by the existence of a relatively flexible 
labour market. Taken together, these features facilitated the implementation 
of a relatively decentralized rural industrialization strategy, which generated 
a workably competitive industrial sector that was less subject to the degree 
of industrial concentration and government directed credit syndrome of 
other Asian economies. Thanks to the substantial contribution of agri­
cultural savings and a rural-biased and labour-intensive industrialization 
effort, Taiwan required only modest recourse to foreign capital inflows, 
especially in terms of short-term portfolio capital, while mounting export 
surpluses facilitated the accumulation of substantial foreign exchange 
reserves. These reserves played a role of major importance in helping to 
ward off speculative attacks on the currency. Moreover, Taiwan generally 
showed greater flexibility towards prices, including the exchange rate 
regime, with gradual devaluations preceding the actual crisis by several 
years. 

Rapid, relatively steady growth in Taiwan over the past four decades was 
accompanied by the virtual elimination of poverty and, counter to the pre­
dictions of the Kuznets hypothesis, an improvement in the distribution of 
income, at least until recently. All this was accompanied by a substantial 
degree of economic democracy in the early years, and more recently by the 
steady evolution of political democracy. 

In sum, from any long-term or comparative perspective, one cannot but 
be impressed by the remarkably steady and, by any international standard, 
outstanding overall performance of the Taiwan economy. While no coun­
try's experience can ever be transferred or serve as a reliable guide to 
another, much can be learned from this experience over the past half 
century. No other developing country has grown as fast, achieved such 
success in eliminating poverty, and maintained such a favourable initial 
trend in the distribution of income. Taiwan's success in avoiding the worst 
effects of the East Asian financial crisis - and doing so in the absence of the 
need (or ability) to resort to IMF assistance - gives us confidence in its 
ability to be able to respond imaginatively to the inevitable shocks of the 
future. 
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