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Abstract

The thesis uses Taiwan as a case study to exaharellowing argument: both the
changes to the capitalist world-system and theaipalidynamics of domestic state-
capital-labour relations determine national capitalevelopment and ascent
trajectory. Taiwan was chosen as a case study bedagdemonstrates the particular
developmental trajectory of semi-peripheral as¢astent from the semi-periphery)
and of a rising East Asian economy. | study the ¢asfirstly analysing Taiwan’s
peripheral ascent (from the periphery to the seenigbery) in the historical process.
Secondly the thesis studies three sectors as@aatase, namely the industrial
sector, the financial sector, and the labour seGtoe three sectors demonstrate the
dynamics of a semi-peripheral ascent trajectotyeg represent the development of
industrial production, financial expansion, and-agstemic movements, which are
all keys to influence semi-peripheral ascent. Hesis finds that although there are
opportunities for Taiwan’s semi-peripheral ascé&iyan has not yet ascended to the
core. The reasons are (1) the state’s restricbarthe overseas expansion of
Taiwanese industrial capital and financial capitaharticular to China; (2)
Taiwanese industrial capital and financial cagstdl rely on capital from the core
zone. The thesis therefore contributes to theystidemi-peripheral ascent by
adding analysis of domestic state-capital-labolatians into the context of a
changing capitalist world-system.
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Chapter One : Introduction

As a developing country, Taiwan’s economy expereng great leap in terms of
economic growth, industrialisation, increase imlitng volume and accumulation of
wealth during the first three to four decades eflst-war period. Taiwan has
shifted from an export-led agrarian economy togoet-led industrialising economy
in a mere 20 years (1945-1965). The gross natjomoaluct (GNP) per capita
increased from US$196 in 1952, to US$3,297 in 1888, again to US$18,020 in
2008. Taiwan was the T'8argest trading country in the world in 2008. This
economic achievement has demonstrated the possitfila peripheral country
becoming a semi-peripheral state in the world eognd/arious development studies
and East Asian studies have researched the speeifelopmental experience of
Taiwan?! This thesis is concerned with not only how Taiwanended from a
peripheral economy to a semi-peripheral economiyalse how Taiwan continues to
struggle to ascend further, possibly to ‘core’waflaiwan has continued its
economic ‘upward’ movement since the late 1980% ,(éhe beginning of capital-
exports, a shift from labour-intensive to technadagjand capital intensive and
export-led industrialisation). Whether Taiwan hasesmded to a core economy or has
remained at a semi-peripheral status is the corafeims thesis. What kind of
strategies has Taiwan used, what are the oppaddsi@ihd constraints that Taiwan has
confronted, what are the key actors to drive trengle, and what are the obstacles to
ascend to the core?

What do | mean by the term ‘ascent’? The term ‘asdéecludes a double
meaning of development. In the first meaning, asisea change of position in the
capitalist world-system, for example, from the pkary to the semi-periphery. In the

second meaning, ascent is a general national chargange of capital

! The literature has gone through a number of diffeacademic phases and modes of analysis.
Attention was first paid to Taiwan by modernisattbaorists in the 1970s. They have focussed on
Taiwan'’s transition from a ‘traditional economy’ admodern industrialising economy’, as well as
studying the long-term evolution of economic gro@alenson 1979; Ho 1978). In the 1980s and the
1990s, the research into Taiwan’s political ecoroda@velopment (and East Asia’s development in
general) has shifted to neo-classical economicrise@Balassa 1989; 1991; Rhee 1989); state-centred
approach (Evans 1995; Evaeisal. 1985; Gold 1986; Haggard 1990; Rodrik 1995; Waie4?1990]);
regulation theory (Hsu 2002; Huang 2002); and #w imstitutionalist approach (Clark and Chan 1994;
Evans 1995; Fields 1997; Moon and Prasad 1994)nTdie concern in their approaches was how
Taiwan could ascend from being an ‘underdevelopediess developed) economy to become a newly
industrialising economy.



accumulation’s structure, a change of social foromata change of political economic
system. Several approaches have attempted to expéakey factors that have
influenced national ascent. | have divided these two main schools. The first
approach is the national model of development (iclg modernisation theory, the
school of ‘varieties of capitalism’, and the deywitental state approach) which argue
that a peripheral state is able to ascend oncehttves found a correct policy or
institutional arrangement domestically. The othgpraach is the world-system
perspective, which mainly concerns the overallctne of the capitalist world-
system and how that structure affects national ldeweent. This thesis contends that
although the national approach has provided detailscussion on the domestic
context of development (e.g. state-business relstiostitutional frameworks, state
policies), it has placed insufficient emphasis o international context that enables
a state to develop (or not). Although the worldtegs perspective is a good starting
point to understand national development, the etsge needs to add analysis of the
domestic social relations of capital accumulatioonder to understand the dynamic
picture of national ascent.

Taiwan is chosen as a case study for three reaBwmssy, Taiwan’s post-war
developmental experience presents the procesgiphpeal ascent, namely ascent
from the periphery to the semi-periphery of theitzigt world-system. Secondly, as
a newly industrialising economy (NIE), the cas@aiwan has demonstrated one of
the successful experiences of development in EsistiA terms of economic growth
and the progress in export-led industrialisafieiowever, Taiwan's developmental
process and its changes is not a single isolateéerince. It demonstrates the
particular course of national ascent and the dyosuoifl East Asian development.
Taiwan’s capitalist development has a special hisiband geopolitical context, and
the aim of the thesis is not to generalise a usalanodel of national development
based on Taiwan’s experience. The aim is rathan&tyse the factors that influence
the trajectory of ascent and to use the case ofdrato examine the analytical
framework for understanding national capitalist&lepment. This thesis will thus
engage in debates over peripheral and semi-pedapascent, and East Asian
development. The specific historical and geopdalitaontext of Taiwan’s

2 EOl means an economy with industrial exports sepes leading or main sectors; the import-
substitution indusrialisation (ISI) means an econdhat attempts to substitute products which it
imports so that it can reduce dependence on imports
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development also implies that national ascent neets put into a wider
international context. Thirdly, as noted abovecsifiaiwan has successfully
graduated from peripheral ascent (i.e. from a penpto a semi-periphery), what has
happened to Taiwan’s semi-peripheral ascent? Haghaascended to the core or is
it struggling to maintain the status quo? Furthies,analysis of the semi-peripheral
zone is a complicated subject (and also one waiffitient analysis) in world-
system analysis, and the case of Taiwan will peadiseful study in mapping the
complexities of semi-peripheral ascent.

Drawing from the case study of Taiwan, my thedns to examine the following
argumentto understand national capitalist development asdeat, it is necessary to
study both a country’s structural position in thepdalist world-system and domestic
state-capital-labour relationsThis argument has two intentions: firstly, to
demonstrate that the national model approach, wénghains national development
and change mainly from a national context, is ifisight. The international context
that enables some countries to develop is undearelsed in the national model
approach. This thesis will thus agree with a wasldtem perspective which views
the dynamics of capitalism as a world-system aadgd national development and
change within the context of the hierarchical stue of capitalism (i.e. core-semi-
periphery-periphery nexus) and of the structurpaditics (i.e. the interstate system).
Secondly, the central argument will also show #ittough the world-system
approach is a useful framework of analysis withahittio explain national capitalist
development from a wider international contexhas not always paid sufficient
attention to the domestic context. In particuiligplaces insufficient emphasis on the
political dynamics of state-capital-labour relasoAccordingly, my research follows
the basic framework of world-system analysis butsagew analysis (domestic state-
capital-labour nexus) into the study of Taiwan. 8analysis of the national model
approach is, however, useful in looking at the detmecontext of social relations, in
particular the role of the state. The thesis tintesnds to break the dichotomy between
the national model approach which mainly focused@mestic context and the
world-system approach which mainly pays attentmthe international context.

11



1-1 Analytical Framework

How will | analyse the two key aspects of natiocegbitalist development and ascent,
namely the structural position of a nation-statéhi capitalist world-system and its
domestic level of state-capital-labour relations? the first aspect, the world-system
perspective views capitalism as a world-systemahagses national or state
boundaries (e.g. Wallerstein 1974; Chase-Dunn 1988jonal-states are structured
as one of the analytical units of capitalism, rathan complete and independent units.
World-system analysts categorise the hierarchicats&ire of capitalism into three
economic zones: core, semi-periphery, and peripfWaflerstein 1974; 1979; 1984).
National capitalist development and its path okasare conditioned and constrained
by the hierarchical structure and the politicaltegs of the capitalism world-system
(i.e. the interstate system). Therefore, the ttajgoof national capitalist development
needs to be situated in the context of the coumstructural position and links within
the capitalist world-system, rather than being @éwas an ahistorical and isolated
national experience. Accordingly, the first aspgfatational capitalist development
can be analysed via the understanding of a nataie-s structural position and
methods of incorporation into the capitalist woslgstem. Key questions include:
what is the state’s political-economic positiorthe capitalist world-system? What
are the relationships between the state and otéessin particular how has the
hegemonic core state influenced the developmetitadfstate? How is that state
incorporated into the capitalist world-system (¢éhgough trade or finance) and how
does such incorporation reshape the developmeajattory of the state?

The above framework of analysis focuses onrtfi@ence of the capitalist world-
system on a particular state, such as Taiwan. Hekyean capitalism as a world-
system itself fully explain the trajectory of astehany given individual state? Is the
state merely a passive actor, being changed bwlloée system? If national
development is only determined by the world streeetof capitalism, then all the
states which are located in the same positionshidlre the same developmental
trajectory. In this respect, developmental trajgeswill be limited to three main
types, core, semi-periphery and periphery. | doagpée with the idea that capitalism
is a simple and rigid structure, nor do | beligvattworld-system analysts deny the
diversity of developmental trajectories. The pasnthat we need to add an analysis of

12



the domestic social relations of capital accumaratnto the research on national
development.

The domestic social relations of capital accumatatire state-capital-labour
dynamics. Why is that? To begin with the conceptapital,” | agree with the world-
system perspective’s definition that capitalism system of ceaseless accumulation
of capital. As Chapter Two will discuss, althoule perspective disagrees in part
with the definition of capitalism by Marx, the ppextive shares some agreement with
Marx’s definition of capital (e.g. Wallerstein 2004n Marx’s (1956[1893]) argument,
‘capital’ has two important meanings: Firstly,9tmore than the accumulation of
money and wealth. Capital is used for the conswnpif goods which brings about
an increase in the value of the goods, and thesésgran be sold for the realisation of
profit. Secondly, as to how the increase of valugomds is possible, Marx argued
that neither the purchase of goods (e.g. raw nasg¢mor the sale of the finished
goods that adds value, but that special commodiiesncrease the value of goods,
namely ‘labour power’(also called variant capitdbour power can produce more in
a day than is needed to survive. The consumptidabaiur power is a labour process,
and the new value being created is surplus valsesu&h, capital accumulation is not
merely a ‘stock of consumable goods, machinergubinorised claims to material
things in the form of money’, nor is it merely ‘aconulated wealth’ (Wallerstein 1983,
p.13). Itis also a configuration of social relatdn order to pursue capital expansion.

Why is the state a key to the social relationsagiital accumulation? The
possibility for the capitalist to appropriate surplalue from labour is the
subordination of labour to capitalists. In this¢ess, less resistance from labour will
strengthen its subordination. For Marx, this isrble of the state in a capitalist
society. Marx argued that the state is a prodiictass struggle: as he puts it in the
Communist Manifesto, ‘political power properly salled, is merely the organised
power of one class for oppressing another (Marxi&mgels 1848).’ In this respect, |
agree that the role of the state is not pre-givemeatral, but a consequence of the
power struggle among social forces (e.g. capiglisage labour, and peasants). Yet
the state still plays a primary role, as in Walleirss (2004) description, ‘a state is a
bounded territory claiming sovereignty and domaiarats subjects, now called
citizens...A state claims the legal monopoly overuke of weapons within its
territory, subject to the laws of the state (Wallem 2004, p.97).’ | agree that the

state acts as a ‘legal monopoly’, and as a ‘nakitegml, administrative agency of
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coercion’ (Wallerstein 2004, p.97; Woo 1991, pa)d these features distinguish the
state from capital and labour. Furthermore, diffiélsefrom Marx, the world-system
perspective views the role of the state as onesraso limited by the world-system.
As Chapter Two will discuss, the capitalist worlgstem needs a special political
system to prevent the world-economy from becomiagdd-empire, namely a
competitive interstate system. States are not ggp@iverful: the hegemon and the
core zone tend to be relatively stronger than sthEnis is the context in which a
state relates to other states. As such, | do met the functions of a state as pre-given
and static, since the ability of the state is bmthstrained by its position within the
interstate system and its relations with otheradorces (i.e. capital and organised
labour). The ‘state’ in this thesis is a concepdtesl to two aspects, the interstate
system and domestic social relations. Thus, byraganalysis of the state-capital-
labour nexus, we will be able to analyse the speddvelopmental route and how
domestic social relations impact upon this routeove all, national ascent is a shift
of position within the world-system, and it is adge in the national social formation.
As such, the political dynamics of the state-capébour nexus will be the second
aspect of the analysis of national capitalist dewelent.

In sum, the national trajectory of ascerdatermined by both the structure of the
capitalist world-system (including the accumulatgtructure and the interstate
system) and the domestic state-capital-labour naiits respect to the first aspect,
world-system analysts have developed an analytiaalework to analyse the
dynamics of capitalism and its structure of accwatioh and politics, and | will
discuss the analytical framework in detail in Cleagtwo. By adopting the world-
system perspective, this thesis intends to contituthe debate on national ascent as
it will place national ascent in a historical anternational context rather than view it
as an isolated model of development. Moreoverptignality of this thesis is that
the approach is different from the world-systenspective in the way that | view
national ascent as not only a change of strucposition within the world-system but
also as a change in national social formation. ddrgribution of the thesis lies in my
adding the analysis of the domestic state-capadaddir nexus into a world-system
perspective.

How will I analyse the political dynamics @dmestic state-capital-labour nexus?
Firstly, with regard to the role of the state,r#tire from East Asian development

studies and from semi-peripheral studies both \lenstate as acting in a significant
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interventionist role to promote national ascene (g discussion in Chapter Two).
Yet, | agree with the findings from world-systemabysis that the role of the state
cannot be generalised but should be examined thrtnayr different positions in the
capitalist world-system. My intention is not toaliss a universal role of the state in
national development but to explore the particudde of the state in a semi-
peripheral position, and how a semi-peripheraksattiempts to ascend when it is at a
crossroads between interstate state struggle abdlgtapital accumulation. To
ascend to the core, it is not as simple as the stately supporting capital and
oppressing labour, nor does the state merely regatzonomic order. The reality is
more complicated. As ‘ascent’ has a double meairiirngthe state, not capital or
labour, that needs to find a balance between lésinadhe interstate system, in the
structure of capitalism, and in the domestic sdoahation. Secondly, this thesis
argues that the dynamics of capital needs to blysetin its various forms. Capital
takes different forms depending upon its varioufions in the capital accumulation
process. Capital is agricultural or industrial ¢alpivhen it produces agricultural or
industrial goods; capital is financial capital whietakes on a loaning function to earn
interest. The social relations of these forms gitehalso varies, e.g. in the
agricultural capital, the social relations of capdaccumulation is between the
landlord and peasants (or slavery). In the histbstudy of Taiwan, both agricultural
and industrial capital played an important rol§ awan’s peripheral ascent (from
periphery to semi-periphery); more recently, howewelustrial capital and financial
capital have become the two main dominant forcesmi-peripheral ascent. My
distinction between industrial capital and finahcipital is based on Marx
(1956[1894]) and Hilferding’'s (1981[1910]) analysisloan capital and functioning
capital, as well as on the world-system perspestigiscussion of hegemonic cycles.
Industrial capital controls industrial productiomieh has been viewed by world-
system analysis as the primary force used to ascéhe role of financial capital and
the degree of its expansion are significant bothatitonal capitalist development and
to the semi-peripheral state’s ascent trajectory.

Thirdly, although labour is another part o #ocial relations of capital
accumulation, most national model approaches harelynstudied domestic state-
capital relations and overlook the role of labouthe capital accumulation process,
especially in the power struggle of social fordesw world-system analysts have
researched the dynamics of organised labour asial $orce that influences national

15



development and as part of an anti-systemic movethahresists capitalism (e.g.
Beverly J. Silver)Labour is not only a productive force in the pracetcapital
accumulation, its organised form can offer resistaio the dynamics of capitalism.
In particular, my thesis is concerned with the gjoes, what is the role of labour in
national ascent and development? Can organisedragbas an anti-systemic
movement while labour is engaged in the trans-natisation of production (e.g.

transnational corporations) in the capitalist wesydtem?

1-2 Application to the Case Study of Taiwan

Although Taiwan’s development has been influencgd bpecific geopolitical
conflict (i.e. China-Taiwan relations), as Chagteur will show, its developmental
trajectory is nevertheless a case of peripherarassnd of East Asian development.
On the other hand, the historical particularityifafwan’s development implies that it
is misleading to generalise to a universal modeleselopment among other
countries, even though they are in similar posgiafthin the capitalist world-system.
| will analyse the historical development of Taiwsaoapitalist development since the
beginning of its integration within the capitaisorld-system. All the present
achievements are the consequence of historicalaj@went. The historical study can
also explore the factors that contributed to Taiwascent from a peripheral to a
semi-peripheral economy. The thesis will also disdine main changes to the
structure of the capitalist world-system in the tag decades on which the study will
focus, as these changes have conditioned Taiwanisgeripheral ascent.

After reviewing Taiwan’s historical development ahé changes to the capitalist
world-system in recent periods, | will discuss hitv structural changes to the
capitalist world-system and the dynamics of théestapital-labour nexus have
shaped Taiwan’s capitalist development. This thési®lops a particular way of
analysing the dynamics of the state-capital-lab@xus in the case of Taiwan,
namely to study three sectoral cases (industrabsefinancial sector, and labour)
within one national case. The three sectors demateghe dynamics of semi-
peripheral ascent trajectory, as the three sectpresent the power of industrial
production, finance, and anti-systemic movementnéted previously, the
development of industrial capital and financial itapare keys to determining the

position of a state within the capitalist world-&ys. For a semi-peripheral state such
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as Taiwan, the expansion of industrial capital tamahcial capital domestically and
internationally is the main method with which te@@sd to the core. In particular, |
will pay attention to the electronics industry wHeshscuss the industrial sector, as
this industry has dominated Taiwan’s productiorpa@k and overseas investment
since the 1990s. Taiwan'’s shift of position witktie global production chain (the
term will be introduced in Chapter Three, sectie?3B) in the electronics industry
also shows a special feature of semi-peripherardstn each sectoral case study,
how state-capital relations and the structure pftahsm affect the dynamics of the
sector will be examined. We will find that in Taiwa case, the state has different
attitudes towards industrial capital and financepital, and these differences lead to
dissimilar development. Overall, the study of the@ustrial and financial sectors
explores how the dynamics of state-capital relatind the change to the capitalist
world-system influence Taiwan'’s industrial prodoatiand financial expansion. The
third sectoral case study, labour, will demonsthate labour as a productive force
contributes to national development and capitaliacdation through the changing
labour process, but on the other hand as an oeghsicial force resists the logic of
capitalism. Without analysing this “double” rolelabour, we cannot capture the
dynamic of national social formation.

With regard to the period covered by the resedhehthesis focuses on the recent
period because the main concern is how the econstatigs of Taiwan has changed
in the capitalist world-system and how this striegglolves changes to the social
formation. The period 1987/88-2007 is chosen foesd empirical reasons.
Although Taiwan achieved semi-peripheral statufien1970s (as will be discussed in
Chapter Four), it was not until the late 1980s reaitvan built its own peripheral
links via outward investment. The years 1987/88kntla¢ beginning of Taiwan’s
political democratisation, cross-strait exchangesnomic liberalisation, and capital-
export. In other words, the period covers the daegm of Taiwan’s links within the
East Asian region and the world-system, and the¢ staapid changes to national
social relationy

% In 1987, Martial Law was lifted, the control of etrd capital flow was relaxed, and the exchange
rate of the NT dollar against the US dollar appatsd by 16% relative to that in 1986. In Januar§819
Lee Teng-hui became the first Taiwanese-born Peasidfter the death of former President Chiang

Ching-kuo. The lifting of Martial Law and the deddi of the Chiang family’s political power indicated
the loosening of the control of the authoritariad Kregime. In 1987, after the lifting of Martial ha
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The year 2007 is chosen to be the end of the rds@ariod. From the context of
capitalist world-system’s cyclical movement, thelgll financial crisis of 2007-2009
is a serious challenge to the current downturn Bsplof capitalism. From Taiwan’s
perspective, some studies (Hsu 2002; Huang 20@®)sehthe year 1999 as a
significant date to analyse Taiwan'’s structurahgéfarmation or the changing role of
the state because the ruling KMT party lost theigential election in March 2000.
Taiwan’s first political change in ruling party wealled bian-tian in Chinese,
meaning ‘the sky is changed’. This political chamges seen as critical to the future
political economic regime at the time, 2000/200dwdver, from the present
viewpoint of 2008, the political changes of 200@édnaot been very significant to
Taiwan’s political economy. The main reason is thatDemocratic Progressive
Party (DPP) followed similar policies to the poS196 Lee Teng-hui administration,
in terms of cross-strait relations, economic litisedion, financial reform, and
relations with local faction$! will further discuss this in following chaptetdere |
will only give two brief examples. After Lee lefte¢ KMT in 2001, he established the
Taiwan Solidarity Union Party (TSU), which togethéth the DPP, formed the pro-
Taiwanese-independence ‘pan green’ political grotigai Ying-wen, chairperson of
the DPP since May 2008, was one of Lee’s coreipaliadvisors in the late 1990s
with regard to cross-strait relations and natiaeaurity. Accordingly, although
belonging to different parties, | argue that thePDdeiministration was the political
successor, rather than an alternative to, Lee'st{p®96) administration. In March
2008, the KMT candidate, Ma Ying-jeou, won the piestial election. This seems to
be a turning point for changes in cross-straitti@ia and of capital accumulation in
Taiwan? but it is too early to tell and is not the concefrthe thesis.

and an isolation of 38 years, the Taiwanese goventfifted the ban on Taiwanese nationals visiting
mainland China.

“ Taiwan held its first presidential election in 1996 Lee won the election as the first democragical
elected president of the ROC. Lee’s policy on csissit relations then became more ‘pro-
independence’ in stance, for example, the stateorefd special state-to-state relations” and the
policy of ‘no haste; be patient’ towards Taiwangsestment in China.

® Based on the colour of the party flag, the “pagegt’ political group is composed of the DPP and the
TSU, and the ‘pan blue’ political group referstie KMT and the PFP (a spin-off of the KMT after
2000).

® In April 2008, President Ma Ying-jeou appointedae member of the TSU (also a core member of
Lee Teng-hui's political staff), Lai Shin-yuan, th& Chairperson of the Mainland Affairs Council
(MAC). Many KMT politicians fiercely opposed Laiappointment, arguing that Lai, as a pro-Taiwan-
independence politician, would be an‘executive’lfee Teng-hui's views.
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1-3 Research Method

The research methods | mainly used are: librargthassearch, document analysis,
and twenty-three semi-structured interviews wiitesl The secondary and tertiary
source$in Chinese were collected during two field tripsTaiwan. During my
second field trip (June-September 2007), | wassding PhD student at the Academia
Sinica, where | was able to access much Chineggidaye research material. As for
the interviews, during my first field trip to Taiwgfrom December 2005 to April
2006) and a field trip to Geneva in June 2006 nidueted 21 semi-structured
interviews in Taiwan and two in Geneva, respecyivéhe interviewees included
high-level government officials, trade union stafid NGO activists. The full list of
interviewees is given in Appendix One. In addittorthe interviews, my direct
involvement with the labour movement and trade mrictivity from 1999 to 2006
also contributed to my primary and insider obseovet with regard to the subject of
labour in this thesis.

| chose document analysis as it can partly demaigsémpirical observation
during an extensive period of time. These documi@ctade reports (from
government, non-governmental organisations, aretnational institutions), statistics,
manuscripts, media reports, published biograpmesdgaries and so on. As Johnson,
Reynolds, and Mycoff (2007) argue, the advantagesofg the written record is that
the information might have existed for a long ertotigie to allow academic analysis;
and the information also permits researchers tesacsubjects that may be difficult to
research via direct or personal contact (e.g. duisterical event). In my view, the
method of document analysis also provides a basictare to empirical observation
for any further research (e.g. interviews). Theadigantage of the method, in the view
of Reynolds, and Mycoff (2007), is that the writtecord content maybe biased by its

" According to Burnhanet al (2004), the most common categorisation of resesocinces is: (1)
primary sourceswhich were produced by the event in questionamedof restricted circulation; (2)
secondary sourcesvhich were composed of evidence, made aftertbateand were published in
public; (3)tertiary sourceswhich comprise of all the literature that intetdsnterpret the event.

8 | worked for Ching-Jen Labour Service Center ama@ also the Assistant Consultant of Labour
Dispute Settlement in Taipei County Government fii889 to 2001. Then | worked as the Director of
Communication, and the European Affairs Coordinatdhe Chinese Federation of Labour between
2001 and 2006. During my career, | have also agt@mndrious international labour conferences,
workshops and executive board members meetingsilyelae ILO, international and regional trade
unions, e.g. ICFTU (ITUC), ICFTU-APRO (ITUC-AP), RSTF.
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author and may only show selective informationm8avritten records are even
unavailable. As such, the thesis adopts the secmtdod to supplement the method
of document analysis, namely semi-structural inéawve of elites.

The method of elite interviews is chosen for theppse of (1) supplying
information that was not available from library-bdgesearch and document analysis;
and (2) obtaining primary observations from intewees who were key policy-
makers, trade-negotiators, and labour-organisemntiamet afs (2004) discussion
of ‘elite interviewing’ is very useful as my inteewees were experts in the topic in
which | am interested. The interviews were condiiatethe following way: | first
identified my targets, and then sent a fax or etoadlach target and attached a two-
page question list comprising 10-15 questions togewith a short introduction to
myself. In my case, providing a short introductadrthe interviewer was a useful tool
as giving the interviewees some information abbatihterviewer may help them
decide whether they would agree to be interviewetbt Another helpful method
was to tell the target that | had already succégsdpproached some key
interviewees.

Each interview was conducted using a differentstjae list according to their
specialism and experience. In this research itweag important to provide the
guestion list to interviewees before the intervighecause my research covered a
long period of policy change; so it was approprfatehe interviewees to have time
to think about the questions. In most cases, thle-lavel officials asked their staff or
secretaries to prepare related materials or doctendowever, my interviews did not
merely stick to the question list; the interviewsikexible, depending on the
interaction process. Each interview lasted from tontree hours. The limitation of
elite interviewing (especially high-level governnefficials) is that sometimes they
answered my question in a very cautious and offway. Accordingly, | tried to
frame the questions put to high-level governmefitiafs so as to cover a long period
of policy change or major historical events, beeatigrently these questions would
not be so sensitive, and the high-level officiadsl lexperienced a longer period of
policy change than junior officials. | asked quass concerning current policy issues
to senior, but not high-level, government officjas they are often more open than
high-level officials to discuss current issues.
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1-4 Chapters Abstract and Main Arguments

Chapter Two will give the specific theoretical anthlytical framework that | shall
use to analyse semi-peripheral ascent. | will fiesiew and critique the various
literatures which concern national capitalist depehent in the domestic context,
including modernisation theory, the school of vigrigf capitalism, and East Asian
development studies. These studies provide detailatyses of domestic policy,
institutional arrangements, and state-capital ieiat However, their fundamental
assumption is mainly that a developing country shény to find and follow a
‘correct’ national model. | will argue that this@pach places insufficient emphasis
on the international context of development andumderstands the dynamics of
capitalism. As such, the second section will introglthe world-system perspective
with which | agree. This perspective views capstalias being an international
movement since its inception and having incorparatates into its structure of
accumulation and politics. The study on nationgitedist development needs to be
first placed in such a structure rather than bgiegied as an independent national
system. Several key frameworks from this perspedti be discussed in this section.
However, the chapter notes a problem when the petisp is adopted for the analysis
of national development, namely that the perspedtwds to overlook the dynamics
of the domestic social relations of capital accuatiah. Since capital accumulation is
not only a material action or existence but a gpnfation of social relations, under-
researching this means that the perspective caaptdre fully the dynamic change
of national social formation but merely views tragional state as a passive actor,
influenced by the structure of capitalism. In thied section, | will add a new
framework to the world-system perspective, whicthesanalysis of the political
dynamics of the state-capital-labour nexus. | aifue that the capitalist world-
system (including the structure of accumulation #redinterstate system) and the
domestic state-capital-labour nexus determinertjedtory of national ascent. The
first factor (the capitalist world-system) providég opportunities for national
development, but also embeds the conditions afotd national ascent. How to
make use of the opportunities and how to overcdrmadimits will lie in domestic
state-capital-labour relations.

After developing the new combined analytical frarodw Chapter Three will
concentrate on the structural changes to the digpieorld-system over a particular
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period (1967/1973-2007), which will be referrecatothe Kondratieff wave B-phase
(the term will be introduced in Chapter Two). Theamination of the structural
changes to capitalism will focus on the shift af gtructure of capital accumulation
and changes to the interstate system. Capitaligheiperiod under examination has
experienced a downturn phase in terms of the dagliorofit rates in the industrial
sector and sluggish economic growth in the corezblowever, in order to prevent
the decline of profit rates in the industrial sectbe centre of capital accumulation
has expanded from the core to semi-peripheral anghgeral regions (in particular
the East Asian region) via global industrial restaiing, and from the industrial
sector to financial sector via the process of faialisation. In accordance with the B-
phase is the relative decline of the US as a hegenpomwer in economic and
financial areas, which has indirectly facilitatée trise’ of East Asian economic
power. The East Asian region is now a new centieapital accumulation (in
addition to the EU and North America), but it i get a world political-military
centre. Furthermore, the complex political econoraiationship between the East
Asian region and the US also imposes uncertaintyttoe hegemonic order.

After discussing the bigger picture of structutadicges to capitalism in the last
two or three decades, Chapter Four will move afiéocase of Taiwan and will begin
with a historical study. This chapter has two iti@ms, firstly, to demonstrate that
Taiwan has been incorporated into the capitalistdvsystem, not since the K wave
B-phase, but in fact since the seventeenth cenBagondly, the chapter will discuss
how Taiwan had ascended from the periphery toeha@-periphery in the post-war
period. This chapter will also show that historicahtinuity and achievements are
significant to Taiwan’s current development. Taivggoeriods of changes (Dutch
colonialism, Chinese rule, British influence, Jaggancolonialism, the US-supported
KMT authoritarian regime) are linked to historicgklical change and hegemonic
transitions highlighted in the world-system pergdjwec Taiwan’s capitalist
development reflects regional and global changesv Haiwan was affected by the
capitalist world-system and what the social formagiwere, as well as the
development and achievement of each period, wibriefly examined.

Chapters Five, Six, and Seven will examine Taiwaeisi-peripheral
development during 1987/88-2007 via analysis of kenp aspects: Taiwan’s
structural position within the capitalist world-$g and its methods of incorporation,
and the dynamics of state-capital-labour relati@igpter Five will focus on the
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industrial sector as the international expansiofaivanese industrial capital has
deepened Taiwan’s semi-peripheral status and Has [Eaiwan becoming further
engaged in the international division of laboupadduction. The development of
industrial capital needs to be analysed in theecdrtf the changes to the capitalist
world-system and the state’s industrial policys#y, neo-liberalism, in terms of
liberalisation, privatisation, and deregulations lsaused a collapse of Taiwan’s
bureaucratic-corporate capitaind has limited the guiding and interventionise rof
the state in Taiwan (in particular because thestatlonger acts as a capitalist itself).
Secondly, global restructuring has led to Taiwamdstrial capital expanding their
overseas production: China in particular has beciméargest destination and
trading partner for Taiwanese industrial capitadwever, the state has been cautious
in exporting Taiwan’s capital to China. Thirdlygtdominant industrial capital, the
hi-tech electronics industry, demonstrates howidigg and interventionist role of
the state (even if its functions have been limitea§ promoted Taiwanese industrial
capital to take advantage of global restructurimagmely to upgrade Taiwan’s position
from processing production to contract manufactyéa part of a global production
chain in the electronics industry. Such a path,ées, limits the development of
Taiwanese industrial capital as the dominant fandéis industry, and in the wider
capitalist world-system, thus becoming one of thstacles in ascending to the core.
Chapter Six will examine Taiwan’s financial secagrits development is key to
ascending to the core in the capitalist world-gystéhe development of Taiwan’s
financial capital has also been influenced by clearg the capitalist world-system
and the state’s financial policy. Firstly, finan@ation has led to the liberalisation of
Taiwan’s financial sector and the state no lon@#s as a source of financial capital
to directly fund industrial capital. However, theegd of financial liberalisation and
privatisation has been slow due to the state’s@aysecurity concerns and a lack of
access to international financial institutionspsg-strait relations (the delay of
Taiwan’s accession to the WTO), and resistancabgur groups (e.g. anti-
privatisation campaigns). Secondly, global restmicg also brings about a pattern of
financialisation of capital, which can be obseruedaiwan. Yet, Taiwan’s financial

capital has not yet dominated the non-productinarfcial sector but instead relies on

® The term will be introduced in Chapter Four. Itswaeated by Liu Jin-ging (1975) to refer to
Taiwan’s KMT state bureaucrats and private caitsiare combined together to dominate the
industrial and financial sectors in the post-watiqu
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foreign financial capital’s innovation. Thirdly,dtstate promotes the concentration of
financial capital but limits overseas expansiof afvanese financial capital into
China. Financial capital is not able to increasaegnationalisation, nor does it become
influential in guiding industrial capital.

Chapters Five and Six reveal that although thetakgti world-system offers an
opportunity for the expansion of Taiwanese capitalvell as the state promoting the
ascent of industrial and financial capital, Taiwsaimdustrial and financial capital
nevertheless confront limits on their developmerd tb the restrictions by the state
and the interstate system. Chapter Seven will &i@nother restriction to the
development of industrial and financial capitalyedy resistance from organised
labour. To study the dynamics of organised labblegin with an analysis of the
labour process of Taiwanese labour (e.g. the labwurket, working conditions) as
this pattern reflects how labour is structurechia tapital accumulation process. | will
analyse what the impact of changes to the capitabgd-system has been on the
pattern of labour. In the first section, | dischssv the changes of the capitalist
world-system bring about changes to the labouepatind process, namely the rise
of skilled labour in the hi-tech sector; the imgaot migrant labour; and the rise of
overseas cheap and low-skilled employment. Thetipasif Taiwanese industrial
capital in the global production chain has linkedwWwianese labour with hi-skilled
labour from the core zone on the one hand andleatiskilled labour from the
peripheral zone (both migrant labour and oversegdayed labour) on the other
hand. Secondly, industrial restructuring and nberklism have had a negative
impact on the domestic labour pattern in termsiofeases in unemployment and
flexibility. Thirdly, with both the challenges amgportunities created by neo-
liberalism and global restructuring, Taiwanese oiggd labour has successfully
resisted or prolonged the negative impact on damkdtour patterns. However, the
structure and organisation of the Taiwanese labmwement has not been
transformed and strengthened in confronting the employment structure and
labour process. Taiwanese organised labour hasenaignificant political influence
over the state and capital, nor does it play awecble as an anti-systemic movement.

Chapter Eight is the conclusion. This thesesitbe case of Taiwan to evaluate the
argument that the structure of capital accumulatioa interstate system, and the
domestic state-capital-labour nexus determine iamaltascent trajectory. The first
two elements provide the opportunities but put trairgts on national development. It
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is unrealistic to assume that all national statéew the developmental trajectory of a
core state, such as the UK or the US. We needdlyssthe structural position of the
state in the capitalist world-system. However, wenot assume that the world-
system only has three kinds of development (i.ee,cgemi-periphery, and peripheral)
and view national states as merely passive acti@sted by the world-system. This
thesis argues that ascent is also a result ofradtgmcial formation; in particular, the
state-capital-labour nexus is the core of sociah#gion. As such, the full picture of
national ascent can be analysed using the threseals mentioned above.

Taiwan is both a case of semi-peripheral ascenbéadising East Asian
economy in the capitalist world-system. Taiwan’segs opportunity, strategies and
obstacles are both conditioned by its structuraltpm within the world-system and
by its domestic social relations. As Chapter Fanavgs, Taiwan has been
incorporated into the world-system since the 1éthtury. During the K wave A-
phase (1945-1967/1973) and the early stage of Bgylfaiwan rose from the
periphery to the semi-periphery. Its ascent wasrnsequence of a ‘development by
invitation'*® from the capitalist world-system, as well as daticesocial relations
facilitating such an ascent, namely a strong anldagitarian state that both guided
capital and oppressed labour. As Chapters Fiveweisshow, with the structural
changes to the capitalist world-system in the Bsph@e. the increased global
restructuring, financialisation, and the changethéointerstate system) and the
transformation of domestic social relations (ile increasing power of private capital,
the decline of state capability, and the increasimgnomy of organised labour),
Taiwan’s ascent trajectory has also changed. Ahaustrong state guiding function
and the oppression of organised labour were orecedhditions of Taiwan’s
capitalist development, recently democratisatioth e increase of labour autonomy
since the 1980s does not limit/restrict Taiwan'gitadist accumulation. However,
Taiwan has not yet become part of the core, eveeibtate has continued its attempt
to upgrade the structural position of Taiwan. Thetacles to Taiwan’s ascent are
mainly due to the limits on Taiwanese industriglital and financial capital, as well
as Taiwan’s weakening role in the interstate systdms case study demonstrates that
ascent trajectory needs to be understood as btitmabsocial formation and as part
of the structural changes to the capitalist woslgtesm as a whole.

1 The term is from Wallerstein (1979, p.80).
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Chapter Two: Rethinking National Capitalist Development

Introduction

This thesis adopts a modified world-system perspetty adding the domestic state-
capital-labour context to examine national catadevelopment, and uses Taiwan as
a case study. In this chapter, | will discuss tteotetical framework of the analysis
and demonstrate that it is better than other agbesmwhich concern national
development. | shall clarify the concept of “as¢amt“development”, as it is not
merely defined as an increase of national wedithgrowth of a national economy, or
degree of industrialisation; rather, this chaptaravgue that national ascent should
be defined as both a change of position in thedvsystem (e.g. from the periphery

to the semi-periphery) and a change of nationabstmrmation. Firstly, the change

of position means that ascent issdational concept; that, in other words, the ascent
and descent of national economies are not isoteé&dnal affairs but relate to other
states and the whole capitalist system. Ascentlasdent also relate to the changes in
resources and power that national states can ¢qutitically and economically

within the world-system. The chapter intends t@atemational ascent in the context
of the capitalist world-system. Secondly, ascemiisonly a change of position

within the world-system, but also represents a ghaf social formation, for example,
a change from agricultural capital to industrigbital as the dominant productive
force in a society, or a change of state autonovey society.

In the first section of this chapter, | wilview the literature relating to the issue
of national capitalist development mainly from th@mestic context, including
modernisation theory, the school of varieties giitdism, and the East Asian
developmental model. The limitation of these apphes is that they view
development as primarily a national affair, one ttem be achieved through
following a certain national model or domestic itugional mechanism, and therefore
the approaches under research the wider interrsdtommtext which enable some
countries to develop and some not to. After critiguhe national model of
development approaches, | will introduce the retal concept of ascent in the
second section. This concept is based on the theairifamework of the world-
system perspective which views national developrasrgtructured within the whole
world-system. | agree with the main framework a torld-system approach as it
provides a structural explanation for the trajegtirnational ascent; that is, situating
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national ascent and development in the contextefitorld-system. The main
theoretical arguments of the world-system perspecincluding the definition of
capitalism, the hierarchical structure of capitadamulation, the interstate system,
and anti-systemic movements will also be discusdedever, the world-system
perspective does not bring the aspects of natsw@hl formation sufficiently into the
analysis of national ascent trajectory. They prewtte “big picture” of structural
changes within the world-system, but place insidgfitemphasis on the dynamics of
national social formation. Accordingly, the thirelcsion will critique the world-
system approach and add a new framework to thg sfutational ascent, namely the
analysis of the political dynamics of state-capligdour relations.

In general, the chapter argues that a countryiestral position and methods of
incorporation into the capitalist world-system ciioth and constrain a country’s
ascent. Analysing the domestic level of state-edyaoour relations can demonstrate
the specific trajectory (including the achievemamdl obstacles) of ascent, and how
that country uses the opportunities to ascend. ideajectory is both informed by
national social formation and structured in theitzdigt world-system. The
combination of these aspects (the structure ottaagccumulation, the interstate
system, and the state-capital-labour nexus) isdere of national developmental

trajectory

2-1 A Critique of the National Model Approach

| will review three main approaches (modernisatiweory, varieties of capitalism
school, and the East Asian developmental modelghvpiace national development
at the centre of their research by analysing dam&sttors, such as economic
systems, institutional arrangements, the role efstiate, industrialisation policy and
so on. These three main approaches have beenaustdly the developmental
experiences of developed and developing counteigs Britain, Japan, German, and
East Asian NIEs) and have played an influentiad rolthe study of national capitalist
development.
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2-1-1 Rostow’s modernisation theory

Modernisation theory was the first influential tipgon national economic
development after World War Two. Its main approaes to view national
development process as a series of successive $itegges through which all
countries must pass (Todaro 2006, p.78). The appraaws the modernisation
process as a global, phased and lengthy proces$ whginated in fifteenth century
Europe, and has now become a worldwide patternt{ityton 1971). The leading
scholar, Walt W. Rostow, ilthe Stages of Economic Growth: A Non-Communist
Manifesto(1960), introduced the analytical framework of mmikation. Based on
Britain’s developmental experience, he arguesdhaiountries must pass through
five linear stages of development, from low-prodeectgriculture to high-productive
industrialisation, and from a national economyniegration into the international
economy. The first stage is ‘the traditional sogjewhich has limited productivity
due to a lack of access to modern science. Thasults in an agricultural economy
in accordance with a hierarchical social structéveamples are the Chinese empires
and medieval Europe. The second stage is ‘the pd#oons for take-off’, which is
the transition process between a traditional spaet ‘take-off’. Agricultural and
industrial productions are introduced and moderenee and modern manufacturing
enterprises thus appear. Overall, society is@tdlracterized by low-productivity
methods. This stage can be observed in late sermghteentury and eighteenth
century Western Europe.

The third stage is ‘take-off’. With new techniguesagriculture and industry,
society expands production and develops its ecortpngxpanding new industries
and increasing effective investment and high chpitports. Britain, France, and the
US in the early nineteenth century; Germany anadalpiring the late nineteenth
century; Russia and Canada in the early twentietiiucy; and India and China in the
1950s are all examples. The fourth stage is ‘thedo maturity’. During this stage,
society expands into the international economy waithature ability to produce goods
that were formally imported. Industry has transfedinto a more technological and
refined process and society has the capabilityadyce select products. Most of the
Western European countries and the US were astidige by the end of the nineteenth
century. The final stage is ‘*high mass-consumptidhe increase of real income per

head brings about a large number of people whdreascend consumption for basic

28



needs. Therefore the structure of labour alsosstofincrease workers in offices or in
skilled jobs, and the ratio of urban workers t@k@opulation also increases. This
stage can be seen in the advanced countries.

There are several problems with modernisatieory. Firstly, Rostow adopted
the British experience of development and assumatdother developing countries
can develop under the same conditions. Modernisatiadies view national states as
an independent unit and presume that a state begiagath of development that will
finally arrive at the same stage of developmeradsanced countries (Hopkins 1982,
p.10). As some scholars argue (e.g. Deviney andi€yol978; Todaro 2006; Cypher
and Dietz 2004; Wallerstein 1979), the assumpsdimiited, as it ignores the actual
conditions of other developing countries, andtigrafpts to generalise a universal path
from the British experience. A country’s developitaicapability cannot be taken for
granted or be viewed as a pre-given. Not all coesifnave the same capability as an
advanced economy like Britain. Secondly, moderiosaheory is ahistorical and
incorrectly assumes that the dynamics of econoexeldpment, at least during the
first three stages, is limited by national bounesu(Wallerstein 1979). The so-called
“modernisation” process is actually a historicablexion of capitalism. The point is
that the dynamics of capitalism never limits itdelhational or state boundaries. Nor
does capitalism develop as a linear trajectory frational economies to the world
economy. Thirdly, modernisation theory narrowsebacept of development to
economic growth, and technological and industirnge. Cumings (1993) criticises
modernisation theory as ‘technological determinigm?25) as the theory views
technological evolution is the only driver of cafitt development and social change,
one which ignores other factors.

2-1-2 Varieties of capitalism

The British model was appraised by Rostow in th@09 however, from the 1980s
onwards, numerous comparative studies began tatpaytion to other modes of
national development in advanced countries, inalgdiysman (1983), Albert’s
(1993) ‘capitalism vs. capitalism’, Hart’s (1992ival capitalists’, Hutton’s (1996)
‘world capitalisms’, Whitley’'s (1999) ‘divergent paalisms’, Crouch and Streeck’s
(1996) ‘capitalism diversity’, and Hollingsworth @Boyer (1997). These works

explored the diversity of capitalism and compargfiiebnt models of capitalist states
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in the developed world. As such, these studiesliffierent from Rostow, who
assumed a universal model, yet they all try totilea model to serve as a lesson for
other countries. | will mainly concentrate on Zysm#art, Albert, Hutton, Crouch
and Streeck in the following.

John Zysman (1983) distinguishes between timadels of national capitalism by
analysing the national financial structures andinl@strial adjustment process. He
focused on the capacities of various governmenasitanced countries to intervene
selectively in industrial performance. In partiauldifferent structures in the financial
sector reflect the different capacities of statemtervene in the economy. He
identifies three models, namely the ‘state-led’ elptepresented by Japan and
France, the ‘market-led’ model, represented byuBeand the ‘negotiated’ model,
represented by Germany (p.90-91). In the Japanedelnthe financial system
allocates resources through the state to facilitetestrial policy. State power is
mainly controlled by the state bureaucracy in coafen with major firms and banks.
State-led policies, in combination with a crediséd, price-administered financial
system, drive economic development. In contrastli8 model is a regime of market
competition and price-driven adjustment with a tediregulatory function. This
model, in Zysman'’s view, is less efficient than shate-led and credit-based model.
The negotiated model operates economic policy tirquolitical bargaining between
the government, businesses and labour groups rad@through the market
mechanism. This model faces problems as the emagahof the international
economy changes.

Hart (1992) provides more structural analysis thgsman in discussing the
different arrangements of industrial countries asatgues that only studying the role
of the government limits the understanding of ttieent degrees of competitiveness
between national states. He suggests insteadhth&bdus should be on the how the
government, the business sector, and labour aemized within these countries in
pursuing international competitiveness. This isedl ‘state-societal arrangements’ in
which the state (governmental bureaucracies) acietyobusiness and organised
labour) are institutionally linke(Hart 1992, p.1). In the Japanese model, the btste
a strong role in leading industrial developmentngkide business groups, that is,
industrial groups plus major banks and informalitvess groups. Labour is organised
at the enterprise level and has established a iagiggtrelationship on some issues,
although the overall labour organisation is weakhle US model, the state acts more
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to serve business’ interests. Governmental unigs {lee US Chamber of Commerce,
the National Association of Manufacturers, and@fice of the US Trade
Representative) are required to hold discussiotis visiness groups before
finalising policies. In Hart’s view, US capitalisimled by business groups, while
Japanese capitalism is directed by the state @mterBusiness coalition led by the
state. In Hart’s view, Japan and Germany are bp&dormers than the US and the
UK.

For Albert (1993), there are two models of capstali The ‘Rhineland’” model of
capitalism (based on industrial banking, a compneive welfare state, small equity
markets, dynamic and research-intensive manufacfucomprehensive training and
education, strict company laws and also a tiglgtutated financial sector) is
superior to the ‘Anglo-American’ model, which isdea on the principle of a liberal
economy as the only market mechanism in termsai@uic organisation, financial
structures, and social control. Hutton (1996) compaifferent models of capitalism
in the US, Japan, the European states, and Britatarms of the basic principles of
market, financial system, labour market, firms,fewed system, and government
policies. He argues that British capitalism igiisis and should shift to a model of
‘longtermism, commitment and co-operation withagihg the stimulus of
competition’, as is the case with Japanese and &emwodels of capitalism (p.285).
Crouch and Streeck (1996) argue that capitalismabee via a national system, and
that there is more than one system. Accordinglyatvdetermines capitalist diversity
is national, and some national systems were foaru tmore ‘institutional’ than
others (Crouch and Streeck 1996, p.2-2).

The above comparative studies are only part oiider research agenda into the
varieties of capitalism. According to Hall and Siesk(2001), the approach of
comparative capitalism in advanced countries hag garough three stages,
beginning with Andrew Shonfield’'s (1968)odern Capitalisnas the first analytical
framework to compare institutional structures ofsféen European capitalist states.
He argued that the key to economic success igtigadlwill and skill’ in terms of the
capability of political institutions (p.63). Thecd framework of comparison is
based on the concept of neo-corporatism in the 4,9¥Bich focuses upon state-
labour relations. Neo-corporatism views nationdigoes as requested by and
negotiated with major interest groups, especidlbse of the greatest economic
importance: the trade unions and employers' agsmtsa The third stage is a
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comparison of the social systems of productiomé1980s and 1990s (e.g.
Hollingsworth and Boyer 1997). This approach fosuse the internal structures of
firms, the structures of the financial markets,@dion systems, industrial relations
systems, and the nature of state intervention. Theglude that there are two types
of social systems of production, one the socialesysf mass standardised
production, as represented by the US model; andttiex the social systems of
flexible production, as represented by the GernmmhJapanese models. Moreover,
Hall and Soskice (2001) proposed a new analytremhéwork of comparative
capitalism that tries to go beyond the above tfii@meworks by bringing the
organization of the private sector (firms) into tentre of the analysis in order to
‘understand the institutional similarities and difnces among the developed
economies’ (Hall and Soskice 2001, p.1). Hall andkge (2001) distinguish
between two types of national economies. The tiyse is ‘liberal market economies’
in which firms organise their activities mainly dlugh hierarchies and a competitive
market mechanism; the other type is ‘coordinatetketaaconomies’, in which firms
rely heavily on non-market factors (e.g. networkiogntracting) to promote their
core competencies (p.8). The example of the formtre US and the latter is
Germany and Japan. The new framework is referred tbe ‘varieties of capitalism
approach (VoC)’; yet Hall and Soskice (2001) reasgrthat the new framework is
much influenced by Albert (1993), Hollingsworth aBdyer (1997), Whitley (1999),
and Crouch and Streeck (1996). As such, | groupliterature above as belonging to
the school of varieties of capitalism, although ¢batext of comparisons is different
from each other.

Huang (2002) suggests broadening the school of téa@clude other
comparative approaches: (1) ‘production regimelymis, (e.g. Soskice 1999) which
concerns the institutional framework of the protutregime of the economy,
including the financial system, industrial relaothe education and training systems,
and the companies networks; (2) the ‘social stmectdi accumulation’ approach,
which studies the set of social institutions tlzatilftate the accumulation of capital,
including political and ideological structures asmbnomic institutions; (3) ‘business
system’ analysis (e.g. Whitley 1992), which argtieg the way resources are
organised by structured hierarchies and marketslgiinguish one business system
from another; (4) the ‘national system of innovatiapproach that studies
organisations, institutions, and links in a counényd assumes that differences in
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national competitiveness depend on the technolbgagabilities of firms (e.g.
Bengt-Ake Lundvall); (5) the ‘regulation school’hieh intends to identify different
regimes of accumulation and modes of regulatiaraitalist countries (e.g. Bob
Jessop).

Overall, the VoC school advances Rostow'sieauc growth theory in the way
that recognises different national trajectories®felopment, whereas Rostow had
only suggested a single trajectory. The VoC appr@dso provides detailed
discussion on national differences, in particutathie comparison of institutional
arrangements and state-societal relations. Howgistras with Rostow’s perspective,
the VoC approach only focuses on the developingrepce of advanced countries
and tries to identify a superior model which carveeas a lesson to both the declining
model and any rising capitalist state (albeit db¥aC analysts, but those that do
include Albert, Zysman, Dore, Hutton, Crouch, Stkeend Hart). The weakness of
this approach lies in the fact that it views depebent as mainly a national affair, and
assumes that a country can improve its developoesd it is more competitive and
improves its institutional arrangements compareother models. As Crouch and
Streeck (1996) contend, ‘what generates capitdiNgrsity was “national”.. Some
national economies were found to be more instihatiohan others (p.2-3).” Yet, we
need to ask why a certain kind of model or indtngl arrangement (e.g. Fordism,
mass production, the liberal market) was once ceithgein the past but is not now?
Is one modeper sesuperior to another? Are there any other factuasdetermine the
competitive nature of a model? If there is one tyeental model superior to others
by its naturein that sense there will be no need for furtlesearch into the diversity
of capitalism as the best model has already baamdfor his thesis argues to the
contrary, that the competitive nature of a certational model also needs to be
viewed historically and put into the wider contekinternational political economy
that goes beyond national affairs. Some literatditde VoC school (e.g. Hall and
Soskice 2001) recognise that national systems e external influence from a
world economy and thus national systems can athestselves based on institutional
differences. However, they only focus on how dgfd@rnational systems respond to
external influences but under research the coroebitween these different systems.
VoC analysis can be seen as an attempt to explaipatterns of Germany and Japan
as emerging economic competitors to the US antdhen the world economy
during the 1960s and the 1970s. The emerging cotoye{German and Japan) and
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the declining models (the US and the UK) are artyuadt completely two isolated
patterns. For example, Japan’s post-war rapid tnidlisation and economic growth
benefited from direct and indirect US assistanee (Sumings 1987).

Strange (1997) argued that most comparativiststatd-centric theorists only
pay attention to the differences between statagghore the similarities. As such she
suggested common factors of global change, narhelthieory of structural power
(i.e. the structure of security, production, finepnand knowledge). However, merely
focusing on similarities is also a partial apprganlreality, both similarities and
differences co-exist, as long as the global franrewb capitalism is recognised.
These comparisons are problematic, according tacR48004), for two reasons:
firstly, when they focus on the variety of institutal arrangements, which are linked
to the conceptualization of ‘embeddedness’, theltésa difficulty in deploying a
theoretical framework of institutional change, wslé is viewed as just an
‘exogenous’ force to a certain ‘national’ modell@8-189). The second problem is
that using the taxonomy of ‘nationality’ as the tehanalysing structure reproduces
the concept of Western ‘sovereign statehood’, whididerpins an implicit definition
of capitalism as a system divided into distinciova! capitalisms’ (p.184).

In sum, | agree with the VoC approach’s assumpgtian national developmental
trajectories are diverse; yet this diversity cartmoviewed as independent national
models that merely compete with each other. A “arsal” model might be goashly
for a time The mobility of ascent is possible through thredture of capitalism and
within a particular domestic context; however, as@annot be viewed as a universal
model. Varieties of national developmental trajee®should be seen as a relational
concept, where one model’s descent is relateddthanmodel’s ascent. Thus, the
trajectory of national development is not limitedrational institutional
arrangements or any other domestic system busdseathbedded in a wider historical
and international context.

2-1-3 The approaches of the East Asian NIEs develogntal model
While other advanced countries may have intendéelim the “Japanese lesson” in
the 1970s, the “East Asian Tiger’s lesson” for ottheveloping countries began from

the 1980s. As the VoC approach attempted to exfi@mpattern of the rising

competitors of Japan and Germany in the camp cdracbd economies, several
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perspectives also started to pay attention toisigeaf some East Asian developing
economies, the Newly Industrialising Economies (§IEruitful discussion on the
successful model of East Asian development sinedatie 1980s, as the section will
discuss, has two implications. One is that theudision is an extension of the
Japanese experience as a developmental modehanteaist Asian model; the other is
that the discussion builds on the experiences wdrackd economies into developing
countries. In this respect, the discussion of thst Bsian development model is not
only an attempt to explain the rising East Asiaonenies but also a continuation of
a long-term debate on national developmental trajgc

The empirical data show that the East Asian regmshad remarkable growth
since the 1980s. Considering economic growth imsesf an average annual growth
rate in Gross Domestic Product (GDP), countridsast Asia and the Pacific
maintained a growth rate of 6.8% between 1980 &0d 2a figure notably higher
than the average growth rate of the world’'s GDRBR426), than the Organisation for
Economic Co-operation and Development (OECD) coes{i1.97 %), and other low-
and-middle income countries (2.43 ¥ Moreover, East Asia’s share of world Gross
National Product (GNP) increased from 13% in 19605.9% in 1999, which was in
distinct contrast to other regions (Arrighi, Hetial. 2003, p.3). How can East Asian
countries grow while other economies remain contpesly sluggish?

Two major approaches explain the particularityhaf tlynamics of East Asian
development. The first approach is neoclassicat@racs, which suggests that free
market principles are major factors that drivediipamics of industrial structure
(World Bank 1993). The free market principles imt#y1) a virtuous circle of high
investment, high economic growth, and high savnagss; (2) the increase of
production efficiency via the imports of foreignpital and technology; (3) rising
labour participation rates and good quality of kab@Vorld Bank 1993). The engine
of development is a ‘competitive market’ (espegiaibmestic markets integrated
within the international market) that acts as msibnal arrangement to generate
efficient resources (Wade 2004[1990], p.10). Trameethe key developmental policy
is an outward oriented regime, one that encouragesrts and has few impediments
to imports. This approach, in Wade’s view (2004[a]99is a shift in developmental
policy from the prescriptions of the 1950s and 9@0g. those of modernization
theory) towards a neoclassical view of marketsgmarnments of the second half of

M Data from the World Bank (2009).
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the 1970s (p.10). Todaro (2000) divides the neesital economics school into three
areas of analysis: (1) free-market analysis, whrgjues that the market is efficient
and perfect, and thus the analysis views governimg&stention as a negative impact
on the self-sustaining market; (2) public-choicerapach, a public policy approach
that uses some of methodologies of neoclassicaloges, and which argues that
politicians, bureaucrats, citizens, and statepwatsue their own interests and suggests,
therefore, that governmental intervention shoul@deninimal as possible; (3) the
market-friendly approach, which recognises thatntiagket is not perfect and that
government can intervene in the event of marké&iri This analysis is mainly with
the work of the World Bank economists. Wade catisgsrthis approach as ‘the
simulated free market theory’ (2004[1990], p.23).

Free-market analysis and a market-friendly appr@eaeloften applied to East
Asian development, especially to the newly indasising economies (NIEs) — South
Korea, Taiwan, Hong Kong, and Singapore. Theseyaealview the successful
development of East Asian NIEs as due to eithefrdeemarket principle or to the
export oriented strategy. Balassa (1988) argudsttprt-oriented industrialisation
(EOQI) was the main engine for growth in East AMEs at first, and the growth of
exports contributed to East Asian NIEs’ GDP groveicondly, exports helped the
NIEs to overcome the limitations of their domestiarkets. EOI refers to an economy
with industrial exports serving as the leading @imsector; import-substitution
indusrialisation (ISI) refers to an economy th&em@ipts to substitute products which
the economy imports so that it can reduce its deégece on imports. Balassa (1989;
1991) also contends that East Asian NIEs’ shiftee market discipline in terms of
EOIl in the 1960s and 1970s was a better strategylthtin American NIES’ strategy
of import substitution industrialisation (ISI). Tkaccessful development of EOI was
driven by four factors: stability of the export ertive system; limited government
intervention; well-functioning labour and capitahrkets; and reliance on private
capital (Balassa 1988, p.286-288). The World Bdr##98) terms the developing
Asian countries mentioned in the previous paragtagbather with Japan as ‘high-
performing Asian economies’ (HPAEs) which not omhplemented a stable
macroeconomic policy but, more importantly, also@éd an export-push strategy.
The export-push strategy means that these countreased rapidly towards
international best practice, despite highly imperfeorld markets for technology’
(World Bank 1993, p.358). Bhagwati (1988) argued the government of an under-

36



developed country needs to maintain an export ptiematrategy in order to promote
economic growth, something governments in EastrAsauntries have done well. In
a case study, Porter (1990) views South Koreastsriog a national consensus on
pursuing international competitiveness by whichdbeernment has largely limited
its intervention.

The second approach employed to explain East A¢iBr’ successful
development, the state-centred perspective, atgaeshe dynamics of East Asian
growth depend more on the state’s vital role irdmg the economy rather than the
free market mechanism. The approach has rich stediecerning the role of the state
in terms of ‘state autonomy’, ‘state capacity’,'state intervention’ in the process of
East Asian economic development. According to HU@002), state autonomy
means that the state has autonomy from other doccas (e.g. capital and labour)
and hence its bureaucracy is able to design ankkimgmt long-term developmental
policy; state capacity is the state’s exerciseafgr over society; state intervention
refers to the guiding and interventionist roleshaf state in the national economy.
These state-centred perspectives include JohnE#B2) concept of ‘the
developmental state’ which takes Japan as a cadg SWade’s (2004[1990])
‘governing the market’ which uses Taiwan as an gptapAmsden (1989)’s ‘getting
the price wrong’, Evan’s (1995) embedded autondmgiss and Hobson’s (1995)
‘governed interdependence’, and Dean’s (1996) tedipi developmental state in East
Asia’. Several case studies concerning the role of the standustrialisation were
conducted in the 1980s and the 1990s, includindtSiéarea (Haggard and Moon
1983; Koo 1984; Whang 1987), Singapore (Lim 1988l&h 1989), and Taiwan
(Amsden 1989; Gold 1986; Wade 2004[1990]).

Johnson (1982) follows the concept of ‘ecoimmationalismi® by the German
historical school to study the Japanese “miracféhe 1960s. He disagrees with the
distinction between ‘market rationality’ and ‘plaationality’, represented as liberal
economies versus Communist economies (p.18). Ocathieary, he argues that the
Soviet-type economies are ‘plan-ideological’, ainel teal ‘plan rationality’ model is
Japan (p.18). According to Johnson, the modellrage tmain features. Firstly, itis
the state, rather than the regulatory regime oketde.g. the US economy) which
takes on the developmental function that leadsstr@isation. Secondly, the plan-

2 The concept refers to a strong domestic contrekohomy, labour, and capital formation which
includes protectionist measure and the ISI.
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rational model addresses industrial policy in teahgromoting industrialisation
through selected strategic industries. By conttastmarket-rational model does not
have an industrial policy and relies on rules dredrharket mechanism. Thirdly,
within the plan-rational model, the planning an@@&xion are undertaken by a small
elite group of high-level, well-educated, and tééelheconomic bureaucrats, whereas
within the market-rational model, the governmeriicadls are mainly composed of
elected members of other professions (e.g. lawyans) economic decision-making
often occurs in the legislative chamber. Suchweld@mental oriented, plan-rational
model is called ‘a developmental state’. Johns@82) argues that if one country
attempts to learn from the Japanese achievemenprénequisite for that country is to
firstly be a developmental state, and then to becamegulatory state (i.e. the market-
rational model) or a welfare state (p.306). Althleudghnson recognises that Japan’s
special historical (e.g. pre-war development, taeo®d World War) and social
context (e.g. nationalism) are key factors in teregence of the developmental state,
he believes that other countries might be abledkwut a social arrangement which
is comparable to Japan’s, and then countries captdle abstract model of the
development state. Such an abstract model (thdajauaental state) would have four
key elements: (1) the existence of a small bug édithnocracy within the system; (2)
a bureaucracy which has enough autonomy to opeffatetively and implement
policies; (3) compliance with ‘market-conformingimpciples and state intervention in
the economy; (4) a pilot organisation similar te Ministry of International Trade
and Industry (MITI) (p.315-320).

Wade (2004[1990]) develops a governed maHhesry (GM) in distinction to the
neoclassical school’s free market theory in orddutther address the role of the
developmental state and the nature of the developr@d/ theory contends that
capital accumulation is the primary force for deyghent, and the theory explains
that East Asia’s superior growth is the resultighHevels of productive investment
from interventionist economic policies, especiafiyselected strategic industrial
policies, to pursue international competition. Wdaginguishes between two kinds
of integration for a national economy: ‘internalegration’ and ‘external integration’
(p-xlviii). Internal integration refers to a domiestconomy that has a heavy set of
links between sectors, a well-filled input-outpudtnix, a structure of domestic
demand, and strong social articulation; externagration focuses on the principle of
comparative advantages and an outward-oriented tegime. East Asian NIEs have
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successfully integrated with the world market vieE2DI policy, yet, from the view of
GM theory, ‘the development of a national economgnbre about internal

integration than about external integration’ (Wa004[1990], p.xlviii). The most
important factor to such integration is the goveentis interventionist and guiding
role. Wade mainly places emphasis on internal natégn without making a sufficient
link to larger systemic factors of change (refet@ds external integration). Wade’s
research on Taiwan of the 1950s and the 1960shagt€r Four will discuss, was in
particular the period that the world-system andid§emony provided an opportunity
for Taiwan to ascend.

Amsden’s (1989) study of South Korea'’s ‘latdustrialisation’ argues that the key
factor to South Korea’'s economic achievement is $uaith Korea is intentionally
‘getting the price wrong’ (p.139). In her viewjstthe state, rather than the market,
that leads capital into selected industrial secams manages resource allocation.
Furthermore, as a late-industrialising economig, @ssential for the government to
promote technological adoption as a means of “tagebp” with advanced countries.
Accordingly, any late-industrialising country shdwatch-up with the
industrialisation process through “learning”, whistbetter promoted through a high
degree of state intervention. Evans, Rueschemagdrskocpol (1985) contend that
states can be viewed as organisations that prosigrtéicant goals through official
collective actions. Deans (1996) identifies fiveecteatures of a ‘capitalist
developmental state in East Asia’, namely the fysifithe public and private, state
ideology, developmental legitimacy, plan rationaland a relatively autonomous
economic technocracy. Chang (1999) reviews the-&stgblished argument of
previous development economitihat the state can create and regulate the nationa
economy for the purpose of accelerating indussagion.

The two approaches are debates on East Asian geveidal trajectory and about
the kind of model which can be identified as ades®r the developing world. They
seem to contrast with each other - while the nesatal school addresses market-
driven forces, the state-centred approach emplsagisesignificance of state
intervention. The now widely cited 1993 World Bamelport recognises that state
intervention does somehow ‘matter’ in certain sikedandustries, although it is only
in the northeast Asian countries that this intetienhas been truly successful, while

Yncluding Friedrich List (national capitalism), Alender Gerschenkron (late development), Gunnar
Myrdal (a hard state) and Simon Kuznets.
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overall, according to the World Bank, the industpalicy of East Asian states does
not work well (World Bank 1993). In response, Ams@2001) argues that not only
did some Asian countries, but many other developmgtrie$* successfully adopt
certain institutional arrangements through an edgerrole of the government to
catch-up during the 1950s to 1980s (e.g. developiveatking, local-content
management, selective seclusion, and nationalformation) (p.125). It is
noteworthy that the World Bank seemed to modifyrtfree market dominated
interpretation because of the East Asian crisis9®7, the absence of any empirical
study of China in the 1993 report, and effectivéasm from state-centrist
development theorists. The World Bank addresseébttoving opinions in their
report of 2001, Rethinking the East Asia Miracle

The rich evidence from the 1990s also casts new tig the relative
contribution of export-led policies and of impakdralisation to growth, and
it helps to clarify key issues influencing the ates of exchange rate policies.
We now realize that an understanding of East Aderelopment requires
that we come to grips with the political economylwdnge, with governance,
and with the roles of key institutions.

(Stiglitz and Yusuf 2001, preface by Nicholas Stand Vinod Thomas,
emphasis added by the author)

Thus the factors of ‘governance’ and ‘institutioas2 recognized in their new vision.
What kind of governance and institutions mark Besan development? In the 2001
World Bank report, Shahid Yusuf summarises fourmsaiands. The first is the
dedication to appropriate macroeconomic managerttensecond is the ability of a
bureaucracy to implement the goal of a ‘strongestatorder to pursue a long term
development strategy; the third is to speed upstrdlisation and the export-led
strategy; the fourth is that such a developmemtpt@ach needs to be pragmatic,
flexibly applied, and to consider practical res@lsisuf 2001, p.6-7).

These four strands are similar to the core featofése developmental state. Thus,

the market-friendly approach and the state-cerdpmioach are not completely

¥ncluding Asian countries — China, India, South &ar Taiwan, Malaysia, Indonesia, Thailand, and
Latin American countries — Brazil, Chile, Argentirsmd Mexico, as well as Middle Eastern countries-
Turkey.
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opposed to one another; rather, they have two ctaistics in common: they agree
upon the necessity of some form of state/governiméetvention and market-
orientation. Their disagreement lays in how and/hatextent the state intervenes in
the market. For example, in Haggard’s (1990) casdiess on East Asian NIEs, he
argues that these economies combine market fontlestnong state guidance to
implement development policy when they shifted framiSI strategy to an EOI
strategy. Secondly, they both regard the East Asxgerience as a successful model
or lesson in national development that can be @doipy other developing countris.
The core concern regarding development, in thewyis the matter of finding the
correct fundamentals of policy and of governmergibess relations in order to
successfully integrate into the world economy, sihing East Asian states do quite
well.

The strength of the two approaches is that thegmck the intellectual discussion
on national capitalist development. Unlike modeahn theory and the varieties of
capitalism school that mainly focus on developeantes, the two approaches look
at the experiences of developing countries. Ini@ddr, the state-centred school is
aware of the special conditions of a “late—comeradlvanced countries, and therefore
they view the guiding and interventionist role lo¢ tState as a necessity. However,
criticisms of the two approaches have been madsofig 2005, p.24-25), for example,
contends that both approaches naturalise theunetial division between the state
and the market. Neither can see that such a separmsocially constructed and
problematic. Both approaches only focus on econgmuwth rather than the specific
pattern of accumulation regimes which are embeddedoader economic, political,
and societal context. The developmental state agprm particular ignores the
political, economic, and social conditions thaba#d the state to implement
developmental policies. Stubbs (2005) criticisesrthoclassical analysis as
ahistorical because it views the efficient resosiraiea successful economy (e.g.
capital, educated labour, technology) as pre-giVée. neoclassical analysis is not
interested in explaining why these successful ecoe® have these resources, and it
also underestimates the interventionist role ofstlage. Stubbs (2005) also points out
that the state-centred approach does not provaystamatic or theoretical analysis of

®See Amsden (2001), Amsden and Singh (1994), Haresldl.(1996), Leipziger and Thomas (1994),
Stiglitz (1996).
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the origins of the interventionist role of the stathich the case study of this thesis
attempts to do so.

Moreover,the two approaches are ahistorical and under reséae international
context. Other literature has examined historical mternational factors, such as
geopolitics or the international division of labptirat enable East Asian NIEs to
implement state intervention and EOI, and thesaiasudo not view East Asian
economic growth as “miracles” (Arriglet al1993; Bello and Rosenfeld 1990;
Cumings 1987; Frobedt al. 1980; Gills 1993; 2000). Bello and Rosenfeld arthas
three conditions enabled East Asain NIEs to becsssful” exporters, namely the
political economic intervention of the U.S., depence on Japanese firms, and the
model of command capitalism rather than free maspttalism (Bello and
Rosenfeld, 1990Frobelet al (1980) view the industrialisation of underdevedp
countries in Asia as only one part of the procégsh@new international division of
labour. The other part of the process is that tkes@tries are exploited by foreign
capital througlcheap labour in special trade zones. This hasléaese countries
serving the interest of the core economies sotligaivhole tendency is towards
uneven development. Arrighi et al. (1993) argué tha rise of the East Asian NIEs is
actually a single economic miracle which is duéh®expansion of the Japanese
multilayered subcontracting system. Cumings (1288€s theories of product cycle,
hegemony, and the world system to examine thensrignd development of
Northeast Asian states (Japan, South Korea, avdahqi He argues that a country-
by-country approach is invalid; instead, a regiaralysis (such as viewing the three
states in the context of a hierarchical interacting) is needed.

Furthermore, although East Asian developmental frajpleroach advances the
debate of national capitalist development by addioglels based on developing
countries, they still view development as mainlyasional affair. Although
recognising the reality of the diversity of devetogntal routes among the advanced
countries and East Asian NIEs, the approach neslesk agrees that a country is able
to develop once it finds a correct or fundamentdicy (or mechanism). These
“national model approaches” or “region-wide moddiate been criticized by
scholars who disagree that a model of developrmembe generalised and imitated in
the East Asian region (Abbott 2003; Bernard 199&nArd and Ravenhill 1995).
This thesis argues that a model cannot be genedal®t only in the East Asian
region but also elsewhere, because developmepver timited to national matters.
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In this section, | have discussed modernisatioarihehe varieties of capitalism
school, and two approaches of East Asian develotaherodels. In general, they
mainly view development as a national matter dfeziarranging domestic
institutional frameworks (e.g. the role of the stat production system), or choosing
an industrialisation policy (e.g. EOI), or adoptigear-stages of development (e.qg.
modernisation process). Hopkins and Wallersteil82) ®@bserve that such a
perspective of national model of development, whiay term ‘developmentalist’,
views the world as consisting of a number of reldiat essentially ‘autonomous’
states, each on an upward trend, with a fundangsiatilar route of development
(p.42). The developmentalist not only pays insigfit attention to historical and
international contexts, but also misunderstandsiéttere of capitalism. As Chase-
Dunn (1989) points out, the problem with definingadional economy as a juridical
unit is that in reality economic integration does follow national boundaries (p.208).
The developmentalist's assumption is that the wedohomy is an ‘aggregation or
interrelation of national capitalisms’ (Radice 20p4191). The question is, do we
really have varieties of “national capitalisms”ttlkampose an “unknown” world
economy?

The term “national development” mentioned in tlest®n, as well as in the case
studies that the national model of developmentaichdopts, only relates to
“development” in terms of a rising “new” economythin the world economy. As
mentioned previously, national ascent should bevetkeas a relational concept
because ascent or descent of a national econonoy &n isolated national affair but
relates to other states and the whole system. Ascehdescent also refer to the
changes of resources and power that national statesontrol politically and
economically in the world-system. | disagree wiiha hational model of development
school as their analysis is ahistorical, underaedees the international context, and
views the diversity of national ascent trajectoassseparate patterns or models and
that one rising, superior model substitutes exgstmodels. Alternatively, this thesis
argues that national ascent trajectory should tatéal in an international and
historical context, to be precise, in the contdxhe capitalist world-system and
domestic context. Domestic context does influeheetitajectory of ascent; yet what |
argue is that the domestic context is part of nmitexclusively, the key determining
factor. In my view, the theoretical framework oétbapitalism of the world-system

perspective is very useful in providing an alteweapproach that differs from the
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analysis offered by the national model of developimkshall introduce the world-
system perspective and how they view capitalismratnal ascent.

2-2 Situate Ascent in the World-System Context: th&/orld-System Perspective

The world-system approach emerged from within dogipin the US during the
1970s, although world-system analysts themselvesider their approach to be
interdisciplinary or a ‘unidisciplinary’ approacbine that includes politics, economics,
sociology, history, and anthropology (Wallerste#v4, p.11). The approach has its
own institutional support, e.g. the Fernand Bra@shtre at Binghamton University
in the US., the Political-Economy of the World-Syst Section within the American
Sociological Association, the journdeviewandJournal of World-system Research
Its core concepts were informed by four major dassaence debates in the period
between 1945 and 1970 (Wallerstein 2004). The\fiest the debate on the route of
national development between modernisation theodytlae core-periphery
conception (including the United Nations Economan@nission for Latin America
scholars and the dependency school). The secontheaebate among communist
scholars as to whether Marx’s concept of the ‘Asimode of productioff is valid
or not. The third debate discussed whether thergsid transition from feudalism to
capitalism in Western Europe was either internaflgxternally driven. The fourth
debate concerned the spatial-temporal viewpoihisibry, and thénnalesSchool in
particular was influential to world-system perspezs.

The world-system perspective emerged in the 19H@its leading scholar,
Immanuel Wallerstein, published his first voluriide Modern World-Systenm
1974. In the book, Wallerstein proposes the woyktesm as a theoretical framework.
He argues that a world-system is a historical syStéermed ‘historical capitalism’)
which is self-contained as an ‘economic materiaikgrbased on extensive division

of labour (1974, p.348). The term ‘world-systemedmot mean that it covers the

18 Marx and Engels argued that Asiatic society hdifarent development route to Western capitalism
as the former had several distinct features: ldgkivate property, land still owned by the stegtelf-
sufficiency of villages, unity of handicrafts angriaulture, and simplicity of production methods.

7 Wallerstein (1984) uses the term historical systemlemonstrate that it is a system of historical
cyclical development (i.e. the process of destomgtdisintegration, transformation and close) (p.27
The term also means that all social systems oetesiare ‘systemic’ and ‘historical’ (Wallerstein
2004, p.94).
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whole globe but that the system is larger thanjadigially-defined political unit
(Wallerstein 1974, p.15). Arrighi’'s (1996) defimiti of a world-system is more clear,
‘a spatio-temporal whole, whose spatial scope éxtmmsive with a division of labour
among its constituent parts and whose temporalesegfends as long as the division
of labour continually reproduces the “world” asomial whole’ (p.2). There have only
existed two varieties of world-system in historyyarld-empire led by a single
political system, and a world-economy without sactingle political system. A
world-economy is not ‘bounded by a unitary politisaucture’ but is a large zone
within which there is a division of labour, intelexchange of basic goods, and
transfers of capital and labour (Wallerstein 20023). World-economies existed
prior to the modern era, but were converted intpiess or disintegrated (Wallerstein
1975, p.348). The modern world-economy, the onftyising one, is a capitalist
world-economy (or a capitalist world-system) wharfginated as a European world-
economy in parts of Europe and the Americas betwleetate fifteenth and the early
sixteenth centuryWallerstein (1974) argues that the establishmeatazpitalist
world-system needed three essential elementseggrgphical expansion of the
world, (2) the development of various methods bbla control for different products
and for different zones, and (3) the creation tHtieely strong state machineries in
the core zones (p.38). For the first element, endiltteenth century, capital expanded
from Europe into the Americas. Secondly, tlogv of surplus was generated an
axial division of labour between three economicemortore, semi-periphery, and
periphery. Thdzuropean division of labour and the various kintigbour controlled
between 1450 and 1640 was represented as wage mfmbself-employment in the
core zone (Western Europe and the Mediterraneaist@mrworld), slavery in the
peripheral zone (Eastern Europe and Hispanic Aragrand as sharecroppers and
tenants in the semi-peripheral zones (NorthwestSmdhern Europe). Thirdly, while
economic activities were oriented towards the dlsbale, political activities were
primarily within the state. The role of the stadeiconsequence of their different roles
in the world-economy, and the core states are & powerful ones. By 1640, the
core states in the European world-economy weredsiglthe Netherlands, northern
France, and a declining Spain. Following a hisarstudy of the European
economies from the sixteenth to nineteenth ceniigllerstein further formulates a
theoretical framework of the modern world-systera. (capitalism) in his various

publications, and | shall move forward to discussse theoretical concepts.
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Before moving to further discussion, | should pauat that different arguments over
Wallerstein’s analysis of the historical and sgairggins of capitalism exist within
the field®, most notably Frank and Gills (1993), and Arrigt®94; 1996). Frank and
Gills (1993) view the contemporary world systenmhasing gone through at least five
thousand years, as the logic of the ceaseless atatiom of capital existed in Asia
from that point. Conversely, Amin (1993) argued tha history of the world-system
did not go back that far as it was brought abouthieypolitics and ideology of the
tributary (or world-empire, in Wallerstein’s terim)command, not the economic law
of value. Arrighi (1996) argues that capitalistgwotion began in Italy in the
thirteenth century, rather than Western Européénsixteenth century. His argument
is based on Braudel’s definition of capitalism fae top layer of world trade where
large profits are made (the intermediate layenésrharket economy, and the bottom
layer is the elementary and self-sufficient ecoremniThis thesis adopts
Wallerstein’s assumption of the spatial and temlipanigins of the capitalist world-
system, as | agree with his definition of capitaliand the three defining elements of
the capitalist world-system.

In this respect, the world-system approach is rfairaogenous one. Although
world-system analysts are in agreement on the fuedgal theoretical framework,
there exist disagreements on definitions and argtsneithin each framework. The
focus of research also varies, including cyclicalcesses in world-systems,
decolonisation, cycles of war, cycles of revolufibagemonic cycles, inequity and
democracy, interactions of class and trade, thesrof women, household, and gender,
race and ethnicity, commodity chains, socialisriiesj the role of culture, the
environment, peasants and so forth (Hall 2d80will summarise the basic
theoretical frameworks in the following discussamd point out the disagreements
between each framework.

2-2-1The modern world-system: Capitalism
For Wallerstein (1974), the ‘secret strength’ thas allowed the modern world

economy to survive for five hundred years is theireaof the capitalist world
economy itself (p.348). The world-system perspectigfines capitalism as a modern

18 See Denemarlet al.(2006), Gills and Thompson (2006), Frank and Gilg93).
19 See Hall (2000, p.9) and various issueReivewfor the full references.
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world-system which pursues the endless accumulaficapital. Influenced by
Marx’s concept, Wallerstein (1996) distinguishepita from accumulated wealth.
Capital is used with the primary aim of self-expangp.14). However, the world-
system perspectives have developed a differenyice|framework of capitalism
from the Marxist perspective. Marxists view cap#al as primarily a national system
that then expands to the global scale; the workdesy perspective however regards
capitalism originally as world-system that then expanded to beconesvorld-
system.

Marxists claim that capitalism is a mode of produtbperated by a certain type
of relations of production (capitalists and wadeolar), that took place first in a
national state (Britain) in the late eighteenthtagy) and then spread out across the
globe during the twentieth century. Not until suelations of production become
dominant in a nation-state can a nation-state ¢epdaalist state. Capitalism will
extend such relations of production from capitadistes to “pre-capitalist” states so
that finally capitalism on the one hand will ovemm® all other pre-capitalist relations
of production, and, on the other hand, the intdregintradiction of the class structure
as well as the contradiction between excess pramuand limited consumption will
bring about a crisis of capitalism. The Marxistwargent can be illustrated as follows:

[...] class structures, once established, will irt féetermine the course of
economic development or underdevelopment over areexpoch (Brenner
1977, p.27) [...] Economic development was a qualiggbrocess, which
did not merely involve an accumulation of wealtlgemeral, but was
centrally focused on the development of the pradifgtof labour of the

direct producers of the means of production andnisieasubsistence. (p.67)

Capitalism had emerged first in one country. Aftext, it could never
emerge again in the same way. Every extensiors ¢dits of motion
changed the conditions of development thereaftet eaery local context
shaped the process of change. But having once begusingle nation-state,
and having been followed by other nationally orgadiprocesses of
economic development [...] (Wood 2002, p.24)
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For world-system analysts, Marx’s original conceptapitalism is problematic.
Chase-Dunn (1989) argues that Marx’s abstract madek first volume othe
Capital is based on a closed national society withouhgrmational context. In
particular, this model is mainly deduced from tbeditions of nineteenth century
England. Wallerstein (1991) contends that only §stng on a specific production
relation, industrial wage-labour, is insufficientanalyse capitalism. He argues that
Marx himself did not claim that surplus-value carlydbe extracted from wage labour,
and neither slavery nor other non-wage relationzodfluction are marginal to
capitalism (Wallerstein 1991, p. 154-155). In aiahif Wallerstein points out that
Marx was not aware of the concept of ‘underdevelepimas Marx merely viewed
underdevelopment as at a pre-capitalist stageoritr&st, the world-system
perspective insists that underdevelopment is tteaton of the capitalist mode of
production’ (p.161).

Both Chase-Dunn and Wallerstein’s criticisms of ¥are not new. In my view,
one of the earliest critics who shared agreemetfit the world-system perspective on
the limits of Marx’s framework was Rosa Luxembuatihough she was categorised
as a Marxist. Luxemburg (1951[1913]) contends thatobjective of capitalist
production is the ‘ceaseless expansion of reprachictand therefore ‘expansion
becomes in truth a coercive law... becomes a comdif@xistence...a constantly
flowing process of alternate appropriation and tdigation of surplus value’ (p.40-
43). In sum, the aim of capital accumulation ighmezi the pursuit of a pure surplus-
value nor of consumption; rather, pursuingeapandingsurplus-value (capital).
Furthermore, she found that the argument of cagmealvas of a certain type of
production relation (capital versus wage laboupg #rat was mainly drawn from
Marx’s seminal workthe Capital(volume one), which only analysedlividual
capital accumulation. Yet in reality, although adividual capital does exist, but
individual capital accumulation does not; it is Heeumulation of an aggregate of
social capitals that exist in reality. Luxembur@®%1[1913]) addressed the necessity
of distinguishing the two levels of analysis, ahe svas aware of Marx’s attempt to
formulate theoretical abstraction by making predtimas based on his analysts.

2 Luxemburg was aware that Marx “consistently aniibeeately assumethe universal and exclusive
domination of the capitalist mode of productioreatheoretical premisef his analysis in all three
volumes ofCapital” (p.348, emphasis added by the author). When Maoudsed the chapter on “the
conversion of surplus-value into capital” in Volumée noted that, “in order to examine the object
our investigation in its integrity. we must treat the whole world as one nation, arsiae that
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Therefore Marx’s analysis should be viewed as algarting point for analysis
rather than a ‘finished’ solution (Luxemburg 195418]).

Finally, she found Marx’s scheme of enlarged repobidn in the second volume
of the Capitalself-contradictory, because the scheme not ordgents the
accumulation process as being merely for the shgeoduction rather than for extra
surplus-value, but also as one that becomes falfyrsalised of surplus-value in
order to solve the problem of the realisation aphis-value of the two departments.
Marx’s scheme contradicts the assumption of thedumental conflict between the
capacity for consumption and production outlineth& third volume of Capital.
Nevertheless, Luxemburg argued that the weaknetbe githeme can be corrected
through an excess of production of Departmentdl,li> | (v+s)+II (v+s), or through
an excess of production of Department I, i.e. &+[lc). The crucial matter is, who
will realise the surplus-value from either depami?eThere has to be demand from
outside the two departments; accordingly, the agidira “third party” who is
“outside” capitalist production is necessary. i¢ft of this, she argued that
capitalism from the beginning needs a “non-cagtaurrounding” and a non-
capitalist method of production, and therefore tdisim cannot be limited to
capitalist production (e.g. wage labour). Altholdarxists recognise that capitalism
needs texpandto the global scale, what Luxemburg (and the weylstem analysts)
contend is that capitalism from its birth was altya result of the interaction between
the capitalist state (e.g. Britain or the coreestah Western Europe) and the world.
In sum, | agree with Luxemburg, Wallerstein and €&hBunn’s critique of Marx and
Marxists mentioned above. It can be concluded firatty, capitalism is a process of
ceaseless accumulation of capital through expargfgdduction on a globe scale.
Relations of production are embedded in such agssyaather than relations of
production alone constituting capitalism. Secontlyxemburg’s revision of Marx’s

capitalist production is everywhere established had possessed itself of every branch of indristry
(quoted in Luxemburg, 1951[1913], p. 331).
% The scheme of reproduction has two departments,sopplies the means of production, the other
supplies the whole consuming goods; both deparsremat composed by a certain amount of ‘constant
capital (c)-land, raw material, and machinery,rigale capital(v)’-labour power and ‘surplus(s)t. |
can be summarized as follows (Marx 1974, ch.xx, kMkxemburg 1951 [1913], ch.iv, vi)
Ic+lv+is=Department | (1)

lic+llv+lIs=Department Il (I1)
In simple production, | (v+s)=lic, Ic+lic=I, and (W+s)+Il (v+s)=Il. In enlarged reproduction, the
formula is: | (v+s)<llc, Ic+lic<I, | (v+s) + [I(v+p>1l, | (CHv+s)+II (c+v+s)=I+II.
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analysis shows that it is necessary to bear in miack’s specific methodology of
theoretical abstraction, i.e. temporarily excludswgne factors or giving specific pre-
conditions, rather than directly taking his oriditext as a “true” scheme of actual
existing historical capitalisrif. Thirdly, since using non-wage labour is a necessar
element of capitalism itself, the relationship bedw “capitalist society” and “non-
capitalist society” is neither a relationship ahfgoral sequence nor a relationship of
spatial spread, but rather a geographical divigioough exchange/trade and the
division of labour as a whole at any given moménbm the world-system
perspective, the so-called non-capitalist societyformed a hierarchical relation
with the so-called capitalist society, which isidetl as a ‘core-semi-periphery-
periphery’ structure in the perspective.

2-2-2 Structure of accumulation: the core-semi-pephery-periphery hierarchy

Since the world-system perspective regards therdiasaof capitalism as the world-
system, the accumulation of capital takes pla@eghbbal scale rather than within a
national economy. This section will discuss som&deoncepts and mechanisms of
accumulation, as well as its cyclical movement.

The accumulation process is undertaken by a higyastthree economic zones,
namely the core, periphery, and semi-peripheryarysied previously, the idea of
capitalism’s reproduction through a hierarchy ate$ was not an insight from the
world-system perspective but was one noticed byelmburg. Furthermore, the
specific analytical framework for the hierarchy weed by Raul Prebisch and the
United Nations Economic Commission for Latin Amarin the 1950s. They used the
concept of centre-peripheral relations to explaguneven economic relations
between the US and Latin America. In their analytbis ‘centre’ was an
industrialised country exporting manufacturing geodith the ‘periphery’ exporting
agricultural goods and raw materials. Such a latiip operates through a particular
mechanism, the deterioration of trade. Their angly®wever, is limited as it only
focuses on a specific period (i.e. post-war) and specific mechanism (i.e. trade),
and does not link to the long term and the strattdevelopment of capitalism
(Wallerstein and Hopkins 1982). It was the depengéheorists of the 1960s that

#Before writing the book, Luxemburg (2000[1903]) halckady criticized some Marxists’ misreading
of Capital by only paying attention to the first volume andwing it alone.
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placed the concept of centre-periphery (or metisgsatellite) relations into the
historical development of capitalism (Wallersteimddlopkins 1982). Andre Gunder
Frank argued that capitalist development is bodetan the development of the
metropolis countries, and the ‘underdevelopmengaiéllite countries. They are two
sides of the same coin, namely development andrdedelopment, and the two
cannot be analysed as separate processes (Frank A8tin (1976) distinguishes
between the uneven developmental routes of thecagi¢alist state and the
peripheral capitalist state as two different naisocial formations.

Wallerstein adopts the concept of core-peripfiamlations and adds another
analytical unit, the semi-periphery. This is a #igant difference to the dependency
school as the world-system perspective views tBmlthy of accumulation as a
dynamic process in which ascent and descent asthi@and takes place through the
role of the semi-periphery. The semi-peripherylbag been in existence within
core-periphery relations in order to stabilise¢baflict between the core and the
periphery, rather than as part of a modernisati@hiadustrialisation process.
Although the hierarchical structure is part of tagitalist world-system, the
composition of each zone is not fixed. Some statesnd and some descend. Arrighi
and Drangel (1986) examine this mobility in termhgmss national product (GNP)
per capita for 93 countries during 1938-1983. Ttoemd that five percent of the
states moved either upward or downward between-1938 and 1975-1983, while
the other 95 percent remained unchanged betwedwthgeriods.

The core-periphery conception is a relational pant the distinction between
these zones/areas is in their economic activiliee.world-system perspective argues
that the core-periphery difference is not betwewlustrial production and agricultural
production but between different levels of econoattivity. Yet the definition of
different levels of economic activity varies withime school. Chase-Dunn (1989)
defines core activities as those which receivegh bapital return, or are relatively
capital intensive commodities which employ relatskilled and highly paid labour;
and the peripheral activities are the contrast. driterion of ‘capital intensive
commodities’ however is questioned by Arrighi anchiiigel (1986), who disagree
that capital intensive production and industridieaare equal to core activities.
Firstly, they point out that ‘non-productive’ adties (e.g. finance) are more

% The term ‘core’ is used instead of ‘centre’ asftivener refers to an area or a zone rather thavira p
(Chase-Dunn 1989).
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profitable than industrial production. Secondlypita intensive production does not
always bring the highest return. Thirdly, indudtsiation has been increasingly
located in non-core zones. As such, Arrighi andngeh (1986) define core activity as
one that receives a relatively large share ofabted surplus no matter what the nature
of the activity isThe nature of core-like and periphery-like actestis historically
bounded and relates to current technology and ptajele.Similarly, Wallerstein’s
(2004) latest definition mentions a key distinctlmetween core-like and periphery-
like activities as ‘the degree to which they arenopolised and therefore profitable’
(p-93). | agree with the definitions of Arrighi abatangel (1986) and Wallerstein
(2004).

The definition of semi-periphery also vari€greffi (1990) argues that the
characteristics of the semi-periphery are uncledrsemi-peripheral ascent is one of
the least clearly developed topics in the worldeaysperspective. Wallerstein (2004)
contends that there is no semi-peripheral producthe semi-peripheral zone
combines core-like products and periphery-like patsl because the semi-peripheral
zone has a particular role within the world-syst@&hase-Dunn (1989), however,
argues that another type of semi-periphery exmsts)ely that which contains a level
of intermediate activity between core and periptaatyvities (p.211-212). He further
views the semi-periphery as able to play a ‘revohdry’ role in changing the
dynamic of capitalism via anti-systemic movemerd apward mobility (Chase-Dunn
1989, p.213). Chase-Dunn and Hall (1997) concladeftve definitions of semi-
periphery, based on their historical studies ofotes world-systems:

1. A mix of both core and peripheral activities andiig of organisation
Spatially located between core and peripheral regio

Spatially located between two or more competing cegions
Mediating activities linking core and peripheratas

a s wn

Institutional features are in intermediate formiween those forms found in
advanced core and peripheral areas

By adding Wallerstein’s discussion of semi-perigheve can add a sixth, namely that
the semi-periphery plays an intermediate role @ititernational division of labour.
Finally, Chase-Dunn and Hall (1977) argue thatraig®eripheral country also has a
GNP per capita which is intermediate between caesjtbut a semi-peripheral
country with ascent mobility should have a highssremic growth rate.
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| have discussed the hierarchical structure of medation; but what are the
mechanisms to transfer surplus value between zdsiesGual exchange is often
viewed by the dependency school and world-systeatysis (e.g. Amin 1980;
Wallerstein 1984; 2004) as the main mechanismatwster surplus-value from the
periphery to the core and thus to reproduce theldkical structure, and to
incorporate the external area into the capitalstidveconomy. The concept of
unequal exchange was introduced by Arghiri Emmaimutiie 1950s. He contended
that there exists unequal exchange between profiootsthe periphery (i.e. low
labour costs) and core-produced products (i.e. lgbur costs) based on wage
differences. However, two world-system scholarsehdifferent accounts of the role
of unequal exchange. Chase-Dunn (1989) reviewsrdifit studies on both the
problem of national development and the mechantsregroduce core-periphery
relations, including wage differentials, class-fation, trade composition,
disarticulation of peripheral economies, transmatia@orporations, foreign equity
investments, state power, power-block formatioasglstruggle, imperialism, and
foreign aid and loans. He finds that low-wage eigoannot be viewed as a direct
factor in slowing down national development, andatguies that foreign equity
investment and foreign debt are more significaahtbther factors (p.255). Arrighi
(1990) contended that unequal exchange is onlybtiee main mechanisms that
constitute, reproduce, and deepen the hierarcsiaatture of capitalism. The others
are unilateral transfers of labour and capitalZ@dlB). Unilateral transfers of labour
and capital can be involuntary through violence timdats (e.g. slavery, colonial
economy) or voluntary (e.g. labour migration, calpéxport). Unequal exchange
however has a contradictory effect on the hieraadtstructure. In reality, a
peripheral state can use its low-wage commoditiggtn wealth. As Arrighi (1990)
has argued, some East Asian states (Japan, Sotgh,kamd Taiwan) have relied on
exporting low-wage commodities to ascend sinceSineond World War. As such,
unequal exchange can work both towards polarisatmmhdepolarisation, as do
unilateral transfers of labour and capital. Thections of the three mechanisms might
not coincide with core-periphery relations, ‘dep@gdon the particular circumstances
of time and place under investigation (Arrighi 1980L.4)." He further contends that
core-periphery relations are determined by theggleiover the benefits within world
division of labour (p.15).
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The final framework of capitalism’s hierarchicacamulation is a cyclical rhythm.
Since the accumulation of capital takes place ergtbbal scale, the stages of
development of capitalism are the cycles of accatran of the whole world-system.
The growth, stagnation, and crises of capitalisenrent limited by national boundaries.
Most world-system analysts adopt the concept oKitvedratief wave (K-wave, or
long wave for short) as a cyclical rhythm of calta, although the timing and
moving forces of the K-wave are still widely delzhtel'he K-wave was named after
the Russian economist Nikolai Kondratieff in 1936d is a basic template of the
cycles of price inflation/deflation and of prodwstigrowth/stagnation. Kondratieff
viewed the long wave as dating from the late eighite century. However, some
economic historians (e.g. Braudel) and world-sysamalysts use the K-wave to
analyse earlier periods (Hopkins and Wallerstei®2)9The concept of the long wave
is not only used in the world-system perspectiviedtgo in other analyses, e.g. the
social structures of the accumulation school aeddgulation school (Kleinknecht
1992; Li, Xiao, and Zhu 2007).

According to Wallerstein (2004), the driving forokthe K-wave is the evolution
of leading industries. The cyclical rhythm consist&in A-phase (expansion) and a B-
phase (stagnation) and lasts 45-60 years, dependitifte political measures taken by
the states to get out of B-phase and return toneAxphase (p.31). Furthermore, there
are two important features of the cyclical movenwntapitalism. Firstly, the cyclical
rhythm of the capitalist world-system does not mieat history merely repeats itself.
Wallerstein (2004) argues that the end of a Konelffatycle does not imply a return
to the same condition as at the start of the dycl). He contends the reason for this
is because the limits of the world-system are chdivghen something has been
enacted in the B-phase to leave the B-phase andhriet an A-phase. Although the
change solves short-term stagnation, it also daitseate problems for the structure
of capitalism. Wallerstein (2004) terms the sitoatas ‘a secular trend’ (p.31).
Secondly, Wallerstein (1992) points out that thenmeo reason to assume that state-
level long wave patterns parallel the long waveld«devel patterns (p.340). As we
shall see in following chapters, periods of natiaeange are not exactly the same as

change in the capitalist world-system, althougly tpenerally follow a similar trend.
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2-2-3 Political system: interstate system and hegemic transition

The difference between a world-economy and a wenigbire is that the former has
no single political system but multiple states, #mpolitical system in the capitalist
world-system is an interstate system. In Wallens$g(1996) account, the term
interstate system is preferred to internationalesy&elations because nations and
nationalism did not effectively emerge until theelaeventeenth century, but the
interstate system had already come into being beéore the rise of the capitalist
world-system (e.g. city-states). Furthermore, gretinterstate system implies that
these states interact as a system, rather tharbemly a relationship. The national
states of the sixteenth century and the ideologbsblutism are different from
nations and nationalism, with the latter not enmgggintil the late seventeenth
century* (Wallerstein 1974, p.145-146). The interstateesysand the pursuit of the
accumulation of wealth via international tradelw# sixteenth century provided the
historical prerequisites for the rise of nationaljsvhich led eventually to the modern
sovereign state. Chase-Dunn (1989) argues thatdHe polity is composed of a
system of ‘competing states’, which serve as stinatsupport for capitalism (p.137).
He clearly defines an interstate system as ‘a systeunequally powerful and
competing states in which no single state is capabimposing control on all others’
(p.142). Every state, even the states in the aame,zs limited by the interstate
system.

Wallerstein (1996) claims that some mechanisms {eeginternational division of
labour and unequal exchange) have transferredusutplthe core, and that more
capital has accumulated in the core than elsewAaréhe core has more capital than
other zones, further mechanisms have been creafadilitate a strong state in the
core in order to maintain a monopoly; while thearse is the case in the periphery.
Centrality in the axial economic network and cdityran the political network thus
tend to coincide (Hopkins 1982, p.13). So the edigitworld-economy has a strong
state mechanism at the core and a weak state msehiamthe periphery, while the
states in the semi-periphery serve to stabilisentit@lance of power relations as a
whole.

According to Wallerstein (1984), hegemony is whane power can enforce its
rules on others through three analogous meansoatgrideology, and politics

% For the discussion of the rise of the modern stisee the eighteenth century, see Mann (1993).
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(including military and diplomatic). The rise ohagemon occurs through a sequence
of a core’s production, commence, and finance gsher hegemonic position is also
lost in reverse order with finance being presetastiand longest (Wallerstein 1984;
2004). Arrighi (1994) defines hegemony as ‘the powfea state to exercise functions
of leadership and governance over a system of smrestates’ (p.27). Hegemony, in
the world-system perspective, operdiesveen stateis the interstate system. The
concept of hegemony is not used within a natiorah&work, and hegemony within
the interstate system is one of the dimensionscibradtitute the capitalist world-
system. The terminology differs from Gramsci’'s ogpicof hegemony: hegemony for
Gramsci is the means by which the ruling classmatsgonal society maintains control
through the use of violence, political and econooaaiercion, and culture (Hoare and
Smith eds. 1971). These means are similar to Vé&diers argument; yet Gramsci
applies the concept teithin the state.

The hegemonic power has a material base, namedgatsomic powevis-a-vis
the ability of its enterprises in the world-systéfhe rise of a new hegemon is driven
by its superior economic power which representsraidant production relation that
incorporates other types of production models fbffierent zones. The three means
(economy, ideology, and politics) are also simitathe mechanisms suggested in
other accounts regarding hegemonic power. For elartiye neo-realist Gilpin
argues that the hegemonic state has ‘military, eeon and technological
capabilities’ (Gilpin 1981, p.13Both the world-system perspective and neo-realism
argue the necessary existence of a powerful hegemtbe world-system or the
international system. In contrast, Keohane (1984)es that hegemony is not
necessary when it can only facilitate cooperatiothe international system, as a
successful hegemon depends upon asymmetrical @impeand consensus from
other states (p.46). However, from the world-syspamspective, hegemony matters
not only in terms of political dominance, but aisdhe dominance of economic
power within the capitalist world-system via theguction, commerce and financial
spheres. Furthermore, hegemonic power can enftarcelés on other states via the
exercise functions of leadership and governant¢erdhan the direct control of other
states, as a hegemon is not an empire.

Although the world-system perspective shares somissity in its concept of
hegemony with the neo-realism, the major differemesveen the world-system

perspective and the neo-realist view of hegemomy tise “dynamics” of hegemonic
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transition. In the neo-realist’s view, hegemonievpo exists to maintain the

“stability” of the international system. The contephegemonic stability was raised
by American economic historian, Kindleberger (1973)is concept is further used
by neo-realists, such as Stephen Krasner and R@lpim (Krasner and Webb 1989;
Gilpin 1987). The hegemonic stability theory argtles the dominance of a single
country is necessary for the stability of the intgronal system as the single dominant
state can enforce the rules of interaction amoegribst important members of the
system. However, to the world-system theoristsehemnic power is not static and
unchallengeable. As Wallerstein (1984) notes, ‘heg@c power is not a state of
being but rather one end of a fluid continuum whdelscribes the rivalry relations of
great powers to each other’ (p.39). The hegemoihindigcline once it loses its ability
to develop leading industries ahead of other coitguet When other states begin to
improve their economic power in the sequence ob-awgplustrial production,
commerce, and finance, the remaining hegemonyeistably challenged
(Wallerstein 1984; 2004). Furthermore, the hegedwes not decline absolutely but
relatively, and will not fall into the periphery (@se-Dunn 1989, p.175).The cycle of
hegemonic transition is a necessity of the dynamiid¢sstorical capitalism, as the
following argument proposes:

As a hegemonic power declines, there are alwayg®thho attempt to
replace it. But such replacement takes a long tand,ultimately another
‘thirty years’ war.” The capitalist world-economgeds the states, needs the
interstate system, and needs the periodic appeadiegemonic powers.
(Wallerstein 2004, p.59)

Historically, according to Wallerstein, there wéheee instances of hegemony: the
United Provinces of Holland in the mid-seventearghtury, the United Kingdom in
the mid-nineteenth century, and the United Stateke mid-twentieth century
(Wallerstein 1984). The hegemonic cycle is diffeétenthe cycle of accumulation (i.e.
K-wave) mentioned previously. The former is abavité as long as K-waves. Most
world-system analysts argue however that theren®kation between the Kondratieff
cycle and hegemonic cycle (Shannon 1996; Hopkidsvdallerstein 1982). When a
hegemonic power rises, the timing corresponds avikhwave upswing (A-phase).
Some other non-world-system analysts have also mathailar argument. Thompson
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(2000) studied the political processes of a ‘lesligrlong cycle’ and argues that it
has a tight connection with the economic process-whives. He defines ‘leadership’
as something similar to the term hegemony, althduglanalysis covers a longer
period, 930-1973.

Table 2-1: the period of K-wave and hegemonic cycle

Kondratieff cycle Hegemonic cycle

A: 1575-95 The Dutch: ascending (1575-1590)
B: 1595-1621 victory balanceq@51620)
A: 1621-50 maturing (1620-1650)

declining (1650-1700)
A:1780/1790 — 1810/17 | UK: ascending (1798-1815)

B: 1810/17 — 1844/51 victory balance (1885%0)
A: 1844/51 — 1870/75 maturing (1850-1873)

B: 1870/75 — 1890/96 declining (1873-1897)

A: 1890/86 — 1914/20 US: ascending (1897-1913/20)
B: 1914/20 — 1945/49 victory balance (12031945)
A: 1945/49 — 1967/73 maturing (1945-1967Q)9
B: 1967/73 — declining (1967/1973)

Source: Hopkins and Wallerstein (1982)

2-2-4 Anti-systemic movements

The world-system perspective is not the first anednceptualise capitalism as
constituting a form of social relations, and thisra resistance force in society to
counter the logic of capitalism. Marx and Engel84@) argued that the working class
sells labour power for wages but do not own thenmaexd production, and therefore it
is the mission of the working class to replace tedigm with socialism. In Polanyi’s
analysis of capitalism in England in the nineteesghtury, he argued that the
necessity of capitalism is to transform all elersesftindustry in a society into
commodities including land, labour, and money. Bhesmmodities are fictitious as
they were not produced at all and were not for sallly (p.10). A society based on
these fictitious commaodities is the one that ‘sulmates the substance of society to
the laws of the market (p.71).” Polanyi argued thatexplosion of market capitalism
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will be disruptive socially. The concept of ‘countovement’, then, is a movement
against market forces using ‘the principle of sbpratection aiming at the
conservation of man and nature [...] using protedegislation, restrictive
associations, and other instruments of interverd®its methods (p. 132).

Although the world-system perspective has a diffecefinition from Marx and
Polanyi, the perspective also views that capitaltsmnot be separated from society
as capital is a form of social relations; and thera counter force against the logic of
capitalism in order to protect society and chatmgecurrent system into a different
system. Such a counter force is an ‘anti-systenogament’. The term ‘anti-systemic
movement’ was coined by Wallerstein in 1984, aridresto two counter-movements
that emerged during the nineteenth century andrépsésent models of resistance to
the capitalist world-system, namely social movermamid national movements.
Historically, the main issue of a social movemenswlass conflict, while national
movement refers to ethno-national struggles. ldaes that the two types of
movement actually share some similar features t@850 and 1970 (Wallerstein
2002). The two types of movement both regardechsiedves as revolutionary, they
were politically weak, and they both went througibates over attitudes towards the
state, whether to adopt a state-oriented strateffy \dew the state as an enemy.
Eventually the state-oriented strategy won outathlof the two movements. Social
movements sometimes included a nationalist straiggie nationalist movements
sometimes pursued a social component. The two mewenboth engaged in popular
mobilisation. They both struggled with the debatenzen ‘revolution’ and ‘reform’
as a mode of transformation. Finally, both movemenperienced the same problem
that, once they had come to state power, they fohaidstate power was more
restrictive than they thought. In sum, Wallersiaigues, both types of movement
might have had different views towards the worldk, their strategies and
evolutionary processes look alike, namely a stanted strategy. Arrighi, Hopkins,
and Wallerstein (1989) argue that although therusgal social and national
movements have set some limits on capital accumual&tom the mid-nineteenth
century, their overall influence remained confitedvithin the national state. The
‘old’ social movement (in particular the labour neovent), was successful in
strengthening the power of the state yet at theedane failed to reduce the conflict
of interstate competition.
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The period 1967 to 1973 was not only a turning piirthe cycle of capitalism but
also in anti-systemic movements. The world revolutof 1968 marked the beginning
of a different kind of anti-systemic movement whsttared two basic arguments:
they opposed both US hegemony and the Soviet Uasansuperpower, and they
criticised the old anti-systemic movements thatmyaiocused on state power.
According to Wallerstein (2002), the new anti-sggtemovements went through four
attempts and some are still ongoing at presentfifdteare multiple Maoisns in

some developing countries, which have very litiigngicance today. The second are
the ‘new’ social movements that combine environraksts, feminists, workers, and
racial or ethnic minorities. This type of movemenstronger in Western Europe than
elsewhere. These are suspicious of the state-edesttategy suggested by the old
anti-systemic movement and the new social movenrejgst state power as the most
important object. They take a new form of an agstemic movement to challenge
the logic of capitalism, namely a different ethaitd gender composition, a different
way of organising, and an increase in the capghiditross national boundaries
(Arrighi, Hopkins, and Wallerstein 1989).

The third type is the human rights organisaitmcated in the core zone. They try
to implement their campaigns in other zones. Thal fone is the anti-globalisation
movements, which were termed as such during thiegtoat the Seattle WTO
ministerial meeting in 1999. Following Seattle sthype of social movement
maintained their campaigns and networks througlkepts against intergovernmental
meetings and via the establishment of the Worldegb&orum in 2001. For
Wallerstein (2002), this final type of anti-systemmovement seeks to bring together
all other types of anti-systemic movements atealéls of activist (local, national, and
international). More importantly, the movement setekbring together social
movement activists from different zones within antoon framework and belief that
another world is possible. In sum, the anti-systemovement has shifted from a
national movement and a (national) social moverteenew forms during the B-
phase. In particular, the most effective and poweme to resist the capitalist world-
system is the one that brings together differesistances from different zones and
sectors. In this respect, while | will discuss tbke of organised labour in Taiwan, |

% Inspired by the political revolution and culturalolutions implemented by Mao Zedong in the
1960s and the 1970s. Today in Nepal and India ther@umerous active and also armed maoist
movements.
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will see if Taiwan’s organised labour’s resistahes connected with other sectors

and other states.

In conclusion, most world-system analysts agreettiefundamental feature of
world-system analysis, namely capitalism, is a d«sgtstem rather than a national
model; that the accumulation structure of capitalis a hierarchy of a core, semi-
periphery and periphery; that the political systa&ngapitalism is an interstate system
rather than a nation-state; that there is a hegenpawer within the interstate system;
that there is a cyclical rhythm of accumulation &edemonic transition; and that
there is the possibility of anti-systemic movemeatsounter the logic of capital
accmulation. However, there have been some disagm#s within each analytical
framework, e.g. the types of world-system; theioggnd location of the capitalist
world-system; the definition of semi-periphery; tioée of unequal exchange; and the
measurement of cyclical rhythms. This is one ofré@sons that the approach is more
often called a perspective or an analysis rathaar ththeory (Hall 2000). Moreover,
one reason why the perspective is rarely descaes‘theory’ is that some world-
system analysts (e.g. Wallerstein) claim that ghgr@ach is ‘not a theory about the
social world, or about part of it.” The approaclnistead ‘a protest against the way in
which social scientific inquiry was structured &t of us at its inception in the

middle of the nineteenth century’ (Wallerstein, 19p.237). Generally, the approach
should not be viewed as a homogenous theory dobasly connected perspectives
that share the same primary theoretical and acalyftiamework about capitalism.

2-2-5 Criticism of world-system perspective

Apart from the criticism of Marxists mentioned icsion 2-2-1, other critiques,
including the state-centred theorists such as SKdd@®977) and Evans (1995), also
challenge the perspective. Evans (1995) questlang/orld-system perspective’s
assumption that national development is only detexthby its position in the
international division of labour and therefore hasroom for agency. Instead, Evans
(1995) argues that ‘state involvement needs t@kert as one of the socio-political
determinants of what niche a country ends up odagpy the international division
of labour’ (p.11). Skocpol (1977) also criticiseaNgrstein’s theoretical framework

as based on a two-step reduction: ‘first, a redaodif socio-economic structure to
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determination by world market opportunities anchtesfogical production
possibilities; and second, a reduction of statecstires and policies to determination
by dominant class interests’ (p.1079). Skopcpalgiment of the first reduction is
similar to Evans’; both are unsatisfied with theemstimation of the determination of
the world-system over the state and the socio-eoanstructure by world-system
analysts. | will discuss the issue below. As fa fiecond reduction, Skocpol argues
that Wallerstein only relies on economic and cfassors to explain the degrees of
state strength and state economic policies, armrégrother factordn response,
Arrighi (1996) contends that Skocpol misunderstanddlerstein’s analysis for three
reasons: firstly, Wallerstein does not reject thpartance of nation-states in shaping
the world-systemic process but de-emphasises r@tstates as a ‘unit of analysis’
(p-3); secondly, Skocpol's argument is based orsthte-centric approach that
ignores ‘systemic sources’ of state strength @egpolitics, world money); thirdly,
Skocpol actually recognises that Wallerstein’s gsialof an interstate system is
compatible with the importance of politico-militacpmpetition among emerging
European states in facilitating the emergence ettpitalist world-system (p.3).
However, despite agreeing with the world-systenraggh’s primarily theoretical
framework, | agree with some of the criticism, argcular that the world-system
perspective ignores domestic factors such as theofdhe state or socio-economic
structure, and | will propose a new position in tiext section.

There is another problem with the world-system pectve, namely the role of
the semi-periphery. The complex and interrelatéaticmships between the structure
of accumulation and the interstate system is oddressed clearly in the framework
of hegemonic power. The relatively strong powethef core zone and the weak
power of the peripheral zone are also discussdédhbuole of semi-peripheral zone
in both the interstate system and the structuscofimulation of capital are not well
elaborated. The features of the semi-peripherg@teinclear and ambiguous, for
example, different definitions of core-like andip&ery-like activities can lead to
different definitions of the semi-periphery, as tager is the mix of the former. The
role of semi-peripheral zone is situated in thactre of accumulation but it plays a
political role, so whether to locate countries lobse a global division of labour or on
their positions in the interstate system is anogieblem. As Martin (1995) notes,
‘whether and to what extent interstate system npagify a semi-peripheral status or

be utilized to move between zones of the world-eaonremains very much a

62



contestable issue’(p.6). The semi-peripheral peisher descent from the core or
ascent from the periphery) is at tensional croslgdetween interstate state struggle
and global accumulation. For example, semi-perglhstates may find forward
movement blocked by the very forces that genertiteid membership in the zone
(Martin 1995, p.8). It is also dangerous to genseah universal pattern of the semi-
periphery, for example, Chase-Dunn (1989) argueptissibility of a counter-system
revolutionary role for a semi-peripheralstate. Yetevolutionary semi-peripheral
state is not possible without a revolutionary slo@emation. In my view, the best
way to develop a clear analytical framework of speripheral development lays in
the research on various semi-peripheral statesthasthesis will contribute a case
study.

Above all, there have not been many studies basedeoworld-system
perspective that examine semi-peripheral developtheéks Martin argues, it is
important to understand how and why the semi-perphas functioned as a ‘primary
locus for social, labour, nationalist, and antitegsc movements?’ (Martin 1995,
p.5). Therefore he claims that the reason to siudiyidual states is to explore the
semi-periphery by analysing the interstate struggimaintain and ascend beyond
semi-peripheral status and not decline within @gitalist world-systenilhis is what
the case study will contribute towards.

2-3 Bringing in Domestic State-Capital-Labour Relaions
2-3-1 Ascent as national social formation

Wallerstein (1974) argues that three elements ssential to establish the capitalist
world-system, namely geographical expansion oftahpt the global scale, various
methods of labour control for different zones, #melcreation of relatively strong
states in the core zone. These three elements dratenthe significant roles of
capital, labour, and the state. However, apart fitmenack of semi-peripheral studies
as criticised in section 2-2-5, another weakneshefvorld-system perspective lays
in the lack of sufficient analysis of social fornaat, in particular the domestic social

% There are two collections of semi-peripheral stadMartin, W. (1990) eds. Semi-peripheral States
in the World-Economy, London: Greenwood; Owen Wamd Phoebe Moore (eds), Globalization
and the 'New' Semi-Peripheries, Palgrave MacmRoo
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relations of capital accumulation, although ChasewD(1989) notes that one of the
world-system perspective’s research agendas factnto study the effect of changes
in the world-system on national development. Yestweorld-system studies pay
more attention to the “big picture” of the worldssgm. The accumulation structure
and the interstate system influence national dgweént, but these are not all of the
determining factors. Does capitalism as a worldesystself fully explain the ascent
trajectory of an individual state (e.g. from peeppto semi-periphery and from semi-
periphery to core)? What kind of factors, opportiesi and obstacles cause a country
to (or not to) ascend? When and how does a coasttgnd? Although by analysing
the macro-level of capitalism an understandindhefwhole picture of the current
dynamics of world-system can be gained, such alysisa&annot demonstrate the
ascent trajectory of each state and how domestialselations impact upon this
development path.

Both the national model of development approachtaadvorld-system
perspective place insufficient emphasis on theyamabf domestic social relations.
The former approach, although it gives attentiothtorole of the state and the
institutional framework, views the state as a preg and a neutral institution rather
than as a consequence of a power struggle betwe&l ®rces, and between
national and interstate power; the latter approalthpugh recognising the significant
role of the state in the semi-peripheral zone agdes that an anti-systemic
movement or nationalist movement can act as aldocee in the capitalist world-
system, it does not provide sufficient discussiarthee origins of anti-systemic
movements and how they affect semi-peripheral as¢ée world-system perspective
has done well to place national ascent in the cbwtfethe capitalist world-system;
yet, the approach lacks viewing ascent as a natsmtsal formation and thus embeds
the forces of anti-systemic movements. Accordintilis section will discuss the
concept of ascent in terms of national social fdroma

| shall clarify what | mean by the terms “eddormation”, “social relations” and
“social forces.” The term “social formation” wagnoduced by the French Marxist,
Louis Althusser, who used the term as a substitutthe term ‘society’ (Althusser
and Balibar, 1968). He argued that social formaisoa dynamic and complex process
which is based on a determinate model of produdtiahintegrates economic,
political and ideological relations at a certaiagg of development (Althusser and
Balibar, 1968, p.313). By contrast, Amin’s (1976nbysis on peripheral economies

64



uses the term social formation to refer not onlg &iructure that is dominated by a
determinate mode of production, but also for acstmeé connected with other
economies. As such, there are different social &bions between national states
depending on their positions in core-peripherytiets. Amin (1976) argues that the
core zone's social formation is similar to Marxlsstract model of a capitalist state,
but that the peripheral zone’s social formatiom@e complicated and diverse. For
example, he points to four features of the socahhtion of the peripheral zone: (1)
agricultural capitalism has a dominate role; (Byrge share of local commercial
capitalist class which has strong links with theet®capital; (3) a developing special
form of bureaucratic system: (4) non-complete geslanisatior?.” These features can
be observed in Taiwan in the pre-1987 period, asp@n Four will illustrate. | agree
with Amin’s usage, as he argues that the econoysies and social formation of the
peripheral zone cannot be realised only by itselfieeds to be understood as a part
of the wider global social structure, an assumptwbich is compatible with the
world-system perspective.

To analyse social formation, as Amin (197&)gasts, it is necessary to examine
the method of producing surplus value, the transfesurplus value, and the
distribution of surplus value among social clagsies defined nature of class is a
relational concept which is based on its positiothe production and ownership of
the means of production, e.g. slave, peasant, indusorker, capitalist, and
landowner). The term “social relation” is the redaship between these social classes
depending on the context of social formation. Bamaple, the dominant social
relation of a peripheral society, whose main préidncmethod is agriculture, is the
landowner versus peasants or slaves. For a saeheth relies more on industrial
production than agricultural production, its maacial relation is capital versus
industrial labour. The social relation of a natilostate is not a static, ahistorical,
abstract structure, but a dynamic process depeiaitigon the links of the state with
the capitalist world-system and on changing sdoiahation. Moreover, the concept
of ‘class’ in Marx’s analysis is not only a strualposition in the societal division of
labour but is also a force or actor for social @ethrough class struggle. As
Ougaavd (2004) argues, a group or individuals nmglitconstitute a social force
even if they are in the same position of product®©nly if the group shares a

" proletarianisation refers to the social processraly people move from being either an employer,
or self-employed, or peasant to being employedagevabour by an employer.
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collective interest and has the capacity for céibecaction can it be called a social
force (p.153). I will use the case of Taiwan tamxne this point in Chapter Seven.
Let me summarise the three terms. A national séaralation is constituted by a
specific social relation of capital accumulatiomeTcontext of social formation and
its associated changes are determined by its positithin the world-system and by
its social relations of capital accumulation. Tlsver relation of social forces plays a
significant role in shaping the pattern of the abgelations, and therefore influencing
national social formation.

But why is it important to research social relaion regard to the dynamics of
capitalism? Capitalism is defined (by Wallersteid @ahe thesis adopts the definition)
as a historical system of the ceaseless accumuilaticapital. How can capital be
accumulated ceaselessly? Capital must produce borgearger than itself: in
Marx’s (1956[1983]) argument, it is the labour powenong all the production
factors (the land, the machinery, and raw matgrthbt produces surplus-value for
capital, as labour always produces more than tisiezlive. As such, capital
accumulation is not merely a material action or ohexistence (e.g. investment,
production, finance), it is also a configurationsotial relations, in particular the
relations between capital and labour. Wallerst2i04) agrees with Marx’s idea that
the nature of capital is a social relation of prctchin, but he views social relations as
not being limited to the relationship between cdmnd industrial wage labour. For
Wallerstein, there are different models of relasioh production (understood as
models of ‘labour control’ to appropriate surpluste) that co-exist in different
zones of the capitalist world-system (e.g. slavesfigar plantation, serfdom for
grain cultivation and wood harvest, tenant farnfiersash-crop operation, wage
labourers for some agricultural production, yeorfaamers and intermediate
personnel in others) (Wallerstein 1974, p.86). &@ample, Wallerstein illustrates the
division of labour between forced labour (slavesgifdom, and coerced cash-crop
labour in Hispanic America and Eastern Europe; y@ofarmers in northwest Europe;
and skilled labour and wage labour in sixteenthugrWestern Europe. Since
capitalism is a world-system, the variety of foraigproduction in this world-system
are all forms of capitalist production, and he agthat ‘not all these capitalist forms
were based on ‘free’ labour, only those in the ajrthe economy... Free labour is
indeed a defining feature of capitalism, but neeffabour throughout the productive
enterprises’ (Wallerstein 1974, p.126-127). Asll discuss in Chapter Seven, even
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in a semi-peripheral state such as Taiwan sinc&,IBdwan’s labour force is not all
‘free’: there are some low-skilled, un-free migréatiour existing in Taiwan. As such,
the method of labour control, presented as a typelations of production, varies
depending upon their links within the capitalistidcsystem. In this sense, non-
waged-labour relations of production in the formagficultural labour, house workers,
irregular labour, and so forth, are also part efdkerall relations of production in the
capitalist world-system.

| have explored how capital-labour relations cdoggicapital accumulation, but
what is the role of the state? From the contexhefcapitalist world-system, a
competitive interstate system is a necessity tegirethe world-economy from
becoming a world-empire. As stated before, statdgmthe interstate system are not
equally powerful, but the hegemon and the core zeneé to be relatively stronger
than others. This is the context where a stateléad to other states; however, what
is the role of the state within the domestic cotitdm Wallerstein’s (2004)
description, ‘a state is a bounded territory claignsovereignty and domain over its
subjects, now called citizens...A state claims tigallenonopoly over the use of
weapons within its territory, subject to the lavishe state’ (Wallerstein 2004, p.97).
| agree that the state acts as a ‘legal monopahd, ‘national-legal, administrative
agency of coercion’ (Wallerstein 2004, p.97; Wo®1,%.6); however, | do not view
these functions of a state as pre-given and stithe ability of the state is both
constrained by its position within the interstagstem and its relations with other
social forces (i.e. capital and organised laboling “state” in this thesis is a concept
related to two aspects: the interstate system antksdtic social relations. In this
respect, my perspective is different from the statetred approach discussed in
Section 2-1-3, which views the state as havinggiven autonomy over society and
the economy.

The world-system perspective develops analysifg#interstate system, the
structure of capital accumulation, households, readdéabour control, and anti-
systemic movements. Nevertheless, the world-sypenspective has not yet
elaborated a complete analytical framework on tduges relations of capital
accumulation and on national social formation. phespective explains well the
hierarchical structure of capitalism. However, mlerstand why some states ascend
and others decline needs historical studies oomatdevelopmental trajectory.

While researching national ascent, the world-sygtemspective’s lack of sufficient
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analysis on national social formation inevitablgds to the impression that the
perspective only addresses the effects of thealegbitvorld-system.

2-3-2 Determining aspects of national ascent trajéary

In this sense, national ascent is not only a clmngosition within the capitalist
world-system and accumulation of capital and wedlth also a changing national
social formation. Ascent is affected by the lodicapital accumulation and the
politics of the interstate system, as well as l&ygbwer struggle of domestic social
forces. In other words, to understand national r@sgedescent, it is necessary to
study its structural position within capital accuation; restrictions or opportunities
offered by the interstate system; and domestie-stapital-labour relations.

These aspects are interrelated and intergdceach other. The structure of capital
accumulation and the interstate system are “extefactors to national economies,
while domestic social relations are “internal” fast. However, these divisions are not
isolated. Domestic social relations are influenbgdhe power struggle among social
forces, but are not a completely separate natffigir. As we shall see in the case of
Taiwan, the capability or autonomy of the stater@amestic social forces in post-
war industrialisation has much to do with the supfrom the interstate system.
Similarly, capital and labour cannot be limitechettional affairs. The movement of
capital and labour has occurred across nationaidemies since the birth of
capitalism. The power of capital and labour witbatial relations is therefore also
influenced by the structure of capital accumulatothin the world-system. In other
words, what we see as domestic social relatioastiglly a configuration of the
power struggle between social forces and the stralcéffect of the capitalist world-
system. The totality of these aspects (interstgtem, structure of capital
accumulation, and domestic social relations) isidueire of the national development
trajectory.

The structure of capital accumulation anditiberstate system were discussed in
Section 2-2. | shall discuss the domestic stat&aldpbour nexus. The role of the
state in a society with respect to capital anduath@as no universal pattern but needs
to be examined through its position in the cagtaliorld-system and its relations
with social forces. However, the case study in thésis is a semi-peripheral state.
World-system analysts argue that semi-peripheaséststrongly put forward
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protectionist and interventionist policies (Waltera 2004). The interventionist role
of the state is thus a key factor in encouragirgiaisand preventing descent.
However, the strong role of a semi-peripheral stiaes not mean that it also has a
strong role in the interstate system. State autgnibiat is effective domestically does
not necessarily mean that the state increasesuaiyegutonomous within the
interstate system. It is important to include tbastraints or opportunities provided
by the interstate system (in particular the hegempower) as a key factor in
influencing the role of the state domestically. Tase study on Taiwan will illustrate
the argument.

Secondly, | define capital as both material actind a social relation. The
dynamics of capital takes various forms dependmgarious functions in the process
of accumulation, and different kinds of social tielas exist in various forms. Capital
is agricultural or industrial capital when it pradhs agricultural or industrial goods;
capital is financial capital when it functions tare interest. Thus, the social relation
of agricultural capital is that between landlordsl @easants or slavery; the social
relation of industrial capital is the industriabtalist and industrial workers; the
social relation of financial capital is between fimance capitalist and financial
service workers. While | discuss social relatioasapital-labour, the term ‘capital’ is
often used to mean “capitalists”, as the ownersapital are capitalists.

My research did not study all forms of capitalheat | focussed on the dynamics
of industrial capital and financial capital as thhepresent the dominant forms of
capital in Taiwan during the post-1987 period. Eoploecise, the two types of capital
are the defining features of semi-peripheral sdoiahation; agricultural capital
dominates peripheral social formation, as discugsédanin (1976). Niggle (1988)
points out that several economists (including Héakx, Thorstein Veblen, Rudolph
Hilferding, and John Maynard Keynes) have identifiee difference between the two
types of capital. Following the insights of theseromists, Niggle defines financial
capital as the part of total capital that finanitesposition in financial assets for the
purpose of earning interest or capital gain; indaistapital as the part of total capital
that uses real assets (e.g. material, land, gaogs)rchase labour power in order to
produce for sale. This is a clear distinction; lyetignores the discussion, mainly in
Marx and Hilferding, of the link between the twgég of capital.

My distinction between the two forms of capitatlimwn from Marx and

Hilferding’s analysis of loan (or interest-bearirmgpital and functioning capital, as
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well as from world-system perspective’s discussibhegemonic cycles. The original
function of financial capital is discussed in MaXapital Volume Three. He did not
develop a theoretical framework of financial capyat he distinguished ‘loan
capital’ (or ‘interest-bearing capital’) from ‘futioning capital’ (Marx 1956[1894]).
The former is part of money-dealing capital andl#teer includes industrial capital
(the function of production) and commercial capitae function of circulation). The
loan capitalists obtain ownership of the loan agut transfer the use of loan capital
to the functioning capital to earn interest. Ashsubeownershipanduseof loan
capital is separated. Yet, Marx had not seen thatgltevelopment of financial capital
that leads to a break in such a separation. Hilgr(1981[1910]) advanced Marx’s
idea by developing the concept of ‘finance capitéé argued that the expansion of
financial capital and credit, together with the centration of industrial capital in
capitalist developmerifleads to a breakdown in the separation betweersiridu
capital and financial capital. Therefore, a comboraof the two types of capital
emerged, namely ‘finance capital’, as a dominartdan the capital accumulation
process.

The world-system perspective does not developradwork of these various
forms of capital, nor does it provide a clear frarek for the analysis of financial
capital. However, it views industrial capital whicbntrols industrial production as
the primary force for hegemonic ascent. The rolenancial capital and the degree
of its expansion are significant both to natioregitalist development and to a semi-
peripheral state’s ascent trajectory. The core mdefined as the countries which
control the most profitable and highest capitalinetactivities. Financial services
have been one of the most profitable activitiesrduthe B-phase. As the next chapter
will explore, the core zone has turned to de-inglaistation and increased financial
activities in order to slowdown the declining ptafites in the industrial sector. In
this respect, development of the financial sed@ key for semi-peripheral ascent.
Moreover, the cycle of hegemony and the challefigas new economic powers to

% The following quotation describes the distincttmetween financial and industrial capital, as well a
the formation of finance capital: “An ever-incraagipart of the capital of industry does not beltmg
the industrialists who use it. They are able tqadée over capital only through the banks, which
represent the owners. On the other side, the baankes to invest an ever-increasing part of theiitahp
in industry, and in this way they become to a gneahd greater extent industrial capitalists. I lsahk
capital, that is, capital in money form which idwadly transformed in this way into industrial cibi
finance capital” see Hilferding (1981[1910]).
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the existing hegemon is through the sequence ofiagustrial production,
commence, and finance (Wallerstein 1984; 2004)s fieans that the core zone and
the hegemony must have financial superiority to hate the capitalist world-system.

Furthermore, in Arrghi’'s (1994) account, the rofdimancial expansion is not
only necessary to ascend to the core, but alsaemplcrisis for the existing
hegemon-led order. Based on a different accoutiteo€yclic movement of the
capitalist world-system from Wallerstein, Arrghivééoped a framework of ‘systemic
cycles of accumulatuon’ which is composed of fogsles (Genoese cycle, Dutch
cycle, British cycle, and the US cycle) since latedieval Europe to the present day
US-led cycle. These periods are characterised lexpansion of production and
trade, which then lead to over-accumulation thasea high competition and
financial expansion. The expansion of finance, h@rewill break down the existing
structure of capital accumulation. Arrghi (1997)rowed an argument from Braudel:
‘these periods of intensifying competition, finaoexpansion and structural
instability are nothing but the “autumn” of a magapitalist development'. In this
respect, the process of financial expansion dutiegK-wave is not only a new way
to accumulate profits, but also a symptom of ciirsithe capitalist world-system and
implies the relative decline of the current hegemon

Thirdly, the role of labour in the state-capitabbur nexus has a double meaning:
one as the producer of value and the other asial $oice. To examine its dual role
one can realise on the one hand how labour coméslio national ascent and on the
other hand how organised labour can resist the loigcapital accumulation as part of
an anti-systemic movement. Labour is first to bdarstood as the producer of value
(including surplus-value) but neither as ‘usingt fmwning’ surplus-valué® The
appropriation of surplus-value from labour is opfyssible when labour is
collectivelysubordinatedo capitalists in a firm, in a society, and in therld-system
as a whole. Such subordination is the core featltiee social relations in capitalism.
If labour attempts to change its subordinate litdeneeds to berganisedinto a
collectiveform as the capital accumulation process engagbsaveollective labour
force in a firm, a sector, a country, and the waydtem. Here emerges the second
concept of labour, one where organised laboursiscéal force.

29 Although the self-employed, yeoman, and some tepaasants, own their own means of production;
however, their labour value (i.e. products) neetleaealised in the market, and their surplus-védue
extracted by capitalists through the market meamanin society as whole.
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Empirically, O'Brien (2006) suggests that a labguoup can influence the global
order through four methods: (1) by influencing stapblicies; (2) by acting upon the
rules of international governmental institutior®); iy affecting the structure of the
market; (4) by linking up with other social moverntsethat can challenge global
governance rules (p.222). From studying the casleeoUS labour movement, Herod
(1997) argues that organised labour, as an agamb& actively involved in the
economic globalisation process by challenging tbbaj scale of transnational
corporations. | agree with their analysis; yetvigw of organised labour is slightly
different from theirs. Firstly, not all labour ielations of production can be, or wants
to be, transformed into organised labour. In otherds, labour can be, but is not
necessarily, a social force. Only when labour loksss consciousness’ (i.e. an
understanding of its subordinate status) is tlisdformation possible. Radical
intellectuals and labour movement leaders thus ipigprtant roles. Secondly,
organised labour can take the form of trade uniong; associations, and community
organisations. Organised labour has the potentkep to challenge capitalists and
the state, and to challenge labour’s subordinatestIt should not be limited to a
national framework because the dynamics of capitalcts as a world-system. Not
only are the links between different kinds of indlia$ labour necessary, the
interaction between agricultural labour and indaktabour can also be part of a
broad “anti-systemic” movement. However, thirdlgt mall organised labour has class
consciousness and the ability to act as an ageheinational and global political
economy, as will be discussed in Chapter Severaiwdn’'s case.

Conclusion

The general question of this thesis is: how carstndy national capitalist
development? Is there an alternative approachbtieaks the dichotomy between an
approach which mainly considers the domestic carftex the approach of national
model of development) and an approach which focosest of its attention on the
international context (i.e. the world-system pecspe)? To answer this question, the
chapter has developed a specific analytical framkewtt combines the basic
principles of the world-system perspective withlgsia of the domestic state-capital-
labour nexus. National development and ascent tteléd viewed both as a relational
concept (i.e. change of structural position wittiia world-system) and as a change of
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national social formation (i.e. change in socig&tiens). In this respect, the literature
that assumes national development to be mainlyiana affair, based on finding a
particular model, misleads the analytical methodexfelopment. Although the world-
system perspective rightly provides an alternatipproach in examining the role of
national states within capitalism, it is unsatisbag with regard to the political
dynamics of social relations in the process oftedjpiccumulation. In sum, this
chapter suggests that the structure of capitalraatation, the interstate system, and
the domestic state-capital-labour nexus, are tlge teeunderstanding the nature of
national ascent trajectory. | will use this framekvto study the case of Taiwan in the
following chapters. Accordingly, the specific framork to rethink national capitalist
development in this thesis will contribute to therhture which concerns national
capitalist development and the literature of theldvsystem perspective. In addition,
the case study is a semi-peripheral state; the iesdion of Taiwan’s ascent
trajectory will also contribute to the world-systg@@rspective with regard to the role
of semi-periphery.
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Chapter Three:
The Transition Age: Global Changes of the CapitalisWorld-System
(1967/1973-2007)

Introduction

After developing the analytical framework of theseatudy, Chapter Three will
concentrate on the structural changes to the digpieorld-system in a particular
period (1967/1973-2007), which will be referrecathe Kondratieff wave B-phase.
As national ascent trajectory needs to be firsiasétd in the context of structural
changes to capitalism, we need to understand themof the structural change and
then analyse how these changes condition, consgmathfacilitate national change in
the case study of Taiwan, in the following chaptelsw does the world-system
perspective analyse capitalism during this period?

The analysis of structural change of capitalismainly focused on the shift in the
structure of capital accumulation and changeseariterstate system, as the two
cycles are the primary dynamics of capitalism hia period 1967/1973-2007,
capitalism experienced a downturn phase in terntseoflecline of profit rate in the
industrial sector and sluggish economic growthhmdore zone. In order to prevent
the decline of profit rates in the industrial sectbe centre of capital accumulation
expanded from the core to the semi-periphery aniglpery (in particular to the East
Asian region) via global industrial restructurifigand from industrial sector to
financial sector via the process of financialisatibhrough the two processes, the US
is able to transform into a global financial ente(Silver and Arrghi 2005).The
relative decline of US hegemonic power in econoamd financial areas is in
accordance with the B-phase, and has indirectijitited the rise of East Asian
economic power. The East Asian region is how a cemire of capital accumulation
(in addition to the EU and North America), butstriot yet a world political-military
centre. Furthermore, the complex political and ecoia relationships between the
East Asian region and the US also impose unceyttorthe future hegemonic order.

These changes will be discussed in this chaptirarfiollowing manner: firstly, | will

30 Industry restructuring refers to activities thetarganise and re-structure firms and industrigsh s
as investment in new plant and equipment overseasjers and acquisitions, cessation or downsizing
of operations and the forging or termination of coeencial alliances with other firms (OECD 2002).
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review the basic assumption of the cycle of cagitalumulation and hegemonic order.
Secondly, | will discuss the trend of decline iofgrrates of the industrial sector in

the core zone and how the core zone respondee toethd via industrial relocation
and financialisation. Thirdly, | will analyse anethconsequence of the decline in the
profit rate of the industrial sector in the cormepnamely the relative decline of US
hegemony, in particular in the economic area. Aquamying, this decline is the rise

of the East Asian region as a rising centre oftaapccumulation.

3-1 ‘The transition age’- Kondratieff wave B-phase

‘We are located in age of transition, transitiot merely of a few backward
countries who need to catch up with the spiritlobglisation, but a
transition in which the entire capitalist world-gms will be transformed
into something else.” (Wallerstein 2007, p.401)

Wallerstein contends that the K wave B-phase sl®96¥/1973 is a transition age, a
transition that is not one of developing countfiestching up” in terms of economic
growth, but a transition of the whole capitalisstgyn. To understand what the
“transition” means and what has led to the tramsitit is necessary to summarise the
concept of cyclical change in the capitalist wasigtem and of hegemonic transition.
The movement of capitalism is cyclical change efworld-system, and each cycle of
the capitalist movement goes through stages of thrawd expansion, stagnation and
crisis. Although the beginning of the cyclical mavent is still a matter of debate

the regularity of the intervals of the cyclical neowent is agreed upon by world-
system analysts, other political economists andxidts (e.g. Schumpeter 1939;
Mandel; Gordon 1980). The mechanism of cyclicaihgjeais also debatable, although
some attribute it to technological factors (e.ghBuapeter 1939, Tylecote 1992).
Kleinknecht (1992) argues that although Schumpeaterand the theorists of the
social structure of accumulation suggest two dififémechanisms, these mechanisms
are actually linked to the role of profit rate he tletermining factor (p.6). Mandel
(1992) contended that it is the increase of prafi, rather than technological

31 Schumpeter (1939) suggested that the long cytdeted in Europe during the late seventeenth
century. Kondratieff argued that the first long leybegan at the end of the 1780s. The difficulty of
arguing for a historical existence of long wavedoefthe seventeenth /eighteecgémtury lies in the
lack of historical empirical data on the world eocmy, see Wallerstein (1992).
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progress, which triggers the expansion of the lwage. He described the sequence as
the increase of profit rates that triggers a grosftbapital accumulation, and which
then stimulates the finance for technological cleafdandel 1992, p.325). By
contrast, Wallerstein (2004) considers the develagmof a new leading industry as
the main mechanism that leads to the expansioamfadism. In my view,

technological progress, the rise of profit rates]l a new leading industry are all
related to the expansion of capitalism and it islia argue that each factor can
function alone. With capital accumulation to pursiue increase in profit rate as its
principle purpose, technological progress gives tisa new leading industry which
brings higher profits and capital return.

The cyclical rhythm does not mean that history yerepeats itself. Wallerstein
(2004) argues that the end of a Kondratieff cydesdnot mean a return to the same
condition as at the start of the cycle (p.31). Hetends the reason is because the limit
of the world-system was changed as a result obrstiaken in the B-phase to leave
the B-phase and return to an A-phase. These chaalgesugh solving short-term
stagnation, also start to create problems for thetsire of capitalism. Wallerstein
terms the situation as ‘secular trends’ (p.31)tl@mmore, the cyclical movement is
not limited by national or political boundaries.tidaal change might reflect changes
in the world-system, but we cannot assume thabnatichange and the changes to
capitalism are completely the same pattern. As,Sdllerstein argues, ‘there is no
systematic comparison of the differential effectasfg waves on core and periphery.
There is no reason to assume that state-levelrpstteould all be parallel with world-
level patterns’ (Wallerstein 1992, p.340).

Each cycle of the K-wave has an A-phase esifiturn stage and a B-phase as the
downturn stage. The most recent cycle, which startd 945, had its A-phase from
1945 to 1967/1973, and the B-phase has continmed shen. The year 1945 is taken
to mark the start of an A-phase as it was the érldectwo world wars and the
beginning of post-war reconstruction. In particutae world economy entered a
sharp upward boost after the 1950s. From tabld&ldw, it can be seen that the
world economy grew most rapidly during the periédhe 1950s to the early 1970s.
However, the post-war economic boom only lastedviar to three decades. In the
early 1970s, the world economy entered a downtiages Global GDP per capital
growth was more than three percent in the 196Qdhgegrowth rate has decreased to
less than two percent since the early 1970s. Antle@dpigh-income countries, there
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was also a decrease of GDP growth per capita grewvtde the 1970s (from more
than four percent to less than three percent).groeth rates of fixed capital stock in
the industrial countries decreased from 5% in ®@0% to 3.3% in the 1990s. During
2000-2004, the Triad had a growth rate of less 8v%n(Glyn 2006, table 4.2).
Furthermore, the annual growth rate in world tresbeched its highest level during
1960-1973 (8%); the figure in 1973-1979 was onBg4.and in 1980-88 was 4%
(Satoshi lkeda 1996, p.71). Between 1990 and 1&®Well as 2000 and 2007, the
annual growth rate of the world’s merchandise etgpand imports was 3% and 5.5%
respectively (WTO 2008). In other words, the anrgralvth rate of world trade
declined in the B-phase. Patomaki (2006) foundttinadecline of world economic
growth and the increase in global inequalitiestame main features of global changes
since the 1970s. He argues that these featurdsecaxplained using the long wave
cycles analysis, meaning that the world economyenésred a downturn stage since
the 1970s.

Table 3-1: Past average annual economic growtk fatevorld and world regions

1500-1820 1820 - | 1870- |1913- | 1950- | 1973 - 1999-
1870 1913 1950 1973 1998 2007
West |04 1.6 2.1 1.2 4.8 2.1 -
Europe
USA 0.9 4.2 3.9 2.8 3.9 3.0 -
Japan | 0.3 0.4 24 2.2 9.3 3.0 -
World | 0.3 0.9 2.1 1.8 4.9 3.0 3.0

Source: Maddison (2001). The World Economy: A Mihél Perspective. Paris:
OECD, P. 262; WTO (2008, table Alb)

In parallel with the cycle of capital accumulatisrthe cycle of hegemonic transition.
As discussed in Chapter Two, the hegemonic cydiéfisrent to, but correlates with,
the cycle of capital accumulation (i.e., the K-wavkhe former is about twice as long
as a K-wave. Most world-system analysts arguettieat is correlation between the
Kondratieff cycle and hegemonic cycle (Shannon 188gkins and Wallerstein
1982). The rise of a hegemonic power coincides wikiwave upswing (A-phase).
Some other non world-system analysts also have maduailar argument. For
example, Thompson (2000) studies the political gsses of the ‘leadership long
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cycle’ and argues that it has a tight connectiaim wWie economic process of K-waves.
What he means by ‘leadership’ is similar to thentémegemony’ although his

analysis covers a longer period, 930-1973. Hisadlsicthere were three instances of
hegemony: the United Provinces of Holland in thd-sgventeenth century, the
United Kingdom in the mid-nineteenth century, anel nited States in the mid-
twentieth century (Wallerstein 1984). The rise amaturing of US hegemony
corresponds with a K-wave A-phase.

The heyday of US hegemony in terms of politicagremmic, financial, military,
and cultural power coincided with the post-war Aapé (1945-1967/1973). In the
interstate system, the US is one of the world’sgppwers and has the most
advanced military equipment. During the Cold-Waniqu the US had military
presence in allied states. The US’s industrial baipa exports, outflow FDI, and
transnational corporations dominated the globahenty and facilitated the economic
expansion of the A-phase. Its ideology of capitalend anti-communist campaign
led all its bilateral and multilateral allies. Filyathe Bretton Woods system (BWS)
gave the US and US dollar unique roles in the winnlancial system. The BWS was
an international monetary arrangement in terms@frrangement of foreign
exchange rates and balance of payments adjustmerder to prevent instability in
the world’s financial system (Llewellyn and Presi&©5). Within the system, par
value of the exchange rates of all currencies wele fixed against gold, with
pressure on balance of payments adjustment, anatekesion of international
liquidity through the IMF if necessary. Exchangtesawere fixed to the US dollar but
were adjustable in the event of disequilibriumother words, the BWS was a system
that tried to find a balance between the rigidityhe gold standard and the instability
of a floating exchange rate. Forty-four nationseagrto fix their currencies to the US
dollar, and linked the dollar to gold, with the ldwlpegged to gold at a rate of 35
dollars per ounce. They also agreed to use thedl& @s a transaction currency to
adjust exchange rates. As such, friiia end of the 1950s, the dollar replaced sterling
as the dominant reserve currency. As the domimaetriational currency and the
major unit of account for trading, the US dollandoated the Eurocurrency markets
and served as the major international store ofevatufar.

However, US hegemony declined in relativeneduring the B-phase, as the rest
of the chapter will discuss. The hegemonic tramsitnatters to the study of

capitalism because it reflects the power relatmfithe hierarchy of capital
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accumulation. The hierarchy of capitalism is alsow the distribution of political
forces/resources. In particular, the relative aecbf US hegemony has not occurred
in all areas. The US is still the centre of podtimilitary strength, although its
economic and financial power has declined. For g@lanaccording to SIPRI (2006;
2008), the top largest supplier of arms transféwben 1976 and 2005 was the US,
accounting for US$ 307,469 million. After the cqlée of the USSR, the military
capability of the US was far more than those offEheopean Countries and China.
The share of military expenditure to GDP in the ib&eased between 3% and 5.7%
between 1989 and 2005 while the share in Chinabstgeen 1.7% and 2.8% (ibid).
In 2007, 45 of the top 100 arm producing compawee from the US, while another
42 were from the EU.

In Arrghi’s (1994) view, the particularity of relaely declining US hegemony,
namely the decline of economic power while retagnolitical-military power, places
some uncertainty to the future. Furthermore, thergtate system and the structure of
capital accumulation do not completely match wakteother, in particular in the
case of the East Asian region. Although Japarcsra state, its political-military
strength is weaker than China’s, which is stiluggling to ascend from the periphery.
In sum, the world-system has entered the downtuphd&se since 1967/1973. The
phase has gone through more than sixty years anedxXpeerienced a global crisis
during 2007-20089. It is not clear whether the gl@z®@nomy will recover from the
depression and enter another A-phase in the nexydars, or remain in the current
downturn phase. Yet at the time of writing, a gdtend towards economic
recovery has been seen in the East Asian regiosg®viar 01/08/2009; Tosutzali
07/10/2009; IMF 29/10/2009).

3-2 The Main Changes of the Capitalist World-systenduring the B-phase

As analysed previously, there has been a downtuasgsince the late 1960s and the
early 1970s. As Hopkins and Wallerstein (1996) ardghe years 1967/73 were
chosen as the starting point of the B-phase foers¢Wistorical incidents that implied
a downturn trend of capitalism: In 1968, The USamrted that they would no longer
directly intervene in Asian affairs following thailure of the Vietnam War (see
Nixon'’s article in Foreign Affairs in 1967). Meanidthe US began to normalise its

diplomatic and economic relations with China. I'¥39the US announced that the
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US dollar would no longer be linked to the valuegofd, which marked the end of the
Bretton Woods System. Finally, the oil crisis irased the production costs of the
industrial sector and caused a sharp growth imtieenational financial flow from
oil-exporting countries.

The main argument of this thesis is that tagcttory of national ascent is
determined by the structure of the capitalist waydtem and by the domestic state-
capital-labour nexus. This chapter’s concern ifiwibat has happened during the B-
phase. The topic of global changes during thethtaste decades is very broad, and a
great number of studies from different disciplihese covered this. Here | shall limit
the discussion to the world-system school’s viewpand elaborate how they view
global changes during the B-phase. Hopkins andai&éin (1996) conclude their
analysis with three main political economic chanidpas have occurred (1) in the fall
of the profit rate in the production sector, (2 tielative decline of US hegemonic
power, and (3) the attack on state power. In mwytge third feature is a
consequence of the first feature. In sum, the rolaamge of the B-phase in terms of
the capital accumulation processhs decline of the rate of profit and the sluggish
economic growth in the core zoneThe main change in the interstate systethas
relative decline of US hegemonyThese two changes are not separate but aredelate
to each other. The US was the dominant economiepowthe A-phase. US
hegemony facilitated the upturn of the A-phase, iamés the main core state that has
experienced the fall in profit rates in the prodwuetsector. The starting of the B-
phase is associated with the relative decline oh&gmony. In other words, the
current cycle of K-wave (since 1945-to the preseniglated to the fluctuations of US
hegemony.

3-2-1 The decline of the rate of profit in the prodction sector

Hopkins and Wallerstein (1996) argue that sincel®&s, growth in global
production has slowed, and with a sharp rise ipode led to a decrease in the profit
rate of the production sector. Three studies sugpertrend of a declining profit rate
(Glyn 2006; Dumenil and Levy 2005; Lee and SutcB3)9Firstly, an earlier
empirical study by OECD scholars demonstrate tiagtross rates of return, gross
profit share, and total factor productivity anngedwth rates for 11 OECD countries
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showed a more remarkable decline during the pergat8-1982 than the period 1960-
19722, as the table below shows (Lee and Sutch 1985).

Table 3-2: Some economic indicators in the manufatg sector of 11 OECD

countries (Unit: percentage)

Eleven OECD countries| 1960-1972 1973-1981
Gross rates of return 17.55-16.19 16.19- 11.45

(The decline rate: 7.7%) | (The decline rate: 29.3%
Profit share 36.44- 32.73 32.73-27.72

(the decline rate: 10.2% ) (The decline rate: 15.3%
Total factor productivity | 4.76 1.78
annual growth rate

Source: Lee and Sutch (1985)

Secondly, drawing on data from US Bureau of Ecowofmalysis, the Japanese
Annual Report on National Accounts, and Severalddal Statistics of European
countries, Glyn (2006) finds that the profit ratdlee non-financial sector in the US,
Japan, and some European countries (the UK, West&y and Italy) decreased
after the late 1960s (except in the UK, which eigrered growth after the 1980s).
Finally, according to data from Dumenil and Lev®(@3), in the US, the profit rate
after the payment of real inter&sof nonfinancial corporations reached its peak in
1965 (near 7.5%) but has declined since then. @3 2e figure was less than 4.5%.
In France, the profit rate also reached its pedkeénate 1960s (nearly 12%) but
gradually decreased to less than 3% in 2001.

The empirical data above demonstrates the decliaitegof profits in the industrial
sector during the B-phase. As a result of thisessstrategies were adopted by the
core zone to tackle the crisis. Two of the mostartgnt ones are: (1) the

restructuring of the industrial sector from theecaone to overseas in order to reduce

32 The profit rateis measured by operating surplus unadjusted foregéation divided by a measure of
gross capital stock at current co&sossprofit shareis the share of gross operating surplus in gross
value addedTotal factor productivityis all of the factors that influence the inputgluding labour and
capital productivity (the ratio of gross value adde gross capital stock). The 11 OECD countries
include the US, Japan, Germany, France, the UK, I@anada, Belgium, Finland, Norway, and
Sweden.

% Profit is defined as net product minus the codabéur, business and profit taxes, and the payment
of real interest.
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production costs; (2) the increasing crucial positf finance as a means to
circumvent the economic crisis and to ‘create’ nynedit (Hopkins and Wallerstein
1996; Foster and Magdoff 2009). The two featur@sgbabout the restructuring of
industrial capital, the increasing dominance oéfficial capital, and the growing
power of transnational capital. Consequently, thean attack on state power in
order to reduce the barriers to international tragesstment, and financial flow.
Most importantly, the restructuring transforms the into a global financial entrepot
(Silver and Arrghi 2005, p.174). In a comparatitedy of the British and US
hegemony, Silver and Arrghi (2005) find that Bmtgilayed the role of global
financial entrepot at the peak of its industriatrdieation, but the US during its period
of hegemony did not. Only since the late 1960s wh8rcorporations were
challenged by other competitors had they heightdigadlity preference. Meanwhile
the US government adopted fiscal and monetary padi@ttract mobile capital from
the world, and with the rise of economic liberaljghre US is able to transform itself
into a global financial entrepot.

(1) Industrial relocation and the transnationalisaton of capital®

Several studies on post-war industrialisation pouttthat there a shift has occurred
since the 1960s, namely tbkl international division of labour (OIDL) has been
replaced by aewinternational division of labour (NIDL) (Hoogve2001; Jenkins
1992; Gereffi 1995; Dicken 2004). The old interoasl division of labour during the
pre-war period was one where manufacturing was datad by the core while other
zones mainly undertook raw material and agricultpraduction (Hoogvelt 2001,
Jenkins 1992). The order of OIDL was imposed viamialism. For example, data
from League of Nations shows that during 1926-2% madvanced countries (the US,
the UK, Germany, France, Italy, Canada, Belgiume&m, and Japan) manufactured
about 80.6% of world industrial production (Hoogv&01). In 1966, the advanced
countries still accounted for 71.2% of world indigdtproduction (Jenkins 1992). The
pattern has changed since the first few exportgesiaog zones (EPZs) were set up in
India in 1965 and in Taiwan in 1966. The functiérie®Zs in developing countries
was to provide a friendly investment environmemttfansnational corporations
(TNCs) (e.g. tax-free, a geographical cluster, pHabour, transportation access, and

34 The subtitle is borrowed from Hoogvelt (2001, p.73
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simplified administrative procedures), and to diredeveloping country’s industrial
policy towards export-led industrialisation. Accorgl to the ILO database, there were
79 EPZs in 25 countries in 1975, and the numbeeased to 3,500 EPZs located in
130 countries, employing 66 million workers, by Bd@8oyenge 2007). The number
employed in EPZs in 2006 was equal to 82% of th€3Employment in 2007. The
development of EPZs facilitates the growth of TNffhaties.

As such, world manufacturing production is incraghbr directed towards the
developing countries. By the end of the 1970sy#iae of manufacturing products
exported from the developing countries surpassadattheir food and raw materials
exports (Dicken 2003). Between 1953 and the lag949the developing economies’
share of world manufacturing output increased fBmto 23% (p.37). The
manufacture@xportsfrom developing countries grew from 6% in 19631608% in
1980, and were nearly 27% in 2007. Industrial raion thus has an effect on the
international trade. As Held et al. (1995) arghe, $tructural change of international
trade is due not only to the decrease of tradedsarand transportation costs, but also
to the ‘changing structure of global production’l(fb). For example, manufacturing
only accounted for 20 % of total exports in 1960ibareased to nearly 70% in 2007
(WTO 2008).

There are two other important features about tH2LNThe first is the uneven
development within the developing countries. Susévenness is not only based
between the semi-periphery and periphery, but batvdiferent regions. East Asian
NIEs and China are the only few countries that hengaged with the NIDL
successfully. As | will discuss later, in the lagb to three decades, the East Asian
region had the highest annual growth rate of GDféworld. The East Asian NIEs
and China have benefited from the NIDL since thd-&8#60s and the 1990s
respectively. For example, in 1981, four East Adilias’ share of all developing
countries’ manufacturing exports was nearly 48%qgevit 2001, table 4.1). Since
China has engaged in EOI, its share of manufacexpdrts of world merchandise
exports grew from 2.5% in 1993 to 11.9 % in 20Qifpassing the US (9.6%) and
Japan(6.7%) (WTO 2007, table 1.6). In 2006, 60 %BZs employment was located
in China (Boyenge 2007). However, it would be @attid argue that the industrial
relocation from the core since the mid-1960s isezibeneficial or exploitative to all
developing countries. Both East Asian NIEs and &lhnave a very different
developmental outcome compared to the rest ofélveldping world. As Held et al.
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(1995) argue, ‘the new international division didar embodies a polarisation of
economic fortunes in the global economy and [a] pattern of stratification
(p.173).

The second feature that should be added to thas$ism of the NIDL is that the
semi-peripheral zone in East Asia has also relddattustries to the peripheral zone,
especially to China, since the 1990s. From 198&stment by NIEs in China has
exceeded that of both Japan and America (Clarkkamdl995, p.254). The share of
NIE-based foreign direct investment (FDI) in Charaong China’s inflow of FDI
was as high as 54.7% in 2008 (Japan only accodiote95%, while the US
accounted for 3.19%, and major European countdesumted for 5.41%)

(MOFCOM 2009). The increasing importance of EasaANIESs’ outflow of FDI is
related to the restrictions on exports of East ANEES to the North American and
European markets (Clark and Kim 1995). Investmer@autheast Asian and China
has thus become an alternative route for tradersipa (Clark and Kim 1995, p.254).
The new wave of NIDL is much more complicated tkaar, and it is not only
between the core and the semi-peripheral zoneglbatbetween the semi-peripheral
zone and the peripheral zone. In this respecitbaomic integration of the capitalist
world-system since the 1990s is deeper than thi#eiprevious period. Again, not all
peripheral states can ascend from the new wawvestiucturing, although China is an
exception. Several data demonstrate that Chinasauic performance is now in the
top four countries in terms of GDP, the top thnatling country, the top sixth FDI
inflow country, and China has the highest foreigohainge reserves (National Bureau
of Statistics of China 2008). In 1990, China’s Gi¢l capita was nearly the same as
low income countries; in 2007 the figure (US$ 236@% between the level of low-
and-middle income countries (US$2337) and of mididd®me countries (US$ 2872)
(National Bureau of Statistics of China 2008). @Ghivas ascended from the periphery
to somewhere in between the periphery and the penphery.

| have discussed the general features of indusgiatation since the B-phase,
and | will analyse the movement of TNCs and FDdémnonstrate the dynamics of
industrial relocation. According to Dicken (2004)TNC is a corporation that
coordinates and controls its operations in mora tiree country. FDI is only one of
the TNC'’s activities. The TNCs have played ‘a siigant and dominant role in the
relocation of industrial activity from the old inslwial centres to the new’ (Hoogvelt
2001, p.73). TNCs are the ‘primary shaper of th@@mporary global economy’
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(Dicken 2005, p.198), are the ‘chief economic orgiag agent of the global
capitalism’ (Gereffi 1995, p.13), and are the daanitnforce restructuring new
relations of production with labour and new powaations with states.

Empirical data demonstrate the significance ofrtie of TNCs and FDI in the
current period of capitalist accumulation, worl@guction, and the process of
economic integration. Firstly, according to Fortsriest of Global 500 TNCs, the
revenue of the Global 500 TNCs in 2009 is equdllt@%(US$ 25175.47 billion) of
the world’s GDP by 2008 (US$60689.81 billion). Tigure was only 28% in 1998
and 15% in 1982 (Kentor 2005). Secondly, by talid stock as a share of the
world’s GDP, the share was 27.9% by inward FDI 289% by outward FDI in 2007
(UNCTAD 2008). Furthermore, in value-added acti{gyoss product) by the foreign
affiliates, TNCs accounted for 11% of the world’'®B&in 2007. Sales amounted to
$31 trillion, about 20% of which represented expoand the number of employees
reached nearly 82 million (UNCTAD 2008). Thirdly, terms of geographical spread
and trans-nationalisation of operation, the larg@§t TNCs have affiliates in 41
foreign countries (UNCTAD 2008). UNCTAD has deveddm ‘Transnationality
Index’ (TNI) which is composed of three ratios:dmn assets to total assets, foreign
sales to total sales, and foreign employment &l sahployment. The TNI value of
the world’s top 100 TNCs was nearly 62% in 2006.GIMD also found that more
than 70% of affiliates of the world’s top 100 TN&= located abroad. Finally, Intra-
firm trade accounts for between 25% and 33% of todde (Held et al 1999). The
importance of TNCs has been addressed; we willloow at the movement of the
TNCs in order to understand the dynamics of indistelocation.

Firstly, it was not during the A-phase, but durthg B-phase, that TNCs and FDI
have increased sharply. The A-phase of capitalisthe first two to three decades
after the end of the Second World War did not semach TNC and FDI activity as
in the pre-war period. According to Jones (20083, gost-war TNCs came to fruition
only after the 1980s due to several ‘shocks’, ngrtted end of the European colonial
empires, the spread of Communism, and growing sitgesention in economies.
From the table below, it is clear that TNCs havpegienced remarkable growth
during the B-phase.
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As noted previously, the growth rate of GDP anthefprofit rate in the B-phase is
less than it was in the A-phase. Accordingly, theease of TNCs and FDI do not
bring about ambsoluteexpansion of capitalism (in terms of global GDBvgih rate
and the rise of the profit rate), but rather briagsut the concentration of capital
power to the core (i.e. stronger growing TNCs) dredredistribution of world
production geographical locations (i.e. thus soesetbping countries’ GDP growth
rate, due to manufacturing exports, is higher g@me core countries’). As such, the
increase of TNC and global economic activity cameduce global inequality
between the core and other zones, but only incrisasgap. In 1960, GNP per capita
for all developing countries as percentage of tire’s GNP per capita was only 5%,
and the share was exactly the same in 1999 (Waate) 20

Secondly, | argue that the increase of TNCs anddf®reflections of the increase
in concentration of the core zone’s capital powdiis is because the majority of
TNCs are from the core zone and the trend hashastged significantly. In 2004,
85% of the top 100 TNCs had their headquarterseriTriad’ (the European Union,
Japan and the United States). However, therelsage in the leading TNCs during
the B-phase, which is related to the distributibea@nomic power within the core. In
the 1950s and the 1960s, US Corporations werertlydeading actor in the
expansion of international business. Until the X980e US was the top FDI outflow
country (around 45.7%-65.9% of total outflow FDi)the world (Dicken 2004).
Since the 1980s, Western European FDI has surp#sséés’s, and is now the top
FDI outflow region®® In 2007, the share of outflow FDI from the advahceuntries
accounted for 84%, of which the European UnionUBeg and Japan accounted for
57.2%, 15.7%, and 3.6% respectively (UNCTAD 2008né&x table B.1). The table
below also shows the change in the leading TNGs fildferent home countries.

%t is noteworthy that Japan surpassed the US théeountry with largest outflow of FDI between
1988 and 1990
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Table 3-3: Nationality breakdown of the world @0 industrial corporations

1975 1985 1990 2009

USA 241 212 164 140
EU 168 168 168 163
Germany 38 33 30 39
Japan 54 82 111 68
Asia NIEs 0 10 12 23
China 0 0 0 38
Total 500 500 500 500

Source: Fortune, 2009; Ikeda 1996

The change in the leading TNCs has another twoicapbns. The first is a reflection
in the shift of the leading method of industriaj@anisation and management, for
example, from a US-led Fordism to a Japanese-lstfpardisn®® The different
performances of TNCs from the US, Western Europé,Japan have led to a number
of debates about the diverse performances of ¢tiapstates and varieties of
capitalism, which | discussed in Chapter Two. Téeosd implication relates to the
relative decline of US hegemony, which will be dissed in the next section.

Thirdly, East Asian NIEs and China not onlgyimportant roles as
manufacturing exporters, but also become impoftarutward FDI since the 1990s.
Between 1985 and 1989, less than 4% of outflow\®&4 from the developing
countries; however, during 2004-2006, nearly 9% fr@® the developing countries
(UNCTAD 2008). It is Asian FDI that has dominatédgstincrease. In 2007, among
outflow FDI from developing countries, four AsianB$ accounted for 36.4% and
China accounted for 8.8% (UNCTAD 2008, Annex tablg.) In 2004, Asian TNCs
accounted for 38 of the top 50 TNCs from develomiagntries. Of the top 100 TNCs
that are from developing countries, 76 are fromt Bag. From the table below, it
can be observed that in East Asia, outward FDkstas a share of GDP showed a
remarkable growth between 1990 and 2007, and thetgrate surpassed the growth
rate of inward FDI. East Asia’s pattern is differémother developing counties but is

3% For example, see the discussion on Japaneseléewrémufacturing in Bernard, M. (2000) Post-
Fordism and Global Restructuring, in Stubbs, R.ldnderhill, G. eds. Political Economy and the
Changing Global Order,
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similar to advanced countries. It demonstratesrttieeasing importance of East Asian

outward FDI to domestic and international economies

Table 3-4: FDI stock as a share of GDP, 1990, 2b69Tegion and economy (%)

1990 2007
Region inward | outward| Inward outwars
World 9.1 8.5 27.9 28.9
Advanced countries 8.5 9.5 27.2 33.9
Developing countries 13.6 4 29.8 16.5
-East Asian 25.9 5.4 35 284

Note: FDI stockis the value of the share of capital and resefinetuding retained profits) attributable
to the parent enterprise, plus the net indebtedofesfiliates to the parent enterpriseward stockis
the value of the capital and reserves in the ecgratinbutable to a parent enterprise resident in a
different economyOutward stockefers to the value of capital and reserves intarodconomy

attributable to a parent enterprise resident iretenomy

Source: UNCTAD 2008, Annex table B.3

Fourthly, within manufacturing, several industrége particularly favoured by the
TNCs, including electronics, oil and petroleum, arotehicles, chemicals, and
pharmaceuticals. These are the top industries inohathe top 100 non-financial
TNCs had the most foreign assets in 1992 and i@ 2000CTAD 1994, 2008). In
2007, the above industries, together with telecomoations and utilities, accounted
for 55% of the activities of the largest TNCs. Rerimore, UNCTAD (2008) argues
that TNCs from developing countries have incredbed foreign employment due to
their ‘externalisation of productive activitieslabour-intensive industries’
(UNCTAD). Electrical and electronic equipment maaaitiring in particular is the
top industry for the 50 TNCs from developing coiedr

To take the industries above as examples, they ghewomplexity of
international division of labour and the dynami€g NCs in the world’s industrial
production. | shall discuss the conceptsprbtuction chaih ‘ value-added chain
and production networkas they are key concepts to understand the dysaati
industry, and | will use these concepts to analy@e/an’s industrialisation in
Chapters Four and Five. According to Dicken (20@4production chain’ is the
production process of any goods or service thaahksked sequence of functions in
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which each stage adds a value (p.14).” The prooludsi linear and demonstrates the
sequence of operations to produce and distribatgadlod and service. Within the
chain, a backward integration occurs in the upsirsactor (e.g. raw materials), and a
forward integration occurs in the downstream se@ay. finished goodspnother
term has the same definition, according to PassaByand Davies (2000): a ‘value-
added chain’ is a chain of vertically linked adii® that each adds value in
production and distribution, for example, in thérpehemical industry, where the
upstream sector is a raw material (oil), the intirate sector is ethylene and PVC,
and a finished product may be plastic kitchenwhkr¢his thesis, | shall use the term
‘production chain.” Several production chains dractured in a wider production
network of inter-firm relationships, and ‘each puotion network has spatiality’
which means the network has geographical dividiinken 2004, p.19).

In the automobile industry, the production chain ba divided into engines and
transmissions, components, bodies, and final adgeimi2001, the majority of car
production was dominated by the Triad, accountorg8D% of the world’s
automobile output (Dicken 2004). In 2000, the togon vehicle producing countries
were the US (21.9%), Japan (17.4%), and Germaby{P(OICA 2000).There has
been a significant shift in the industry since 2008ina in particular rises to be a
major car producer base. In 2008, the top threatces are Japan (16.4%), China
(13.3%), and the US (12.3%) (OICA 2008). Germanly accounted for 8.6% of the
world’s car production. It is noteworthy that byianding other East Asian countries
(South Korea, Thailand, Taiwan, and Malaysia), Besa’s production accounted for
38% of global motor vehicle production in 2008,magsing North America (15.2%)
and Western Europe(21.2%). Furthermore, for the first time, Chinaedo be the
top market for the automobile in December 2008 @1d@/02/2009). Although China
has become the main producer, the top manufactaangpanies are still dominated
by the Triad. The top ten automobile manufactuaeounted for nearly 68% of the
world’s automobile production: in 2008, four weepdnese firms, three were
Western European, two were American firms, andvea® South Korean (OICA
2008). The top Chinese car company (FAW) only rdritethirteenth on the same list
(OICA 2008).The pattern in the electronics indussrgnuch more complicated. The
industry can be generally dived into semiconductelectronic components

3" North American region includes the US and Cantium\Western European region includes Germany,
the UK, Belgium, France, Italy, Spain, Portugaliidglands, and Austria.

89



(connectors, PCBs, etc.), consumer electronicseaaironic equipment (computer
equipment, communication equipment and consumetretacs (TVs, radios, etc.).
The last three subsectors can be referred to es@ies systems manufacturing
(Luthje 2006). Similar to the automobile industitye US, the EU, and Japan
dominated global electronics production in the Bgabut East Asian NIEs and
China have gradually increased their productiothéindustry. The EU, the US, and
Japan accounted for 23.1%, 28.3%, and 25.7% regglyodf the world’s electronic
production in 19922 By 2005, their share had been reduced to 15.9%, a6d
13.6%, respectively. On the other hand, East ANIikiis and China increased their
share of production to 14.1% and 18.4% in 2005eetvely. In the semiconductor
industry, in 1978, TNCs from the US, the EU andabapere the top ten producers
and the top ten semiconductor manufacturers dommag% of the world’s
semiconductor production (Dicken 2004). This fighoevever decreased to 35% in
20083 On the other hand, South Korean and Taiwaneseceathictor companies
have risen as new competitors since the 1990stvam&outh Korean and one
Taiwanese company accounted for 15% of the woddmiconductor production in
2008. In other areas of the electronics industNC$% from the US and Japan have
dominated the industry since the 1960s. East Adi&s, however, have gradually
emerged to become important players in the indubtsy example, of the world’s top
twenty electronics firms ranked by revenue, the(8)SJapan (7), and EU (3)
accounted 18 of them, while the other two were f@onth Korea and Taiwan
(Beutler 2007).

Although the US, Japan, and the EU still lead tloba& electronics industry in
terms of production, sales and revenues, someASgmt NIEs and China have now
emerged as new players. It is noteworthy that withese East Asian countries,
different paths were taken to join the global cotitjpa. As | will discuss in Chapter
Five, Taiwanese electronic firms (both in semicartduand electronics systems
manufacturing) tend to serve as contract manufexgun the supply chain for top
brands. It is also the route that Chinese eleatsofiims follow. On the other hand,
South Korean firms tend to develop vertically imetigd manufacturers of
semiconductor and world brands (e.g. Samsung, InGhe following chapters on

¥ The following data is drawn from Yearbook of woHtectronics Data in 2006.
% The 2008 semiconductor sales was US$248.6 b6 2009), the amount of sales of the top ten
semiconductors is from Electronic Research Netw2@09).
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Taiwan, it will be seen clearly that the internaabsation of the electronics industry
has played an important role in Taiwan’s industi@velopment. The industry was

the top source of inward FDI in Taiwan before tB80s, and has become Taiwan’s
top outward FDI since the late 1980s. The induis&ty become exclusively dominated,
both in Taiwan’s domestic economy and in its outhiavestment during the last two
decades. This shows how Taiwan’s industrial devakamt and capital accumulation
have been influenced by the overall dynamics obaglloestructuring and TNCs/FDI.

In general, the discussion above demonstratesitinaitg the B-phase, in order to
accumulate more capital and to reduce the dedtiieel rate of profit, a new
international division of labour has occurred sittoe late 1960s and a second wave
of the NIDL has also occurred since the 1990st Rine core zone, and then the semi-
peripheral zone, has increased their relocatianariufacturing to other zones.
However, such relocation has been concentratdteiast Asian region, and the
region has thus become an important manufacturioduction base and traders for
these core countries. Although there is a chang@mwihe core zone in terms of the
leading TNCs, overall the core zone still dominatesmajor activity of the TNCs
and FDls.

(2) Financialisation - the dominance of financial apital

Another significant attempt to reduce the declih#he profit rate in the core zone is
to find a new sector that has a higher profit thn the older traditional sectors. As
Foster and McChesney (2009) argue, there is a jmipelationship between
stagnation and financialisation. The financial seserves as the most profitable
sector during a downturn B-phase. Compared witlddwatine of the profit rate in the
industrial sector, there has been a sharp inciadbke rate of profit in the financial
sector. In the US, aggregate profits of financaporations rose from 20%,
comparable to non-financial profits in the 1970d #re 1980s, to 50% since 2000
(Glyn 2006, p.52). According to Dumenil and Lev9(B), the profit rate of financial
corporations in the US has experienced remarkabletg since the early 1970s,
from less than 1% to 7% in 2002. In France, therchas also grown since 1975,
from minus 7.5% to more than 10% in 2001. The iaseain the profit rate of the
financial sector, the emergence of the Eurocurrenasket, the end of the Bretton
Woods system and the oil crisis in the 1970s, hed¢o dramatic growth in
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international financial flows. For example, thelgaiolume of foreign exchange
transactions was only US$15 billion in 1973, ard Has increased by more than six
times between 1989 and 2007, from US$570 billiohdB89 to US$3.2 trillion in

April 2007 (Epstein 2005; BIS 2008).

The emergence of the financial sector as a prodétséctor leads to the rising
dominance of financial capital. There are no diai<n financial capital but we can
observe the growth from other data. The followiaggddemonstrate that the profits of
the financial players, as a share of GNP, are righehn than the share of the non-
financial sector to GNP. Epstein and Jayadev (206&he a ‘rentier’ as an active
agent in the financialisation process, to obtaofifg from the financial sector such as
banks, stockbrokers, and insurance companies. flinéyhat the rentier income as a
share of GNP was higher in the 1980s and the 1820sin the 1960s and the 1970s
in 15 OECD countrie’ In the 1960s, the share of the non-financial secpofit to
GNP was higher than the rentier share, yet thatsitn has been the reverse since the
1970s. In the 1990s, the average rentier shateeafd OECD countries was 20%,
higher than the share of the non-financial sectaradit (10%). Furthermore, rentier
income does not include capital gains on finar&sslets, as a cross-country sample
on the latter is very hard to obtain. We can edentiaat the financial capital’s profit
is much larger than the rentier income.

The pattern of pursuing more profits from timahcial sector and the increase in
financial activities can be called ‘financialisatioBroadly, this refers to ‘the
increasing role of financial motives, financial ikets, financial actors and financial
institutions in the operation of the domestic amernational economies’ (Epstein
2005). Foster and Magdoff (2009) argue that thergemee of financialisation is
related to the decline of US economy. Financidbseserves as a ‘solution’ to the
crisis of long-term stagnation in the US. They arthat speculative finance has
become ‘the secondary engine for growth given thakmess in the primary engine,
productive investment’ (p 18). The system is noverenand more dependent on a
series of financial bubbles to keep it going, eaich bigger than the last (p 18)'.

In general, financialisation covers three nteémdsthe concentration and
consolidation through merger and acquisitiadhe trans-nationalisation of operations
and diversification into new product markets (Dick#04). | would argue that the

0 The data Epstein and Jayadev collect includes fkasiralia, Belgium, Denmark, Finland, Germany,
Italy, Japan, Korea, Mexico, Holland, Norway, Sp&weden, UK, and USA between 1960 and 2000.
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third trend should be termed the development of “non-productive finanagtie to it
being unlinked with real production and having gnow such a stage where it is
beyond the control of any single national governim@fith respect to the first trend,
mergers and acquisitions (M&A) activity in the fm@al industry has been a global
phenomenon since the 1990s, and around 20% of&# Nas occurred in the
financial sector globally, especially in the advatshcountries (Ameét al.2004).
There were 15,502 cases of financial M&A (8,144 enMeetween banks) between
1990 and 2001 (Amaedt al.2004).

Secondly, following the increase of TNCs in mantiaag, the expansion of
transnational banking has also occurred since @664 (Dicken 2004). According to
Dicken (2004), initially the transnational operatiof US banks was to finance US
TNCs in the 1950s and the 1960s. After the estamlet and growth of the
Eurodollar market, US banks increased their opanatto include Europe. In the
1970s, the financial flow from Organization of tRetroleum Exporting Countries
(OPEC) and the deregulation of exchange controlsapital movements gave
transnational banks more “resources” with whickdewelop transnational operations.
The foreign affiliates of banks increased from 202960 to 1,928 in 1985, and the
number was 13,173 in 2008 (accounting for nearbp @b the total affiliates of the
top fifty financial corporations) (Dicken 2004, p4t UNCTAD 2008).

Thirdly, the increase of non-productive financéhi®ugh so-called financial
innovation activities that de-link finance from utrial production. Strange (1998)
argued that financial innovation is different framalustrial innovation. The former
needs the authority of government, but the latb&sdhot (p. 26-27). It may be argued
that the major difference is that financial innaeatonly creates “liquidity of capital”
in terms of credit availability, rather than realwe. This is why financial innovation
has become one of the causes of ‘the casino ecdr{Singnge 1998), as well as
indicating that the financial innovation boom i%abble’ (Xie 06/08/2007). Sweezy
did predict ‘the triumph of financial capital’ ihé¢ way that the development of
financial capital is no longer a reflection of #veansion of real economy, but to feed
a stagnant economy (cited from Foster and McChe2089). There are two types of
innovative, non-productive, financial products:afntial derivatives and asset
securitisation (financial assets and real propefilgg derivative market has sharply
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grown globally since the late 1990s. The notiomabant4” in the global derivatives
markets outstanding increased from US$72 trillimdune 1998, to US$516 trillion in
June 2007 (BIS 2008). The latter is approximateles times the amount of world
GDP (US$65.8 trillion) in 2006.

The process of financialisation is dominatgdhe US and the EU in terms of the
composition of the top financial corporations, ksading role in the innovation of
non-productive finance, and the dominance of thddisofinancial centre. In 2008,
43 of the top 50 financial corporations were frdra EU and the US. By ranking the
competitivenes$of financial centres, based on assessments 262@fal centres,
eight were located in Europe and the US, one ig&iore and one in Hong Kong.

Financialisation is also the other side topghttern of deindustrialisation of the
core zone. In other words, although the core zeleeates manufacturing to other
zones, they can obtain their profits mainly frore grocess of financialisation and the
dominance of TNCs/FDI in world production and tra@lee two attempts to prolong
the decline of the profit rate in the core zonedssed above have inevitably
influenced national development trajectories, botthe core zone and other zones.
Such an influence is however not wholly negativalt@leveloping countries - it
depends on the country’s position in the capitahistld-system. Industrial relocation
is also a means, although unintentionally by the states, of shifting capital
accumulation from the core to the semi-periphegmfWestern Europe and North
America to East Asia. The East Asian region isahly region that benefits from such
a global restructuring. Taiwan is one of these asethe following chapters, | will
discuss how Taiwan'’s industrialisation has beeacafd (and to some extent
benefitted) by the relocation of industrial mantdaing from the core zone, and by
Taiwan’s own industrial sector as a capital-expdeother peripheral countries.
Taiwan’s domestic economy has also experienceddinfisation in terms of the
increasing importance of the role of financial ¢alpigrowth of non-productive

finance, and the concentration of financial capital

*1 The nominal amount is used to calculate paymerdderon swaps and other risk management
products. This amount generally does not changeliaand is thus referred to as notional. See
http://www.investordictionary.com/definition/notial-amount.aspx

“2 people, business environment, market accesssinfcaure, and general competitiveness.
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(3) Neo-liberalism and economic globalisation: thattack on state powers

While TNCs have increased their influence and pawdhne capitalist world-system
(i.e. production, trade, and finance), the situatievitably challenges the power of
national states in the way that the state actseaprimary regulator in a national
economy. Some scholars argue that TNCs are agiagteansnational hegemony’, a
‘transitional capitalist class’, or a ‘transnatibneaanagerial class’ (Robinson 2004,
p.54; Cox 1981). However, the increasing powerECE is not from the activities of
TNCs alone; the policy and institutional suppooinfirthe core states cannot be
ignored.

The policy and institutional support is referrecht’neo-liberalism.” A great
number of studies (e.g. Robison and Hewison 20@8ny; Menz, and Soederberg
2005; Harvey 2005) have researched the cause arichthework of neo-liberalism,
as the following discussion will show. Neo-libesal is viewed as having two
dimensions. One is the neo-classical economicfaalimarket fundamentalism,
namely that economic efficiency is delivered by-sefjulating markets, where prices
can respond to the laws of equilibrium and ensoeeetficient allocation of resources
(Robison and Hewison 2005, p.186). Such econonm&itig is promoted by
economists, such as Hayek, Friedman, and the Gh&agpol. The other dimension
is the implementation of the thought into practiwljch challenges the previous
Western state-centred Keynesian demand policieslenelopment practice in
developing countries. For example, Cerny, Menz, doederberg (2005) argue that
neo-liberalism is ‘the assertion that the markehescore institution of modern
capitalist societies and that both domestic arermattional politics and policy-making
is (and should be) primarily concerned with makimarkets work well (p.12).” As
such, the aim of neo-liberalism is to establishitagons and practices which are
‘market-based’, ‘market-led’, ‘individualistic’, ‘mrket-orientated’, and ‘market-
friendly’ (p.12). Under this assumption, barrievsriternational trade and capital
flows need to be removed. Furthermore, others vieatliberalism as a political
project or agenda associated with the policies@mgnted by Ronald Regan and
Margaret Thatcher, and policies imposed by the BdRhe regulator of the debt crisis
(Kiely 2005, p.95). Many associate neo-liberalisithwhe concept of the
‘Washington Consensus’ (e.g. Robison and Hewis@b2Barvey 2005). The term

was coined in 1989 by John Williamson to summaisemmon framework and
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common policies suggested by Washington-basedutistis (e.g. the IMF, World
Bank, and US Treasury Department) to developinghttas, including (1) fiscal
discipline and a balanced budget; (2) a redireaigoublic expenditure priorities
towards areas offering both high economic retuntsimproved income distribution;
(3) tax reform, to a tax system with a broad tazeb@and moderate marginal tax rates;
(4) interest rate liberalisation; (5) a competitesechange rate; (6) trade liberalisation;
(7) liberalisation of FDI inflows; (8) privatisatip (9) deregulation; (10) secure
property rights.

In my view, neo-liberalism does not bring abthe market-led system; capitalism
does. Neo-liberalism as an economic thought isigrtificantly distinct from the
economic liberalism in the eighteenth century, sasidam Smith’s idea of ‘the
invisible hand’ and Ricardo’s trade theory. Theidogf capitalism is market-led and
crosses political boundaries from where it origesat-ree international trade and less
state intervention in the domestic economy areneet, but can be observed during
British hegemony in the eighteenth and nineteeattiwries. What the core zone
imposed on other zones before the Second War wes aggressive than at present,
as the other zones did not have state sovereigitydoved as colonies. In sum, neo-
liberalism or economic liberalism is nhot somethamgnpletely new to the capitalist
world-system, but is re-introduced.

The re-introduction of neo-liberalism is relto the overall decline in the profit
rate of the industrial sector in the core and ttoegasing power of transnational
capital. Without removing barriers to trade, inwesnt, capital flow, finance, and
domestic regulation, the relocation strategy aedattocess of financialisation could
not be fulfilled. The re-introduction is also apesse to the previous developmental
paths where the power of states reached theirwhak the system of states was born.
According to Wallerstein (1996), the power of ssates-a-vis their relations with
social forces and the structure of the interstgstesn existed before the creation of
capitalism, and arrived at an ‘exceptional’ peakhi@ post-war A-phase. It can be
observed in the Keynesian economic sy&fashadvanced countries; in the use of
state machinery to promote development in devefppountries; and in the

43 An economic system that was based on John Kejahess, namely that the government and public
sector should take an active role in the nationahemy via the monetary policy, fiscal policy, and
macroeconomic policy.
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authoritarian regimes of East Asia. The state nbt an several key enterprises but
was also committed to provide basic services toiitgens.

With the previous developmental paths in thiezone were in decline, neo-
liberalism was seen to be a solution. As Harvep®@&rgues, neo-liberalism is a
‘political project to re-establish the conditiorms tapital accumulation’ (p.19). The
practices of neo-liberalism are mostly coveredhigy\Washington Consensus
mentioned above, in sum, to reduce state intermerti the domestic economy and to
reform institutional frameworks for transnationapdal. It is ironic to see that since
the global financial and economic crisis occurradrdy 2007-2009, the assumption
and practice of neo-liberalism is held back andpitaetice of state intervention has
again been re-introduced to solve the crisis.

Neo-liberalism is the policy of institutionstipport for transnational capital in the
process of global industrial restructuring and icialisation. Furthermore, the
consequence of the process is “economic globaisatin terms of the lifting of
barriers to trade, investment, and finance, fatihg the increase of economic
interaction globally. Globalisation is a contesteticept, and has political, economic,
social, and cultural definitions. Here | only refieto as an economic term. Economic
globalisation and regionalisation mean that ther@ni increase of economic activities
in interaction, integration, connection, and ineggedndence between national states
globally and regionally. From a national perspestihe national states need to adopt
a policy of liberalisation (including deregulatiand privatisation) to engage in
economic globalisation, and therefore challengiatespower.

A number of studies have assumed the inevitabiel toé globalisation (e.g.
Ohmae 1990, Robertson 1992; Reich 1991; Friedm8f)18lowever, several
scholars have questioned the existence of econglotalisation and argue that (1)
inter-nationalisation is a more accurate descniptian globalisation (Hirst and
Thompson 1999; Wade 1996); and (2) regionalisatidhe so-called ‘triadisation’
areas is more integrated than global integratiayyé and Drache 1996; Hirst and
Thompson 2003; Ruigrok and van Tulder 1995). Sarhelars, although recognising
the trend of globalisation, argue that the nattanesstill does, and should, matter
significantly to globalisation (Berger and Dore $9%ilpin 2003a; Mann 2003;
Weiss 1997; Wood 2002b).

Another viewpoint about economic globalisatiaith which my thesis agrees,

regards current globalisation as one of a numbarstérical processes - probably the
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most intensive one. From a world-system perspeotisenomic globalisation is
neither a completely new “stage” of capitalism aarew phenomenon since the
1970s. The dynamics of capitalism have been wortomgrds the economic
integration of the world for about five hundred ggaince the beginning of
capitalism. The difference between the B-phasepsedous periods is that the
current integration has been the most intensivesrms of production, investment,
finance, trade, labour migration. It is importam@nalyse the current economic
globalisation in the context of the B-phase, thathe increasing integration is for the
purpose of solving the downturn and economic citsibe core zones. In this respect,
it is not surprising to find that the core zonee(tfovernments, the corporations and
international institutions which are mainly domiedty the core states such as the
IMF and the World Bank) are the main promotershefprocess of economic
globalisation, as they encourage the financiabsaéind transnationalisation of capital,
and neo-liberalism can serve as a useful bodyafght and practice to impose
economic policies and practices on developing atesit

3-2-2 The relative decline of US hegemony

Coinciding with the decline of the profit rate letindustrial sector and the stagnation
of economic growth in the core, US hegemonic pdvesralso experienced relative
decline. In Chapter two (section 2-2-3), | havecdssed the concept of hegemony
and why | chose the world-system perspective ta Viegemonic transition. As
discussed in Chapter Two, the cycle of hegemoaitsition correlates to the cycle of
capital accumulation as the hegemon of each cgdleei strongest core of capital
accumulation. The rise and the maturity of a hegenwrespond with an A-phase of
capital accumulation and the decline of the hegeamoresponds with a B-phase: the
correlation is shown i€hapter Two. As such, the relative decline of Ugdmeony is
not a unique case historically. The current cy¢lregemony is US-led hegemony,
and it has entered a period of relative declinenduthe B-phase of capitalism. A
great deal of literature from different perspediveas discussed the relative decline of
US hegemony since the failure of the Vietnam Wrere | will only focus on the
body of literature from the world-system perspeztiv

* For example, see Arrighi (1994), p.27; Hopkins aMdllerstein (1996); Gilpin (1981); Keohane
(1984); Du Boff (2003). However, some literatureatjrees with the declinist literature but argues th
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The US rose to be one of the candidates for hegestadums in the 1870s when the
British hegemon entered a B-phase. The US's otbmpetitor, German$/failed
during the two World Wars, and thus the US becdmehly country, whose
industrial power benefited from the two World WaBy. 1948, US national income
was more than twice the total national income ainée, German, Italy, and the UK;
and more than six times of that of the USSR (Siared Arrighi 2005, p.168). As the
first section noted, the US was the dominate soofcaitflow FDI and TNCs in the
post-war A-phasdt was also the creditor country to Western Eurapeé Japan. It
dominated world production, and its specific orgation of enterprises became a
model of mass production, namely Fordidrhe US’s industrial production was
deemed to be the most capable and efficient otteeigapitalist world-system during
the A-phase. In other words, the US was the mantritmtor to economic expansion
of the A-phase.

The US soon transformed such an economic advamtegpolitical, military, and
cultural advantages. One of the main causes dfdéinsformation was the Cold War.
Wallerstein (1996) argues that the USSR-US Cold Wé&s not only about the
competition between two superpowers, but was ai@psandition that enabled the
two powers to exercise a strong control in thein@pheres of influence. He contends
that neither the US nor the USSR were willing tgage in full-scale warfare with the
other, as can be observed by three incidents: ¢éhnBBlockade in 1948, the Korean
War in the 1951-1953, and the Cuban crisis of 1®8allerstein 2004, p.26). In other
words, neither side was really ready to be the di®idnly hegemon. Wallerstein
(2004) describes the Cold War as being ‘cold indedgdrms of direct conflict
between the two superpowers’ (p.26). For the US8tiqa-military alliance with
Western Europe, Japan, and East Asia are examilesse. Not only through
political-military alliance, but the US also proeid economic assistance or
advantages via the program of massive reconstrutdids allies, first in Western
Europe and then in East Asia, as Communist Chirsasean as a threat to US
strategy. As such, the US, not only through its @eltical, military, and economic

the Post-Cord War order retained unipolarity, arel S dominated the order as single power: see the
discussion in Krauthammar (2002).

*5 According to Wallerstein (2004), Germany roseraftachieved unification and defeated France in
war. Before 1873-1914, Germany and the US outdisiéithe UK in the share of production of the
world, and the two countries had the leading sectieel, automobiles for the US, and petrochemical
for Germany.
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strength, but also through the Cold War, maturdoetmome a hegemon in the
capitalist world-system (except in the Communiatest).

In this respect, the USSR might have challengedJ®'s intention to be a true
world hegemon, but it actually facilitated the styth of US powewithin its own
alliance. Furthermore, the USSR was not an altemnadegemon candidate to the US
as it only had political and military strength, batked the most important strength,
economic power. Such power is the determining féwcea semi-periphery rising to
the core, and for a country in the core wishingge to be the hegemon. What
challenged US power or caused US hegemony to @eeias not the USSR and the
Cold War, but the emergence of other economic ctitope

Hopkins and Wallerstein (1996) argue that two mégotors, both economic,
caused US hegemonic power to decline relativelynfi®67/1973. The first was the
challenge from other core economies, namely JapdM&est Germany, in terms of
productivity efficiency and economic growthUS manufacturers saw a decrease of
more than 40% in the rate of capital return betwkEasb and 1973; however the US
adjusted to the crisis by the devaluation of thedd®ar against the Japanese Yen and
the German Mark during the late 1960s and earl¥Y4&9%ilver and Arrighi 2005,
p.170). According to So and Chiu (1995, p.219thm1970s, the US’s growth rate in
GNP per capita (2.42%) and labour productivity iamafacturing (1.14%) was much
lower than that of Japan (5.05% in GNP per capitha75% in labour productivity)
and of West Germany (2.98% in labour productiviBy.1977-1980, the US’s ratio
of net exports to total manufacturing trade begalet negative since 1940 (Bernstein
and Adler 1994 p.20). All these data demonstragettie US has lost its strength and
dominance in the industrial sector.

The second factor is the change of world finangfialcture. The US’s hegemonic
position had been supported by the dollar being asea reserve and transaction-
currency, and therefore the dollar’s status pravithe US with the rights of
‘seigniorage’ (IKenbery 2007, p.47). The emergesicEurodollars meant that the US
dollar was only physically located in Europe busveatually not under US
government’s contrd\’ Furthermore, the sharp increase in the outflow$fgold

“8 For a detailed discussion of the US’s declinedan®mic power since the 1970s up to present, see
Du Boff (2003); Bernstein and Adler (1994).

*" Eurodollars are deposits denominated in US dodiatmnks outside the US (including Europe, Asia,
and elsewhere outside the US), and therefore drenuer the control of the Federal Reserve.
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stock (due to the trade imbalaffeUS Marshall Aid, and heavy capital outflow due
to Vietham War-related expenditure led to a shertagd loss of gold from the US.
To prevent the outflow of gold from the US, in 19#8 US announced that the
dollar was no longer to be freely convertible igtid. The system of global fixed
exchange rates of gold to the dollar was ended.U3@ot only decreased the value
of its own currency but also lost digect control over the world monetary system.
Liewellyn and Presley (1995) conclude that the egnences of the collapse of the
BWS was that, firstly, the US’s hegemonic role meedess acceptable than before to
other countries, in other words, in Wallersteir28@4) terms, the ‘moral legitimacy
of its dominance’ was questioned by other count&exondly, the dollar itself
became vulnerable and its role in acting as themmegic currency was also doubted.
Other consequences included the decision-makingepsoof the world financial
structure that was no longer decided by the USataerilly but by the core zone: an
example was the first annual meetings of Financasrs of the Group of Seven (as
it then was) in 1977 (Wallerstein 1996). FinallyetUS shifted from being the main
source of world liquidity and outward FDI in theS3 and 1960s, to be the main
debtor nation and the largest recipient of foraigpital from the 1980s (Silver and
Arrighi 2005, p.173).

Above all, the most important consequence of thaive decline of US
hegemony was the rise of East Asian economieseicdpitalist world-system. This
might be an “unintentional” consequence but thediéScontribute to the rise of East
Asian economies during the B-phase, as will beudised later. In the historical
process, a declining hegemony is inclined to hieirt fates to the next hegemonic
power as junior partners - the United ProvinceGteat Britain; Great Britain to the
Untied States’ (Wallerstein 2004, p.24). Will it thee same route for the US
hegemony?

A rising economic power centre: the East Asian ecamies
While the capitalist world-system has entered therdurn B-phase and the core zone

has suffered a decline in the rate of profit ofitidustrial sector, the East Asian
region has experienced rapid economic growth amtreasingly important globally

“8 Since 1971, the US has had a trade deficit thatrimeased year by year, and in 2007 the trade
deficit was as high as US$ 700 billion (US CensussBu 2008).
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in terms of manufacturing, trade, and outflow FDhe trend implies that a new
economic power has recently ascended while theoféke world and the core zones
have descended. In my view, the rising economicguavill play an important role to
facilitate another upturn phase of capitalismanbther upturn is possible.

With respect to economic growth in terms of theumtgrowth rate in GDP, most
developing countries in East Asia have remaindzbtween five percent and eleven
percent during the last two decades, a figure mighen the average growth rate of
world GDP (1.81% to 2.88%) and of OECD countried2% to 2.22%) (World Bank
2005). By percentage distribution of global GDRPBP in 2007, the Asian and
Pacific region is the top region (32.7%), surpagsire EU (29.3%). Exports from
East Asia have also had remarkable growth. Theestfdeast Asian exports in world
trade increased from 15.3% in 1980 to nearly 28207 (Urata, 2004; WTO 2008).
In particular, manufacturing exports have dominaisei@'’s trade, for example, nearly
82% of Asia’s trade was manufacturing exports i@20NVTO 2008). The share of
East Asia’$” manufacturing exports of total global manufactgraxports was
17.7%in 1980, and this figure grew to 30.8% in 20/ O 2008). Furthermore, by
2007, China was the leading exporter of manufadtgmods, and its share of the
world’s manufacturing exports was nearly 12%, ssspgj the US (9.6%), Japan
(6.7%), and any single country in the EU. Only seyears ago, the US was the top
leading exporter of manufactured goods, with aesktzait was nearly 14%, compared
to China’s 4.7% (WTO 2008).

Chapter Two reviewed some of the development tileeawith regard to the factor
that facilitated the East Asian region’s ascentsMuational model approaches
believe that the role of the state, or its insioioal framework, or its internal
integration (see the discussion in Chapter Ontijeikey factor. However, | have
criticised their lack of attention to the intermeattal context, which I will discuss here.
The relative decline of US hegemony and global stdal restructuring mentioned
above are the key factors that have contributédeaise of East Asia. During the
heyday of US hegemony, Japan and some Asian NiBsstrialisation benefited
from US support in terms of economic aid, outwald,Fand the establishment of an
economic planning mechanism. With the official ef@&conomic aid, the US
suggested a policy of export-led industrialisa{{B®I) as a means to reduce the costs
of retaining hegemonic power in East Asia (Gill93Q The US opened its domestic

49 Japan, China, East Asian NIEs, Malaysia, and @hélil
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market for its East Asian trading partners. Sueshi#t of regional economic policy by
the US thus encouraged some East Asian statesitdepgandustrialisation, such as
Japan, South Korea and Taiwan.

The fast growing exports from East Asian statethe US caused serious trade
deficits between the US and its main East Asiatnpas, and domestic US products
could not compete with cheap imports from thesenttees. For example, between
1978 and 1987, Taiwan'’s trade surplus with the ttSeased from US$0.2 billion to
US$16 billion (CEPD 2008, Table 11-9a). US-Taiweade relations will be further
discussed in Chapter Five. Under pressure fromnd8sitries, the US requested that
its East Asian trading partners reduce their esprthe US, and most importantly, to
appreciate their national currencies. Since the 1880s, East Asia’s second post-war
wave of industrial restructuring has occurred,rafte Japanese currency was put
under pressure by the US to appreciate its currendiie Plaza Accord of 1985 (the
first wave occurred when TNCs began to establist&RZs in Asia in the 1960s).
The Japanese Yen appreciated by 31.19% betweenat@B988. Consequently,
Japanese outflow of FDI increased sharply, from &J&®illion in 1985, to US$44.2
billion in 1989 (UNCTAD 1991). Japanese FDI in AsidIEs increased from
US$718 million to US$4.9 billion from 1985 to 19840OF Japan 2005). Thereatfter,
the US raised a variety of trade issues with EasmRNIES, such as opening their
services market, the protection of intellectualpemy rights, trade-distorting
investment laws, specific industrial targeting, amalst importantly, the appreciation
of Asian currencies (Bernard and Ravenhill 1995gdiéad and Cheng 1989). The
South Korean Won appreciated by 20.54% from 198089, and the New Taiwan
Dollar appreciated 30.19% between 1986 and £88&th South Korea and Taiwan
also became capital-exporting countries during pleisod.

Meanwhile, the US had changed its relatiorth @iommunist China and shifted its
regional strategy in East Asia to less interventamnUS President Richard Nixon put
it in Foreign Affairs in 1967, ‘in a design for Ass future, there is no room for
heavy-handed American pressure; there is needibtlesencouragement of the kind
of Asian initiatives that help bring the desigmreality’ (Nixon 1967). There are
many factors that caused the US to decide on rapproent with China in the late
1960s and early 1970s, such as the failure of teen&m War, the burden of

*The data for Japan and South Korea is from the’sMiternational financial statistics database.
Taiwan’s data is from CEPD (2008).
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economic assistance to the US’s anti-communissalh East Asia, and the
opportunity to create conflict between the USSR @htha. Whatever the case, the
US’s change of East Asian regional strategy hasahstdbng influence on East Asian
states, in particular on China and Taiwan. China tha first Communist state to be
offered an opportunity to integrate into the cdystavorld-system, although
integration has only gathered pace since the 48@9s. The beginning of China’s
integration into the capitalist world-system alsméfited the whole East Asian region
as China provides a huge cheap labour force amtftannvestment and production.

As such, the US initially attempted to increasepghmduction costs of these East
Asian countries in order to reduce its trade desfi¢ciowever, the pressure
unintentionally became the major “push” factorstfifor Japan, and then for East
Asian NIEs, to export capital and relocate theadurction overseas. On the other
hand, the start of China’s integration into the lk@ystem has played a “pull” factor
in attracting East Asian outflow FDI. A division @bour of manufacturing among
East Asian states has thus formed to serve agddegtion base for the world.

However, according to Arrighi (1994), the declirfdJ® hegemony does not
mean that there will be another new hegemon t@cepthe US soon; instead, there
will be some uncertainty about the next cycle asdinrent cycle has a specific
feature that has not occurred in the previous hebcycles. The US still acts as the
centre of political-military strength in the capisaworld-system, although there is a
rising centre of capital accumulation in East ASiach a separation places
uncertainty to the next cycle (Arrighi 1994). | wowadd two other factors that
contribute to such uncertainty.

Firstly, the East Asian region still relies on th8 market. The empirical data
demonstrates that the share of intra-regional trad@st Asian trade grew from
34.97% in 1980 to 55.56% in 2006 (ARIC various ge&ouquiret al.2006, p.1).
Several studi€d reveal that the growth of intra-industry tradetérms of trading

*IA study by the Japanese Ministry of Economy, Tradé Investment (METI) reveals that the trade
value of intermediate goods (e.g. parts and masgiiecreased faster than the value of finisheddgoo

between 1990 and 1998 in Asia, see METI (2001). As$ian Development Bank’s (2008b) report also
shows that the percentage of parts and componerts in the total manufacturing trade grew from
24.3% to 29.4% between 1996 and 2006. The IMF'saaA%4cific Regional Outlook in 2005 also

makes a similar argument.
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intermediate goods and vertical specialisafiomas driven East Asia’s intra-regional
trade. If the intermediate goods’ final destinati®taken into account, the Asian
Development Bank- ADB (2008b) estimates, in 2006t eventuall\67.5% of Asian
exports, direct and indirect, are to outside tigeareal market and 32.5% within the
regional market, although Asia’s intra-regional estpwvas 51.8% (p.72). What the
data above tell us is that the increase in intggereal trade of the East Asian region is
due to the increase of intra-industry trade. Thet Baian region still relies on an
external market, especially the US market. Althofrgm historical perspective, the
core zone or the hegemon may have relied on annaxtmarket (e.g. the Netherlands,
Britain), this was due to their own natural temigblimits. In the case of East Asia, in
particular of China, the reliance on an externatk@tis due to the low capacity of
domestic mass consumption. In my view, China’s radaece to the core (not as a
hegemon) is only possible when it controls the $egtors in industry and finance,
and serves as the world’s market (not only the sk®fiactory) to solve the crisis of
over-production in capitalism. Palley (2006) argtreg China needs to shift from
export-led growth to a domestic-demand developnhett@tegy in order to solve the
contradiction of China’s reliance on the US maiket example, recession in the US
market will eventually impact on China’s growth).

The other factor in the uncertainty is the pter relationship between East Asia
and the US in the financial sector. East Asia’afficial capital has limited capability
to dominate the global financial sector, althoug East Asian region has obtained a
huge trade surplus, foreign reserves and madeanigtgs. East Asian countries
generate net savings (domestic saving exceeds ticnm&stment) but do not
manage it on their own; rather, financial invesiostitutions from the EU and North
America serve as financial intermediaries for ASieowenet al.2006). Some
evidence of this weak capability is as follows:

» Although Asia’s cross-border portfolio investmemtrieased sharply during
2001-2004, only a small share of this was intraeneg. Asia’s foreign
portfolio liabilities and assets are mainly frone tdS and the EU-15 regions

(in other words, this is capital inflow from outsidsia) (Croweret al. 2006,

2 Vertical specialisation is the industrial resturig of production chains, such that differengst
of the production chain are controlled by differémns, rather than being vertically integratedhiita
single firm (Hummels, Rapport, and Yi 1998).
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p.9).

= Asian holdings of US assets and US holdings of Aassets continue to rise
recently; the US has also been the main sourcereign portfolio investment
in East Asia (36% to 37% during 2001-2006) (ADB 2060p.124-126).

= Asian countries rely on bank borrowing and lendimgre from US and EU-15
banks than from regionally based Asian banks. Taiens of US and EU-15
banks on Asia were larger and increased fasterAlsan banks claims on
Asia (Crowenret al.2006, p.10).

= Among the top 50 financial TNCs in 2008, only fowgre from Asia (two
from Japan, one from Hong Kong, and one from Sioga)p The others were
mainly from North America and Western Europe (UNQX2008).

Apart from the lack of capability of financial cégli, Asian economies have remained
interdependent with the US economy through linksvben their currencies and the
US dollar. The US dollar has long stood as the @v®rinajor reserve currency, even
though its share of global allocated foreign exdgeareserves decreased from 80% in
the mid-1970s to 63.9% at the end of 2007 (IMF 200& Economist 04/12/2004).
Many East Asian countries have long maintainedctlive indirect pegs of their
currency to the US dollar, thus enabling the U&djust their trade imbalance by
pressurising these countries, including Japan\tBks, and China, to appreciate their
national currencies. Because the US market ses/thgedargest destination for East
Asia’s final products, East Asia on the one hamnsldhuge trade surplus with the US;
and on the other hand, this trade surplus is ptedeas East Asia’s official foreign
reserves, nearly 88% of global foreign reserve ing&f* Most of East Asia’s foreign
reserves are in the form of US dollars. The situabias several implications.

Firstly, East Asian countries need to purchaseéfBelollar when their national
currencies appreciate, in order to prevent Asigroexoriented industries being
greatly damaged, something which also works tolgalihe price of the US dollar.
Second, most of the East Asian foreign reservesaested in US governmental

*31n 2006, the amount of East Asia’s foreign resemas US$2,944, 397 million, the world’s foreign
reserve was US$3,348,120 million (The share ohthlding to East Asia’s holdings, top three holders:
the PRC accounted for 36.2%, Japan 29.8%, Taiwgn S&& Dent (2008), p.160; IMF (2008).
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securities and the financial marRétyith the result that the inward foreign capital
flow balances the capital account of the US. Téiwhy the US has huge trade
deficits and fiscal deficits while also having gital account surplus. Third, cheap
and abundant imported goods from East Asia hadeshéiire US to consume more
than they produce (i.e. GDP) and maintain a lowwjnaate in the consumer price
index (CPI1)>® which, together with their capital account surphitows US interest
rates to remain lower than elsewhgtés such, on the one hand the US has
facilitated East Asia’s export-oriented industsalion. On the other hand, the
domination of the US dollar and cheap imports fieast Asia have alleviated the
weakening productivity of the US. Such a relatiopgtes Asian countries to the US
dollar and US economy. This also becomes a dilefom&ast Asian countries, for
example, whether or not to diversify their mainreacies making up their foreign
reserves, although this idea would be strongly spddy the US.

Conclusion

The capitalist world-system has experienced a Bogmit change in the post-war B-
phase, a change that is neither one of capitaligrareling from a national economy
to economic globalisation, nor from state-led depelent to neo-liberalism. It is a
transition of the industrial centre shifting frohretcore zone to the semi-peripheral
zone and to a few countries in the peripheral Zorest notably China). Itis a
transition resulting from the relative decline d& legemony and rising capital
accumulation centre in East Asia. The core zone#@usnow pursues profit and
capital accumulation through financialisation. Irrghi’s view, the future is uncertain
as the centre of political-military centre is dif@t from the rising economic centre.
The rising economic centre also has a complicatditiqal economic relationship
with the current hegemony.

**In summer 2005, foreigners held a quarter of teds issued by the US and more than 50% of the
US Treasury bond market. East Asia has been dfis@mti region in investing in the US bond market,
see Warnock (2006).

*The US CPI of all items has been lower than EU A& dapan since the 1980s, See OE®BIn
Economic Indicatorsvarious years.

%% (1) Between 1980 and 2004, the US received neidgorcapital and financial inflows. (2) If the CPI
remains low, the pressure of inflation is low. Rbis reason, the Federal Reserve can keep interest
rates low and even reduce them.
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Taiwan’s change in the past two to three desds been significantly influenced
by these changes. As the next chapter will shouwdrds post-war peripheral ascent
was supported by US hegemony, the US’s regionatiesfy and the new international
division of labour in the 1960s. As these two fagtioave changed, Taiwan’s
capitalist development inevitably changed. Taiwaaffected by the shift of the
industrial centre from the core to the semi-pengland from the semi-periphery to
the periphery; the rising of a new economic certre;process of financial expansion;
the emerging policy and practice of neo-liberalesma the attack on state power; and
the relative decline of US hegemony. In sum, Taiwascent trajectory in the B-
phase has benefited from and been constrainedehyatied changes above.

In the following chapters, | will discuss in detadw Taiwan’s domestic state-
capital-labour nexus has interacted with thesa@mftes to shape Taiwan’s particular
ascent trajectory. Before entering into the disausdowever, it is important to
examine Taiwan’s peripheral ascent trajectory: kvl aiwan ascend to become a
semi-peripheral state, and what did Taiwan achiiefere the B-phase?
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Chapter Four: Peripheral Ascent: Historical Study o Taiwan’s
Capitalist Development before 1987

Introduction

In the early seventeenth century, Taiwan was intbdlonly by several ethnic groups
of Malay-Polynesian origin, and they were engagea primary economy to sustain
living. Thereafter, Dutch hegemony, the Chineseg@&mpire, British hegemony, and
Japanese imperialists subsequently paid atterdgitimetsmall island. By the end of the
Second World War in 1945, Taiwan had a serious @operisis (inflation) and its
GNP per capita in 1952 was only US$186. Even ir018% GNP per capita (US$390)
was still less than other developing countrieshsag Brazil (US$420) and Mexico
(US$670) (Hsu 2002). However, Taiwan'’s current ecoic performance (per capita
GNP, world trading status, and economic structhes)become, in the World Bank’s
classification, a high-income developing countrlisichapter argues that Taiwan
ascended from the periphery to the semi-periphretizge 1970s, as Taiwan has
developed both export-led industrialisation and dstic production chains in main
industries. After the late 1980s, Taiwan advantedemi-peripheral status (but not
yet part of the core) by exporting capital, an@cating industries to peripheral
countries. The question in this chapter is: howThdvan ascend from the periphery
to the semi-periphery? The chapter will focus oiwaa’s capitalist development
from the seventeenth century to the pre-1987 pednd Chapters Five to Seven will
mainly discuss Taiwan’s upward trajectory since7.98

As discussed in Chapter Two, various develqurstudies, in particular with East
Asian political economy concerns, have examinedeiail the factors of economic
success of East Asian NIEs. The neo-classical $embWorld Bank scholars
contend that the correct strategy, export-led itrdalsation, is a key to such a
success. The state-centric school however argaeshid function of state-guiding in
the domestic economy is a significant factor. Tiuely of Taiwan'’s capitalist
development was engaged in the core of the debaie chapter will however, adopt
a different perspective to re-examine Taiwan’s astrajectory, namely to study
Taiwan’s capitalist development from the contexthaf capitalist world-system (the
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structure of capital accumulation and the inteessgstem), and from the domestic
state-capital-labour nexus.

In the first section of the chapter, | wilbduss the timing of Taiwan’s peripheral
ascent based on the definition of semi-peripheryissussed in Chapter Two. Then
the historical study will be presented in the seqeeof (world and regional)
hegemonic order which once dominated Taiwan’s igalieconomy, as Table 4-1
shows, from the Dutch occupation of Taiwan in teeeniteenth century, the Qing
Empire’s rule from the seventeenth to nineteenttiwcees, the British influence in the
nineteenth century, Japanese colonialism from 1894845, and US influence in the
post-war period. | will discuss how the hegemonbeo and the capitalist world-
system shaped Taiwan'’s capitalist development. diails an interesting case,
because a small island like Taiwan experiencedndt@ring and decline of
hegemonic transition in the capitalist world-systasrrable 4-1 shows. Taiwan’s
capitalist development reflects regional and glabainges. Finally, the chapter will
analyse the special feature of Taiwan’s periph&saént (from a periphery to a semi-

peripheral) by adopting the analytical frameworldesussed in Chapter Two.

110



Table 4-1: The periods of Taiwan’s changing strradtposition within the capitalist world-system

Hegemonic order| Period State Methods of inclusion into the world-system Industry Main production
Authority relations
The maturing of | 1624-1662 Dutch colony| e Maritime Transfer base for international tradel'he primary | Primitive
Dutch hegemony ¢ Natural resources sector economy,
(1620-1650) e Trade: exporting buckskin, venison, dried fish, landlord-tenant
sugar to Japan, China and Persia; importing
silver from Japan
The decline of 1662-1683 Zheng’s e Trade: exporting rice, sugar, buckskin, silk, | Agriculture Landlord-tenant
Dutch hegemony Family herbal medicine to Japan; importing cooper
(1650-1700) lead, weapons and other military materials
from Japan and Southeast Asia
1684-1857 Qing e Trade: exporting sugar, rice, jute, rattan, Agriculture Large landlord-
Empire’s camphor wood to the Mainland; importing | (sugar, rice) | small landlord-
affiliate industrial products (cotton fabric and cloth, tenant
silk, paper, porcelain) from the Mainland
The maturing of | 1858-1894 Politically e Trade: exporting sugar, tea, camphor to Agriculture Large landlord-
British hegemony belongs to thel Europe, Mainland, the US, and Japan; (sugar, rice, | small landlord-
(1850-1873), the Qing Empire; importing opium from Europe, raw materialg tea, camphor) | tenant
decline of British Economically from Mainland
hegemony (1873 influenced by | e Finance: British financial capital
1897) European
Powers
Japanese regional 1895-1945 Japanese ¢ Exporting sugar and rice to Japan; Agriculture, e Agriculture:
imperialism colony ¢ Importing manufacturing goods from Japan| light landlord-tenant
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e Japanese inward FDI industries, e Industry:
¢ Japanese financial capital heavy handicraft,
chemical wage labour
industries
(from the
1930s)
1945-1949 The KMT Exporting sugar to Mainland Agttare, Agricultural:
The maturing of light landlord-tenant
US hegemony manufacturing
(1945-1967/73) | 1950-1965 The KMT e Trade: exporting sugar, rice and processed| e Agriculture | Agriculture:
food to Japan; importing raw materials from| e light smallholders
the US manufacturi | Industrial: Wage
¢ Inward FDI: Overseas Chinese and US FDI| ng (food labour
e US aid processing,
textiles)
The decline of US 1966-1986 The KMT e Trade: exporting textile, plastics and Light Wage labour,
hegemony electronics products to the US; importing | manufacturing, home-based
(1967/73-) capital goods from Japan heavy- labour
e Inward FDI: Japanese and US electronics Rmhemical
industries,
electronics
assembly
industries

Source: Conducted by the author
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4-1 From the Periphery to the Semi-periphery

When did Taiwan ascend to the semi-periphery? Giagh (1988) argues that
Taiwan ascended to the semi-periphery in the d&R0s, due to Taiwan’s exports
shifting from low-waged, low-skilled and labour émisive products to high-waged,
high-skilled and capital intensive products, and tluTaiwan building up its
periphery in Southeast Asia. However, Taiwan’soudli statistics show that, before
1987, there were only a few cases of outward Tagsarnnvestment (less than 50
cases) and most of them invested in the US. 1186®s and the 1970s, food
processing and textile products were still the nproducts and exports. Not until
1988 did the electronics and electronic equipmeatos become the top exporting
sector (Liu 1995[1992)As such, Greenhalgh’s argument cannot be useapjoost
assertion that Taiwan ascended to be semi-periphéhg early 1970s. A similar
concept to semi-periphery is the term Newly Indakted Countries (NICs), which
was created in 1979 by the OECD. The OECD defin€sh three aspects: (1) Fast
growth in both the absolute level of industrial éayment and the share of industrial
employment in world total employment; (2) A risisgare of exports of
manufacturing; (3) Fast growth in real per cap@alP such as the country was
successful in narrowing the gap with advanced cas{Chowdhuy and Islam 1993).
Under this definition, four Asian economies (Taiw&outh Korea, Hong Kong,
Singapore), Spain, Portugal, Greece, Yugoslavixidde and Brazil were on the
NICs list. Industrialisation is the key to the stabf the NICs. Yet what kind of
industrialization trajectory is it? The definiti@ove is too narrow and it only
focuses on export-led industrialisation.

One of the definition of semi-periphery as discdsseChapter Two was in terms
of a mixture of both core and peripheral activitiesthe 1970s, Taiwan not only
developed labour-intensive export-led industriaitsg but also developed an
integrated domestic production chain by developimi@eavy-chemical industries,
such as petro-chemical, iron, and steel sectotterins of the international division of
labour and the link between the core and the peripiraiwan’s semi-peripheral
status is more profound since the late 1980s, Wia@nan exported capital, and the
main exports shifted from textile products to canable electronic products. In sum,
Taiwan’s capitalist development ascended to tha-peniphery after the 1970s
through a mixture of core and peripheral activjt@ace the 1980s, Taiwan has
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advanced its status (although not yet to the abreugh the export of capital to
peripheral countries. Taiwan’s ascent from periphersemi-periphery occurred in
the heyday of US hegemony during the A-phase.

4-2 Dutch Hegemony

4-2-1 The maturing of Dutch hegemony: Taiwan transgirmed into a trade
oriented economy (1624-1662)

Before the Han Chinese migrated to Taiwan in thvemsieenth century during the
Ming Dynasty, the aboriginal inhabitants consistédeveral ethnic groups of Malay-
Polynesian origin (also referred to as Austronggiaisiao and Hsiao 2002, P.167).
Their main productive activity was to cultivate igrarops (especially rice and foxtalil
millet planted in dry fields) and hunting; immigta@hinese were mainly engaged in
trading (Shepherd 1993). This division was becduwse&an’s aboriginal people’s
production was only for subsistence rather thanrthestment of labour for increased
production (Shepherd 1993). The isolation changid thve 1624 Dutch occupation.

During the seventeenth century, European statepetitimely searched for
lucrative overseas colonies, especially in seetongpntrol or gain access to their
natural resources and raw materials. Dutch hegeram®sg in the sixteenth century
and Holland became one of the major seafaring aodamic powers in the
seventeenth century. Dutch traders dominated iatemal trade, and the Dutch were
briefly the most important trading and financiahtre in the seventeenth century in
European capitalist world-system (Shannon 1989)602, the Dutch East India
Company Verenigde Oostindische Compaghmwas founded, which had the right to
sign foreign treaties with trade zonesttooigebiedf’, enlist its own army and navy,
and wage a defensive war to prevent other Europations from entering its area. Its
trade zones included Coromandel coast of Indiac&@uBengal, Ceylon, Japan
(Deshima), Taiwan (where it established a tradiogt)y China, Persia, and Arabia
(Vries and Woude 1995[1997]).

It was at the peak of its hegemony (1620-1650) wherDutch occupied Taiwan.
In 1622, The Dutch East India Company first occdgtenghu, (also called the
Pescadores, a small group of islands near SoutGéash, now affiliated to Taiwan)

" The information about the trade zones is from
http://www.tanap.net/content/voc/tradezone/tradezam
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to use it as a maritime transfer base for inteonati trade within the Far Eastern
region (i.e. entrepot trade with Japan and Chitigr negotiating with the Chinese
Ming Empire, the Dutch gave up Penghu and insteealded Formosa (Taiwan) in
1624. The Dutch controlled both northern and sauti@iwan after they defeated the
Spanish in the north of Taiwan in 1626. The Dutcbupation marked Taiwan'’s first
direct link with the emerging European capitalisirld-system. The Dutch imposed
trade duties and monopolised Taiwan'’s trading canihey deposed all landlords
and placed the land into the (Dutch) King’'s owngrsancouraged Chinese emigrants
from the mainland, and rented land to these Chiasdenants, the so-calleddng-
tian’ system. Through the wang-tian system, the Dutaliccmake use of the
landlord-tenant system to extract and increasealtural products. By 1649, Taiwan
was the second largest Dutch trading post in t&imisding volume(the largest was
Japan) of its Asian trading zones (Hsiao and H2@@®). Taiwan’s trading network
involved trade in luxury goods and in bulk goodaivilan exported buckskin, venison,
dried fish, sugar, tea, camphor and copper to Jdpiaina, and Persia; it imported
silver, raw silk, silk and satin, herbal medicipeycelain and gold from Japan and
China (Hsiao and Hsiao 2002). For Wallerstein (398 distinction between

trading in luxury goods and in bulk goods is theg former is trade within a world-
system but the latter between world-systems. krégpect, Taiwan’s trading
network was both within and between the world-gysteln sum, the Dutch
occupation transformed Taiwan from a self-substgimitive economy to an
outward-trading oriented economy, from an isolaeonomy to one interacting with
regional and world economies.

4-2-2 The decline of Dutch hegemony and the rise Ghinese influence on
Taiwan (1662-1857)

The Dutch entered a period of decline in 1650haBritish overtook them as a
trading and financial centre (Shannon 1989). Atdame time, the Dutch lost its
control over Taiwan. In 1660, the Chinese Ming lst&zheng Cheng-gueng fled to
Taiwan after losing control of the mainland to Manchu Qing dynasty. In 1662, the
Dutch were defeated by Zheng. The Zheng regimetaddpe previous Dutch
economic system, except changing ownership ofahe from the Dutch king to the
Zheng regime, and forbidding Taiwan’s trade withr@hand the Dutch (Hsiao and
Hsiao 2002). By excluding China and the Dutch,Bhé&sh replaced the Dutch as
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Taiwan’s major European trading partner; they sigimeee commercial treaties
(Taiwan was called the Kingdom of Formosa) with Zieng family and established
a trading house in Taiwan (Hsiao and Hsiao 20G)ad became Taiwan’s main
trading partner. As will be shown later, Britaindalapan showed more interest in
Taiwan in the following decades. The Zheng famyerned southern Taiwan until
1683 when the Qing army attacked and conqueresided. In general, the
achievement of the Zheng’s regime was to improvealgural production and
deepen Taiwan'’s trading-oriented primary econorttipagh it replaced China and
the Dutch with Britain and Japan as its main trggartners. Taiwan exported rice,
sugar, buckskin, silk, and herbal medicine to Japad imported copper, lead,
weapons and other military materials from Japan@matheast Asia.

From 1684, Taiwan remained affiliated to K@nchuria Qing Empire for the
next 211 years (1684-1895), first as part of Fupeovince (1684-1986) and then as
the province of Taiwan (1887-1895). During thisipéy the Qing Empire
discouraged migration to Taiwan from the Chinesentaad for the sake of national
security. Many mainlanders nevertheless emigrgtadicularly from south eastern
China to Taiwan, thus increasing the growth of Teaii® agricultural cultivation. In
1725, the Qing ended the ban on rice imports fr@mv&n and, as a result, Taiwan’s
rice production and exports grew (Duan 1999). Adow to Duan, sugar and rice
were the two main products and exports until thegening of Taiwan’s harbours to
the West in 1858. Rice was mainly exported to tleenland, and sugar to both Japan
and the Mainland (Duan 1999). These exports weialynaroduced by the landlord-
tenant system which had been introduced with theigrant Han Chinese in the
seventeenth century. In particular, landlords wekveled into large and small
landlords, the former obtaining land from the Qanghority and renting it to the latter,
who in turn rented their land to tenants. HoweVaiywan'’s rice exports declined
sharply after the 1850s, because of the forcedingeri China’s ports that introduced
competition in rice imports from other Asian couesr(Duan 1999). In other words,
Taiwan’s rice lost the Mainland market after Chivess forced to open its markets.
With regard to Taiwan imports, the import of congurproducts was mainly from
mainland China (e.g. cotton, ironware, grocerias, lmandicraft industrial goods), yet
this source also changed to Britain and Japan @féeopening of Taiwan’s ports
(Duan 1999).
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In sum, under the Qing Empire’s rule, Chinese inratign facilitated the growth of
agricultural products in Taiwan and the Mainlandsvitze main trading partner.
During this period, Taiwan did not have direct Bnkith the European-led world-
system but was within the Sino-centric economidesys Taiwan mainly exported
sugatr, rice, jute, rattan, and camphor wood tdMhaland and Japan, and imported
industrial products (cotton fabric and cloth, splaper, porcelain) from the Mainland
(Duan 1999). With its inclusion into the Qing EmgpiTaiwan’s further development
was significantly changed by the Qing Empire’siaeolution.

4-3 British Hegemony: Opening to the British-led Wold-system (1858-1894)

After the decline of Dutch hegemony, Britain rogdée the hegemon in the late
seventeenth century, reaching its peak between 4880873. Britain expanded its
role as a central commercial and financial entrgbdthe world via its overseas
colonies and commercial networks. The key to thedBrhegemonic role in the
world-economy was ‘unilateral free trade’ promobgdBritain (Silver and Arrighi
2005, p.164). In Asia, the British and French defddhe Qing Empire in the second
Opium War in 1858 that forced the Qing Empire tngihe unequal treaty of Tientsin
with the British and the French. Accordingly theigern ports of Taiwan were
required to be opened for trading. Two years ldber,Qing Empire signed another
unequal treaty, the Treaty of Beijing, which forded opening of the northern ports
of Taiwan to European traders. The two treatiesahsignificant influence on
Taiwan’s economy in terms of towards to be a mapod-led economy. As the data
shows, after the opening of Taiwan’s ports, TaigaxXports grew tenfold between
1865 and 1893, and the export balance increaseddrtvade deficit of 480,000 Qing
Kuping taels, to a surplus 4,613,000 Qing Kupireg)s (Liu 1992[1975], Table one).

The British influence was different from Dutch doance as the latter occupied
Taiwan as a colony while the former influenced Tamwia “free trade” and British
financial capital. Between 1868 and 1894, Taiwan&or exports were sugar, tea,
and camphor, with tea and sugar on average acoguioti more than 85% of total
exports during this period.The export-led production of tea and sugar waaied
and financed under the influence of British capialough loans and control of

%8 According to the Treaty of Shimonoseki, one Kupiagl weight about 37.3 grams of gold.
%9 The author’s calculation from Ho (1978).
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trading channels (Yanaihara 1985[1934], p.34). AT&60, local export associations
could not compete with British trading companieslacal trading companies were
established (Hsiao and Hsiao 2002). These Han &aitmading companies gradually
evolved into money lending businesses and thus t¢amplay the role of loan capital.

In the financial sector, there were no formal ficiahinstitutions (i.e. banks) set
up in Taiwan during the late nineteenth centuryw@aese tenants obtained funds
mainly from two areas: one was their landlord dredther was from merchants. The
key funding source behind Taiwan’s domestic merthasas European banks,
through intermediaries such asa zhen gudr{merchants), andyang hang(foreign
trading companies) (Liu 1992[1975], p.16-17). Tiggest financial institution
behind theyang handor loans was the British owned Hong Kong and $hanBank
(HSBC). However, the HSBC did not establish brasaheTaiwan, but required the
yang hango serve as the representatives to distributesltaiocal
Taiwanese/Chinese merchants, and then from theharecto local trading
companies, and finally to farmers (Lai 1997; Lit92p1975]). The circulation of tea
and sugar commodities moved in a reverse directienfrom farmers tgang hang

Around 80% of sugar production was for export, wiéipan and north China the
destinations; tea was ‘developed as a direct careseg of the opening of trade with
the West’, and went to Europe, America and South&sia (Ho 1978, p.16-20).
Taiwan was also the largest camphor producer invtiréd (Hsiao and Hsiao 2002).
Meanwhile, opium accounted for nearly 60% of Tailsamports by 1880 (Sumiya et
al. 1995[1992]). The division of labour in the puation of tea and sugar was as
follows: Han Chinese tenants produced tea and Sl¢an Chinese merchants
dominated domestic trade, and Western capitalisigafticular the British, Germans,
and the Americans) dominated external trade anfintbhacial arena through trading
companies and providing loans. The state (the @mgire) played little role.

In sum, this was the second period of Taiwalirsct link to the European-centred
capitalist world-economy. This time, however, timk hwent further. British capitalists
had no interest in changing the mode of produahohaiwan (e.g. they did not
introduce wage labour). Instead, they made uskeoindigenous production relations
of the landlord-tenant system (which | describesvjusly as larger and small
landlords versus tenants). British capitalists dwted the external circulation and

%1t was a plantation export economy of ‘sub-tropitgpe (i.e. tenant labour), similar to a Caribhea
economy but without slave labour.
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financial arenas to obtain surplus value. Findllgiwan’s agricultural production was
heavily export-oriented and mainly concentratedogar and tea.

4-4 Japanese Colonialism (1895-1945)

After the Qing Empire was defeated by Japan irfiteeSino-Japanese war of 1894-
95, China agreed to cede Taiwan and the Pengmdssta Japan. Taiwan was
therefore placed under direct Japanese colonialfrom 1895 until 1945, when Japan
was defeated in the Pacific War. Taiwan’s econongeun Japanese colonialism was
fully integrated into a Japanese-led regional stdtesn, in an international division of
labour between Japanese manufacturing and Taiwagesellture through trade,
investment and finance. Taiwan was further develdpeards an export-oriented
agricultural economy. For example, the share obespgo GDP ranged from 35% to
53.9%, between 1905 and 1939, a level which wasegatined until the 1970s (Scott
1979; Sumiya et al. 1995[1992], Table 0-4). Thearigj of Taiwan’s exports and
imports were in trade with JaganSugar and rice were the two main exports, and
their share of total exports increased from 51%@1900s to 72.7% in the 1930s
(Ho 1978). Japanese colonialism differed from thuech and the British in the
following ways: firstly, Japan attempted to usewan to pursue its semi-peripheral
ascent strategy; in contrast, the Dutch and thiesBrmainly sought profits. Secondly,
Japan introduced the production relations of chpitd wage labour in some
industrial sectors while the other hegemons did Tibirdly, Japan established a
complete framework of bureaucracy, as well as itrddlsand financial systems that
were taken over by the KMT later. The other twodragns did not do so. These
differences inevitably led to a distinctive inflienon Taiwan’s capitalist
development. The following section will discusssoints in detail.

Before discussing the influence of Japaneten@lism, it is important to put
Japanese colonialism in a wider context. Japan-draivolonial relations were not a
unique case. As Moulder argues (1977), Japan’srwemlenization of Taiwan, South
Korea, Southern Sakhalin, the Ryukyus, and sonts paNorth-eastern China,
facilitated Japan’s industrialisation in severalysia1) it provided a market for

¢ Eighty-four percent of Taiwan’s exports went tgpda (mainly sugar and rice) during the period
1897-1939; while 77% of Taiwan’s imports were frdapan (mainly manufactured goods, chemicals,
and processed foods). The data is drawn from H@gLlHowever the data does not cover each year
between 1897 and 1940. Rather, it shows only sslegars during this period.
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Japan’s growing industries; (2) it provided raw emits; (3) it contributed to Japan’s
shipping industry; (4) it brought indemnities aralanial taxes, in particular Chinese
indemnities, making up around one-third of Jap&™N\& (Moulder 1977 p.184-188).
However, this Japanese-led regional sub-systenstiasubject overall to the West.
Japan was not fully independent from the West'kierfce in Asia and did not
recover its full tariff autonomy until 1911 (Win&d 1990; Halliday 1975). During the
period of “unequal treaties” with the West (185828 Japan needed to import
manufacturing goods from the West and to exportsily tea, coal, and other semi-
finished goods. In other words, Japan occupietieasémi-periphery status in the
capitalist world-system and acted to integrateréiggonal division of labour in the
rest of East Asia.

During the first ten years (1895-1904) of Japamesenialism in Taiwar??
Japan’s aim was to build and ‘modernize’ the bagfastructure® including the use
of land surveys and land reform, the reform ofrtle@netary and financial system, the
control of customs and fiscal authority, and th@alglsshment of modern
transportation facilities. In the second period089934), Japan further developed
Taiwan’s sugar and rice export-led agriculturethi@ sugar sector, Japanese capitalists
first invested in Taiwan by establishing factorgsl introducing new machinery in
1900, with the support and protection of the Japamelonial administration in
Taiwan. Before 1924, Taiwanese were not alloweektablish factories, unless the
factory was a joint-venture with Japanese (Ho 19783). As such, Japanese
capitalists dominated the sugar sector and incdeigs@roductivity’*

However, this was only for sugar-processing. Asdioect sugar-production, the
major supply of primary sugar to the new sugardiaes still came from tenants

%2 Here | draw on Liu (1995[1992])’s division of Jayese colonisation into three sub-periods.

®*Those who argue that Japan’s colonialism promotiddn’s modernisation and development often
address Japan’s effort to build such infrastructerg. Wade 1990; Ho 1978; Amsden 198%)ere is

no doubt that Japanese colonialism transformed ardaveconomy; however, the historical legacy
before Japanese colonialism cannot be ignoredefample, although Taiwan’s productivity pre-1895
was less than during Japanese colonialism, itsangrwas already export-led because of the prior
domination of the Dutch and the British. The Qinmre tried to build upon certain areas of the
infrastructure after the French signalled theieimion to seize Taiwan in 1887. Some measures were
successful; some were not, but were neverthelaseddurther by the Japanese, e.g. the land reform
abolishing large landlords.

®There were many joint-venture companies owned hyadese and Taiwanese, although such
companies were dominated by Japanese. For exad@panese ownership accounted for 90.7 % of all
joint stock manufacturing companies in 1929, sed1938).
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(Sumiya et al. 1995[1992]). Similarly, in the risector, Taiwanese tenants produced
rice, while Taiwanese capitalists dominated the@ss of rice processing and
domestic circulation, and Japanese capitalists glat®i external circulation through
trading companies (ibid). For example, in the EQ80s, 90% of Taiwan’s rice export
to Japan was controlled by four Japanese tradinmgpaaies; Japanese sugar
companies also exported 88% of Taiwan’s sugar mtieluto Japan (Hsiao and
Hsiao 2002). In sum, the above discussion showsJapanese colonialism moved
Taiwan’s economy further towards an export-led podidn of sugar and rice by
making use of the indigenous methods of produdiienlandlord-tenant relations).
There was no ‘indigenous capitalist class’, buteata class of colonised commercial
capitalists and Japanese capitalists, who domirtagethdustrial production sector
and trading sectors. Under such social relatiorapital accumulation, Taiwan
contributed both to the supply of large amountsugfar and rice to Jap&rand to the
consumption of Japan’s manufacturing goods (i.leeskas a market for expanding
Japanese industrial production).

During the third period of Japanese colonmalia Taiwan (1935-1945), Japan
attempted to ascend to the core via expanding tégional leadership ambitions to
Southeast Asia to achieve its goal of a ‘Greatest Baia Co-Prosperity Sphere’
(Halliday 1975, p.116-140; Gordon 2000). This waeknialist proposal, made in
the name of Pan-Asianism. Taiwan’s geo-strategsitiopm and financial support
became significant to Japan’s invasion plans odA&ccordingly, Japan began to
develop Taiwan’s (and Korea’s) heavy chemical imdes in the mid-1930s. A new
set of industries besides food processing wereine@sted in e.g. cement, chemicals,
pulp and paper, fertilizer, petroleum refining, andtallurgy. Taiwan imported many
older-generation machines from Japan, and thigslfied industrialisation was
Taiwan’s first experience with import-substitutimaustrialisation (ISI). | shall
summarise the ISI again here. ISI attempts to predwbstitute products which the
economy imports so that it can reduce its deperelenamports. Structurally,
Taiwan’s ISI was driven by the second phase of dapavn product-cycle, that is,
one based on steel, chemicals, armaments, and abiles\(Cumings 1987, p.45).
However, the real motivation was not an economg, tit rather a geo-political one.
Taiwan’s ISI served the military needs of the Jgsanmperial Army’s invasion

% For example, in the sugar sector, Taiwanese sugldrahmajor share of the Japanese domestic sugar
market, i.e. 81% in 1911 and 75% in the 1930s HJ§}, Sumiyaet al.(1995[1992]).
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strategy of the Asian region. In sum, under Japgegsnal imperialist strategy,
Taiwan’s status ascended from periphery to semppery in the Japanese-led
regional sub-system, in the way that Taiwan advamoeaustrialisation and engaged
in a regional division of labour with Japan and theast Asia.

In this context, what was the domestic stateital-labour nexus? Even as Taiwan
increased industrialisation, the manufacturing@soivere still dominated directly by
Japanese capitalists, in particular by the fouaigraibatsu- Mitsui, Mitsubishi,
Yasuda, and Sumitorfid(Ho 1978, p.87). For example, Liu showed thatd41, the
Japanese share of capital was 91.1 % of stock auega Taiwan (whose assets
were more than 0.2 million Japanese Yen) (Liu, 199982], p.25). The expansion of
Japanese monopoly capital to Taiwan first begah thi¢ domination of the sugar
sector, and then increased through investmentier aectors from the 1930s onward.

Japanese monopoly capital not only dominated thdymtion and trading sector,
it also controlled major finance channels. Theriitial control of the British
imperialists was replaced by the Japanese colgoiarnment. After Japan formally
colonised Taiwan from 1895 onward, the Japanesmi@lgovernment established
official monetary and financial institutions. Thenetary system linked Taiwan’s
currency to Japan’s (and delinked from the Chiri@gsgy Empire). The formal
financial institutions enabled the transfer of Tamis savings into industrial and
commercial loans. The division of labour among ficial capital was: the colonial
authority set up the Bank of Taiwan to serve alsinfunction as a central bank;
Japanese capitalists established twelve commérardds (or branches); Taiwanese
commercial capitalists and landlords organisedlloealit associations (Lai 1997).
One noteworthy point, however, is that during tapahese colonial period, the level
of internationalisation of Taiwan’s banks was veigh. For example, in 1943, the
number of overseas branches of Taiwan’s banks wBsae (there were eighty in
1995), of which twenty-seven were located in Maml&hina (there were seven in
2007) (Lai 1997, p.13).

In the employment sector, by the skill divisionla@bour between Japanese and
Taiwanese male labour, more than 80% of the te@msctrade and professional
employees were Japanese males in 1943; the mapbiitgiwanese working males

®According to Sumiya (1989), tHeaibatsu’ were family owned holding companiestlie financial
form of monopoly capital, and had their own relagesheral trading companies. In 1945, the “big four”
zaibatsu (Mitsubishi, Mitsui, Sumitomo and Yasudaned around one quarter of the Japanese private
sector’s total paid-up capital (p.111-112).

121



(nearly 70% during the period 1905-1930) remaimetthé agricultural sector (Ho
1978). Social relations during the Japanese cdiemavere not harmonious, as there
was organised resistance among Taiwanese peasarkess, indigenous people, and
the Taiwan Communist Party, who all attempted sistelapanese rule; they were
heavily oppressed by the colonial government (2G01; Wong 1992).

In conclusion, the division of labour betwelapanese capitalists, Taiwanese
commercial capitalists and landlords, and Taiwanesants under the Japanese
colonial order, created Taiwan’s capital accumataand export surplus, which
accounted for 26% to 30% of total exports from 189%944 (Ho 1078; Sumiya et al.
1995[1992]). Taiwan’s agriculture was already exqmoiented from the 1860s (rather
than just during the Japanese colonial period) wFawan was being integrated into
the European-centred capitalist world-system. Sjgecifically in the Japanese
colonial period was that the capital/wage-laboudeof production was introduced
directly in the sugar-processing sector. The dearaknt of other manufacturing
sectors was accommodated by the pace of Japanistiradisation and Japan’s
imperial expansion within East Asia. This spedfistorical evolution forms the

setting of Taiwan’s contemporary post-war capitalsvelopment.

4-5 Post-war Peripheral Development and the US Hegmny

Taiwan’s capitalist development entered anothesglathe post-war period. Japan
was defeated by the Allied powers in the Secondltar and in 1945 Taiwan was
re-affiliated to mainland China. The ruling parttye Kuomintang (KMT), took over
Japanese properties and reorganised them intecstaited enterprises (SOES).
Taiwan briefly re-connected with the mainland eaogon 1945, but disconnected
again following the KMT administration move to Tawin 1949. After that,
Taiwan’s economy was again delinked from mainlahth& and re-connected
eventually with JapafY.Overall, the US and Japan both played significalets in
Taiwan’s post-war capitalist development. Taiwatenomy was integrated into the
US-led hegemonic order through trade (exportingcafiural goods to Japan, and

importing raw materials and aid commaodities from W), inward foreign direct

67 As Liu (1992[1975]) notes, the export destinatidrsugar shifted from Shanghai to Japan in 1949,
when the ROC signed a trade accord with Japanpte8der 1950. Muraoka (2002) points out that
Taiwan'’s rice and sugar exports to Japan were asnafobtaining foreign exchange before the arrival
of US aid.
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investment (mainly from the US), and direct US %idapan’s role had two
dimensions. The first was the Japanese legacy tinenaolonial period which served
as the foundation of Taiwan’s state-owned entegprénd state financial capital,
while the second dimension was inward FDI from diagnad capital goods imported
from Japan that facilitated Taiwan’s export-ledustitialisation, as will be discussed
later.

4-5-1 The Japanese legacy: the foundation of Taiwan’s SGEnd financial
capital (1945-1949)

The Japanese-owned enterprises that dominatedssextéod and other
manufacturing sectors in the colonial period wekeh over by the KMT and were
organised into state-owned enterpriéesmd KMT-owned enterpris€& The KMT
administration also incorporated many Japanesd-samal medium-sized enterprises
into two state-owned enterprises. The significaofdhis “takeover” was that the
KMT and the new Taiwanese state inherited the kpgacapital accumulation during
the Japanese colonial period, and incorporated themmew state-owned enterprises.
The take-over served as the main mean of transéesurplus to mainland China
during the civil war period (1945-1949), and theémraeans ofacilitating Taiwan’s
economic development after the 1950s.

Accordingly, between the 1950s and the 1970s, iaeesof public enterprises in
total output and investment in Taiwan was one efléingest outside the communist
world and Sub-Saharan Afri¢AThe function of the SOEs was very significant to
Taiwan’s economy, and it should be viewed as patievital role of the state in
Taiwan’s capitalist development. The SOEs provibasic infrastructure (e.g. water,

88 US$5.7 billion in aid arrived in Taiwan betweerb0%nd 1968; it comprised of military aid,
economic aid, a development loan fund, and sumpduultural commodities under Public Law 480
(CEPD 2008, p.252).

% This included financial institutions and the pétraluminium, power, sugar, fertiliser, camphor,
shipping, machinery, cement, pulp and paper erisagr

The KMT administration took over Japanese publispprty (1.1 billion old Taiwanese dollars),
Japanese private enterprises (of 860 companies,wéré controlled by Japanese and 85 were by
Taiwanese) and personal property (1.1 billion olwknese dollars), and Japanese private lands
(257,608 hectares) (Taiwan Provincial Consulta@eincil n.d.)

" The amount of public enterprise output in GDP attbr Cost and in Gross Fixed Capital Formation
from the1950s to 1970s was 13% and 32% respectisetyWade (2004[1990]).
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electricity, gas, public transportation), stabliseshsumer prices, and offered a means
of financial control (e.g. the banking sector), mg&d exporting in the 1950s (e.g.
sugar), and undertook the function of import-substn industrialisation in the

1970s (e.g. petroleum, iron, and steel). As Wa@04p1990]) also points out, many
SOEs formed a vertically integrated system tharefi a foundation for Taiwan’s
defence industry.

In the financial sector, a similar charagieito the industrial sector can be
observed, namely, the foundation of Taiwan’s poat-imancial capital was mainly
inherited from the Japanese legacy and emigrantlamal financial capital. Lai (1997)
proposes that Taiwan’s financial pattern (befoeeXB90s) originated from three
sources: the first source was the financial instits left from the Japanese colonial
period; the second was domestic banks establishilinland China but which later
moved to Taiwan with the KMT in 1949; the third whe financial institutions which
were newly-established in Taiwan after 1950. Firenostitutions inherited from the
colonial government were reorganised into stateemirxdommercial banks, state-
owned medium and small business banks, and comyrharitking institutions (i.e.
credit cooperatives, and farmer/fishers’ assoangdoFinancial institutions that
moved from the Mainland to Taiwan served as spistiahnks or as development
banks. The financial institutions established af@50 were mainly commercial
banks and regional medium-and-small business banksbranches of foreign banks.

In sum, the architecture of Taiwan'’s financial amdustrial sectors was based on
the two inheritances of Japanese legacy and immtigegital. These two inheritances
also enabled the KMT party-state to dominate tll@strial and financial sectors and
to act as industrial and financial capitalist.

4-5-2 US hegemonic influence: US aid and inward FQIL950-1965)

As discussed in Chapter Three, US hegemony begaatiare from the end of the
Second World War. At first, in East Asia, the U&gional strategy was not that clear.
For example, the US tended not to intervene inghe of the divide between the
PRC and the ROC. However, the Korean War in Jub@ tused the US to shift its
position and to incorporate Taiwan into its antireounist alliance in East Asia (Lin
1992). Not only Taiwan, but also Japan and Soutte&oeceived US aid, for
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example, Japan’s payment for imports from Taiwaneaut of its US aid® When

the US decided to intervene in Taiwan following thebreak of the Korean War,
Taiwan’s capitalist development was incorporated the maturing US-centred
world-system via US aid, trade, inward FDI, andtpzl and military assistance.
Taiwan’s peripheral development needs to be viewdle context of the peak of US
hegemony and its regional strategy in East Asids8quently, US$5.7 billion in aid
arrived in Taiwan between 1950 and 1968; it conagkisf military aid, economic aid,
a development loan fund, and surplus agriculturatmodities under Public Law 480
(CEPD 2008, p.252}

US aid was a means to solve the problem of suggusultural products from
the US. About 29% of US aid commodities were USlsigragricultural commodities
(CEPD 2008). The significance of US aid to Taiwa@a key point often taken up in
the literature in the study of Taiwan, including tlact that US aid helped the KMT
administration to control inflation; filled the feign exchange gap (it contributed
more than 90% of the deficit in Taiwan’s internatibbalance of payments, see Li
1988); financed domestic revenues, and contribictebmestic investment (it
provided one-third of capital investments, seed88); supplied necessary food and
raw materials; financed land reform; provided ancte for the transferral of
technology; facilitated the guiding function withime state; and strengthened the
private sector (Cumings 1987; Ho 1978; Jacoby 1966988; Liu 1992[1975];
Wade 2004[1990]). Apart from these contributiomsnf the viewpoint of Taiwan’s
capitalist development, US aid (and other US ecaooomeasures) was significant as
(1) it developed Taiwan’s economic planning mecsiemiwhich was viewed by the
national model approach as a vital role in guidiagvan’s capitalist development; (2)
encouraged export-led agriculture so Taiwan was tabéxport agricultural products
and earn foreign exchange, and thus promoted indlissation; (3) incorporated
Taiwan into the US-economic dominated world-systeartrade and FDI. These

points will be discussed as follows.

2 Japan and the US signed the Government and Rel@écupied Areas and Economic Rehabilitation
in Occupied Areas between 1945 and 1952 (Muraoka 20.233).

Us aid was officially phased out in June 1965,thietROC requested an extension of two more years.
See Li and Liu (2005).
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(1) US aid developed Taiwan’s economy planning methoduy

Taiwan’s post-war economic planning mechanism oatgd from the body
controlling the use of US afd.US aid was first launched in mainland China in9.94
when the ROC established the Council for U.S. AJEA), soon after signing the
Sino-American Aid Agreement in Nanking. CUSA movedraiwan and became the
major unit to implement policy planned by the neeoBomic Stabilisation Board
(ESB) until 1958 When the US signalled its intention to ceaseidgpeogram in
1963, CUSA was reorganised into the Council foerdnational Economic
Cooperation and Development (CIECD). In the 19TECD was in turn
reorganised into the Economic Planning Council (ER8d was later merged with
other units to create the Council for Economic Riag and Development (CEPD).
Economic policy and planning was undertaken thrahghFour-Year Economic
Development Plans, which were planned by the aboits. The first three Four-Year
Plans (1953-1956, 1957-1960, and 1961-1964) weappty for US aid (CEPD
2005/02/17). The function of economic planning \watkeed created by US aid. Li
Kwo-ting, the governmental officer strongly invot/en the aid programme, clearly
pointed out the major function of US aid:

‘| feel strongly that the most significant contrilout of the aid programme

was not the material aid per se but rather the pamgme’s spin-offs. In co-
ordination with the programme we developed thedsasf economic planning
and programming methodologyirectional planning and objective budgeting,
among others, were introduced into the countryvaei firmly established.
The most striking evidence of this was that, twargebefore our emergence

from the aid programme the Chinese agency handiohfunds was

" Liu (1992[1975]) argued that the US formulated ¢hneechanisms to guide Taiwan’s development:
the Blue Print System; the Uses of Local Currend Aund; and the Special Matching Fund.

According to the Economic Aid Agreement between @wernment of the United States of America
and the Government of the Republic of China (03/978), the ROC needed to promptly deposit an
amount of Chinese currency equivalent to the USimjabrted into the special account. In 1965, the
Special Fund was reorganised as the Sino-Amerigad for Economic and Social Development, and
the amount of the fund was NT$ 32.96 billion (USB®8 million).

According to Li (2005), ESB was responsible fornplmg and coordinating the US aid program,
CUSA took charge of implementation. However, ESBsvabolished in 1958 and its role was

transferred to the CUSA.
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reorganised and integrated into our economic ptapand implementing
machinery.’ (Li 1988, p.219, emphasis added)

(2) US aid facilitated export-led agriculture
During the period of US aid, agricultural produatsl processed agricultural products
were the two main exporté Agricultural production grew annually at a rateekcess
of 5%, and remained at around 30% of GDP througtiei950s (CEPD 2008; Ho
1978). The importance of agricultural products vessl iu analysed, that they (1)
supported military finances through governmentiglef large amounts of ric€;(2)
facilitated industrialisation by exporting agriauial products and earning foreign
exchange. The annual amount of sugar and ricedmrewas around US$100
million, as much as the annual US economic aid;(8hdtabilised the domestic
consumer price and the food-supply (1995[19920)p.8

Several factors contributed to this increasagncultural productivity. Firstly, it
was based on the historical legacy of export-lettaljural production and
agricultural processing industries. Secondly, #mllreform implemented by the
KMT administration between 1951 and 195®icreased agricultural productivity.
Land reform and other agricultural policies werédgd by the ROC-American Joint
Commission on Rural Reconstruction (JCRR), antunstn established under the
Economic Aid Agreement between the US and the ROD®48. Thirdly, according
to Thorbecke (1979), US aid was initially largelyedted towards agriculture and
provided related resources (p.172). The assistamdguidance from the US to
implement land reform, as well as to finance thktany sector, was not unique to
Taiwan, as South Korea also had a very similar eepee (Cumings 1987).

® Before 1960, the main exports were rice and swgaich accounted for around 74 % of total exports
in 1952 and 66 % in 1956. Between 1961 and 19&6nthin exports were sugar, textile products and
canned food. See Hsuyedt al.(2001).

"The share of rice levied and bought by the govemtmvas around 30% of total rice production
between 1951 and 1965.

®For an introduction to land reform, see Ho (1978)prbecke (1979). The most important was a
‘land-to-the-tillers’ programme, where the landlgeshant system was abolished as this program
allowed each landlord to own a mere three chiad@h@) of medium grade paddy field, the excess part
of their lands being purchased by the Taiwanesemurent and resold to the tenants.
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(3) Incorporation of Taiwan into the US-Japan economiaelationship

With the increase in agricultural productivity, egiftural exports balanced Taiwan’s
current account and facilitated labour-intensiv@ustrialisation. Taiwan’s trade
relations from the 1950s to the mid-1960s were ipaiharacterised by the export of
agricultural products to Japan (accounting for 8%tf Taiwan’s exports) and the
import of raw materials from the US (accounting TOr80% of Taiwan’s imports) via
aid’® (CEPD 2008). Taiwan’s strong economic ties withaleand the US from the
1950s to the 1980s, as Gills argues, presentechagtlar pattern of industrial
restructuring’ (Gills 1994, p.213). The US notyfihanced Taiwan via US aid, but
also via its outward FDI. Taiwan’s post-war inw&fdl began with the relaxation of
US-based FDI. The Investment Guarantees Agreemasnsigned by the ROC and
the US in 1952° From 1955, US private capital was invested in BaiwJS and
Japanese FDI accounted for around 85% and 11%abfitevard FDI (excluding
overseas Chinese investment), respectively (Investi@ommission 200£}. The
largest investment by sector was in electroniceladtric appliances, which

accounted for around 27% of total FDI.

4-5-3 Domestic state-capital-labour nexus: the damation of bureaucratic-
corporate capital

Apart from the influence of US hegemony and theadape legacy, the special role of
the KMT regime also significantly shaped Taiwarepitalist development. The
dominating role of the state in Taiwan has beeméeras a ‘developmental state’, or
‘bureaucratic capitalism’ (Amsden 1985, p.362) rdaucratic-authoritarian industrial
regime’ (Cumings 1987, p.71), and the Taiwanesardibeconomists’ ‘party-state
capitalism.®? However, another term, ‘bureaucratic-corporatetalijis more precise

" The pattern of trade relations, however, changeandtically in the mid-1960s, namely, Taiwan
exported light manufacturing products to the US iamglorting capital goods from Japan (i.e. forming a
structural trade deficit with Japan and a trend surplus with the US).

8 |t was extended to the Statute for Investmentdmeign Nationals in 1954 and to the Statute for
Investment by Overseas Chinese in 1955.

8L EDI by foreign nationals accounted for 69% of k&tBI between 1952 and 1967, while the rest was
overseas Chinese investment. Between 1952 and 2@@rseas Chinese investment only accounted
for 4.3% of total inward FDI.

8 Six liberal economics professors frdBieng-Shea liberal society, published a book entitléthé
Capitalism of the Party-Stdtdén 1991, in which they criticise the monopoly ptiblic enterprises
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as it points to a special pattern of state-capdaitions. The term was coined by Liu
Jin-ging, a Taiwanese economist who obtained hi3, Bhd taught, in Japan, in his
thesis of 1971 (published in 1975). Liu argued faitvan’s public enterprises,
owned by the KMT-state (the traditional and senidf@ regime in Liu’s view), were
neither competitors, nor the opposite of the peatterprises owned directly by
business (the private capitalist regime). Rathaiwd@n’s KMT-state bureaucrats and
private capitalists were combined together as ‘@Guceatic-corporate capitakygan
shang z beft® that dominated the industrial and financial secthiu 1992[1975],
p.279-280). Taiwan’s capital-accumulation structoeeveen 1945 and 1965,
presented as bureaucratic-corporate capital, edtgmepended on the US and
Japanese economy, and internally exploited smatia@tural landholders and low-
wage workers.

The dominance of bureaucratic-corporate chpia not only due to inherited
Japanese owned enterprises, as noted previouslgldoudue to the security concerns
of the KMT regime. The share of SOEs capital innéai’s total capital formation
was 50.3% and 58.7% in 1954 and 1966, respect{laly1992[1975], p.111). The
SOEs were exclusively controlled by the state utldelKMT authoritarian regime.
Compared with SOEs, Taiwan'’s private capital wéatineely weaker. Although the
US intended to encourage the development of Tasvarivate enterprises rather than
SOEs, the KMT was cautious and wished to prevedigenous Taiwanese industrial
capitalists® from dominating the economy (Ellison and Gere®®Q, p.387), so as to
keep political control over the ‘native Taiwaneaad a monopoly of emigrant KMT
cadres. Similarly, one of the main purposes of lyigbntrolled financial institutions
was to prevent the rise of indigenous private fanrancapitalists and industrial
capitalists (Chen 2004), given that such a clastddoe viewed as a potential threat
or rival to KMT political power in Taiwan.

controlled by the KMT and intervention in the fregarket, thereby highlighting the necessity of
liberalisation and privatisation.

8 Guan shang z beriad been translated into several different terimsteaucratic-corporate capital,
bureaucratic-business capital, and the bureauearsichant capital. Here | use the first translation
drawing from Hsu (2002).

8 The Chinese who immigrated to Taiwan during thagQieriod are called ‘native Taiwanesbeéf
sheng rehalthough there were real “indigenous people™iivin Taiwan before these Chinese arrived
who are now called ‘aborigines’. The Chinese whos@tbto Taiwan with the KMT in 1949/1950 are
referred to as Mainlandersdi sheng ren
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The state profoundly intervened in the private stdal sector and financial
sectors. The major private industrial sectors vieogl-processing and textile products.
The former, based on pre-war development, was #ir source of exports (together
with direct agricultural products) in the 1950s d@nel 1960s. The latter, the textile
sector, was “protected to develop” by the governmenISI. The protectionist
measures of the textile sector predated the First Four-Yilan because this
industry came over from mainland China with the KMTL949. This industry was
mainly “mainlander capital’. The state’s fosteriofgthe textile industry enabled this
industry to become the major exporter in the 196@isthe 1970s, eventually
superseding exports of rice and sufar.

In the financial sector, the domestic full-servii@ks were mainly state-owned
(twelve of sixteen). The other fdlivere non state-owned, as three of them were
established by overseas Chinese capital. The coaseq of the nationalisation of the
banks was that the state could use the bankingrstectobilise national savings and
allocate banking loans to the industrial sectoadselective” or strategic basis. The
interest rates and foreign exchange rates weredaisctly determined by the
government until 1989. In other words, the statechas “financial capitalist”,
specifically to guide industrial capitalists (eitrstate-owned enterprises, or private
enterprise managed ‘special permission’ busineségsyt from the monetary
institutions (banks, local branches of foreign mrdnd local financial institutions),
other financial institutions were also establish@dlthe postal savings system (P8S)

%The ISI policy included regulating the entry of néactories, adopting multiple foreign exchange
rates (1951-1957), implementing high tariff-proteatand import controls.

% Textile products were the dominant export in tB60ds and the 1970s, while electrical machinery

and apparatus was the second largest export corymindhe 1970s (Taniura 2003[1988], Appendix
2-8)

8 The Industrial and Commercial Bank of China (ICB@)s renamed from the Bank of China, and it
was privatised in 1971, due to ROC'’s withdrawahirthe United Nations. When the PRC replaced the
seat of the ROC in the United Nations in 1971,cakrseas property with the same title as PRC’s
overseas property would be taken over by the PR@rgment. So the ROC government changed the
name of ‘Bank of China’ to ICBC and privatisedniti971.

8 The PSS accepts saving deposits and arrangeisdifeance business through their branches (post
offices), but the PSS was prohibited from lendiAlj.their deposits are re-deposited with the Cdntra
Bank of China (CBC). As such, the CBC can use tB& Rleposits to implement selective credit
accommodation. After 1982, the re-deposit policyswhanged so that four specialised banks plus the
CBC could accept the re-deposits of the PSS (St854). The share of the deposits of the PSS of all
financial institutions was around 13% in 1981 (L1897).
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and (2) investment and trust companies (I¥Che community banking institutions
were privately owned by co-operative members andédéfishing associations. Their
leaderships were either close to the KMT or membetkee KMT. It is clear that the
KMT party-state had the power to channel financegital to specific industrial

capitalist projects.

4-5-4 The end of US aid and US-China rapprochement

Although the US had a strong influence on the Tamga state, their interests were
not the same. For example, during the US aid peli&lofficials continued to put
pressure on Taiwan to develop private enterprisdd@implement economic
liberalisation (Li and Liu 2005). Yet the Taiwanestate responded by maintaining a
large share of SOEs while choosing some Taiwaregsi¢gatists to manage “special
permission businesses”. For example, the Formasti& Corporation, Taiwan’s
largest plastics corporation to date, was foundet®b4 and was supported and
funded by the government through US &idnother example was that the KMT
administration planned to “recover mainland China,the 1950s, so a large defence
expenditure was allocaté@The US, however, tried to change the KMT’s plans i
favour of developing Taiwan rather than returnioghina (Hsuelet al.2001, p.21).
The situation of competing concerns and istisrbetween the US and Taiwan
became more obvious in the 1960s. In 1959, thec@iref the International
Cooperation Administration of Mutual Security Missito China, Wesley Haraldson,

8 These act as trustees to manage trust funds ast groperty, mainly utilised for loans, and

securities investment. The Taiwanese governmenhdidallow newly established private banks, but
they allowed the establishment of private investmaamd trust companies (Lai, 1997). In the early
1970s, seven ITCs and one state-owned ITC wengpsetnd then the licensing of new ITCs was soon
suspended due to the fierce competition. The shfateans provided by ITCs, as a proportion of all

financial institutions, in 1981 was 4.17% (see 1&97). Nowadays, only two ITCs exist, as the other
ITCs were either transferred to or merged with caraial banks, or withdrew.

“The Industrial committee of Economic StabilisatiBoard initially proposed a production plan of

polyvinyl chloride (PVC) undertaken by state-ownedterprise; however, the facilitator of the

committee, Yin Chung-long, argued that such an stgushould be produced by private enterprise.
Accordingly, they negotiated with Wang Yung-ch'ifgvho later founded the Formosa Plastics
Corporation) to execute the plan and applied flwaa from US aid for him. See Gold (1986), Li and

Liu (2005).

“IAccording to Ho, the share of defence expenditiirgemeral government expenditure was 65.8% in
1955 and 65% in 1960 (1978, Table7.1).
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proposed eight reform poiritso the Vice President of the ROC (Li and Liu 2005)
Later the ‘Nineteen-Point Program for Economic &mehncial Reform’ was drafted
by Taiwan. This plan was approved in January, 1860@as a response to the US’s
proposal and ‘accepted the main points put forvisgrthe USAID director in
essence’ (Hsueét al.2001, p.22). The real issue of the 19 Point Refdromvever in
Hsuehet als account, was to pursue self-sufficiency, nantelgearch for alternative
resources instead of relying on US aid (2001, 22}-As such, the multiple foreign
exchange rates system was completely adjustegitmke rate system in 1960, and
the Central Bank was re-established in 1961. Thautt for Encouragement of
Investment legislation drafted from the 19 poimias promulgated in September
1960, and aimed to increase investment, domestings and encourage export
through tax relief® Taiwan was not a unique case in shifting to ereging exports
under US pressure. As Gills (1994) argues thabth Baiwan and South Korea, the
timing of the shift to EOI, under political pressurom the US, was synchronised
(Gills 1994). Taiwan’s economic policy change netexise seen as part of the overall
shift of US East Asia strategy from aid to EOI puaiian.

Thereafter, the US not only changed their registrategy from aid to EOI
promotion, but also changed its geopolitical stygt@ the late 1960s. Amongst other
things, the US decided upon rapprochement with Conigh China, which thus
impacted on Taiwan. | should briefly review the ghicated US-China-Taiwan nexus
here. After Japan was defeated by the Allied Atmm 1945, Taiwan was
temporarily under the governance of the RepubliClmha led by the Kuomintang
(ROC-KMT). With US support, the ROC was also on¢hef founding members of
the United Nations (UN) and obtained a permanegitisehe UN Security Council in
1945. However, domestic political conflict withirhida was severe in the late 1940s.
The ROC-KMT was defeated by the Communist Part@liha (CPC), and thus
moved to Taiwan in 1949. The ROC also left the Gantgreement on Tariffs and
Trade(GATT) in 1950. The legitimacy of the ROC-KMT’s gawance of Taiwan

(1) to transfer new GDP to productive investmerstéad of military expenditure; (2) to control
inflation; (3) to reform the tax system for entésprdevelopment; (4) to unify the foreign exchange
rate system; (5) to prevent the use of the foreigrhange rate system to control imports; (6) taipet
committee examining the price of public enterprssevices; (7) to set up a stock market; (8) to
privatize public enterprises; see Li and Liu (2Q0%)pendix Four

%The package included income tax holidays, busifessme tax, tax exemption for undistributed
profits, tax deduction of exports, exemption ofnrgtatax, and tax reduction of foreign currency debt.
See Kug et al.(1981)
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remained unresolved, as Japan officially repudidi@d/an in the San Francisco
Peace Treafl on 8 September 1951, without mentioning which ety would
succeed the right to govern Taiwan. This controveras due to two authorities
announcing that they represented China and assuraimgn to be part of China: one
was the PRC-CPC; and the other the ROC-KMT. Theriti8vened by pressuring
Japan to sign another peace treaty with the ROC-Kikid Treaty of Peace between
the ROC and Japarnon 28 April 1952, rather than with the PRC-C¥The ROC-
KMT was soon incorporated into the US’s anti-comiuregional alliance in Asia,
receiving political, military, and economic aid fnathe US between 1950 and the
mid-1960s.

However, the US shifted its Asian strategy in e 11960s, and began to
contact the communist PRC. This rapprochement pemithree communiqué&sn
1972, 1978, and 1982 respectively, in which the RRf@unced the ‘one China
policy’ (hamely, that there is only one China arawan is part of China) and the US
recognised this policy. In this context, the PR@laeed the ROC'’s seat in the UN in
1971, causing the ROC to withdraw from the UN i719n 1979, the ROC'’s
strongest supporter, the US, broke off diplomaglations with the ROC and
approved the Taiwan Relations A&tThis Act mentions that ‘the absence of
diplomatic relations of recognition shall not atf¢ite application of the laws of the
US with respect to Taiwan prior to January 1, 19Y6t, under the Act, all US policy
and official exchanges will no longer take placetigh official departments but are
to be carried out through the American Institut&amwan (AIT), a non-profit
corporation. Although US-Taiwan political and econo exchanges could be
operated through special ‘non-official’ relatiorfea diplomatic relations were

 For the full original text see (http://www.uni-
erfurt.de/ostasiatische_geschichte/texte/japaniueiie/19/19510908 treaty.htm)

% For the original text see (http://www.taiwandocuntseorg/taipei0l.htm)

% Several studies analyse how the US intervenedtfiisacontroversy see Richard Bush, At Cross
Purposes: US-Taiwan Relations since 1942, (LonibR:Sharpe, 2004); Matake Kamiya, 'Japanese
Politics and Asian Policy', in Ezra F. Voget al.(ed.),The Golden Age of the U.S.-China-Japan
Triangle 1972-1989(Cambridge and London: Harvard University Asiantee, 2002), 52-75; Man-
houng Lin, 'E-news No0.40: Future Possibilitiestfue Relations between Taiwan and the UN',
01/11/2007, (http://newsletter.sinica.edu.tw/eelfile/4/434.pdf, 20/09/2008).

" The Shanghai Communique in 1972, the Normalizaflommunique in 1978, and the Arms Sales
Communique in 1982

% The following discussion about the Taiwan RelagioAct is drawn from the original text,
(http://lwww.ait.org.tw/en/about_ait/tra/).
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broken off, other countries did not act the samg asathe US. The ROC’s diplomatic
allies reduced from 59 in 1971 to just 23 in 28Y8.

In sum, the US played a significant role in degidiraiwan’s international status
and cross-strait relations. The controversy ovawaa’s legal status in the 1940s and
the 1950s was “solved” by the US; yet when the b& @hina reached agreement on
the Taiwan question in the 1970s, Taiwan was omifipfmed” by the US. In other
words, it was the US and the PRC who negotiatedttites of Taiwan. Such
characteristics remain a core principle in the W8a~Rn-PRC nexus to date.
Moreover, Taiwan’s dependence on the US did ndirdewhen US aid officially
ended in 1965, or when the ROC-US diplomatic refetiended in 1979. On the
contrary, in the Taiwanese government’s view, ti&eitJa necessary third party for
cross-strait relations. For example, former Pregtilee Teng-huei argues that if
Taiwan planned to sign a peace accord with the RiRCaccord would not be
legitimate unless the US signed jointly (Ho 30/@0@)

4-6 Ascended to the Semi-periphery: (1966-86)

From 1966 to 1986, Taiwan ascended from the penypioethe semi-periphery. The
features of the ascent can be observed in thregspdiirstly, Taiwan shifted from an
export-led agrarian economy, to an export-led itrthising economy in a mere 20
years from 1945. In particular, inward FDI from 18 and Japan played key roles.
The share of agricultural goods (23.6%) of GDP @easeeded by industrial products
(30.2%) in 1965 (Sumiyat al.1995[1992], p.350)%° The export of light
manufacturing products (e.g. textile, electroninsjeased from 8.1% of total exports
in 1952 to 62.7% in 1966 (CEPD 2008). In the exeditsectors, it was the FDI and
Taiwan’s small- and medium-sized enterprises (SMislertaking much of the
activity. Secondly, the outcome of EOI was not dhly development of
industrialisation, but also a growth of capitalgus. In 1977, Taiwan’s current
account recorded a surplus (CEPD 2008). Taiwam&da exchange reserves was
less than US$700 million in 1972, a figure tharé@ased to US$11,859 million by
1983 (Department of Investment Services 2007). Witlst a decade, the foreign

% MOFA, Foreign Policy Report, 7th Congress of thegislative Yuan, 1st Session (Taipei: Ministry
of Foreign Affairs, ROC (Taiwan), 05/03/2008).

1%owever, the agricultural labour force was not taleen by the industrial labour force until 1973,
which implies a surplus agricultural labour forteuill discuss this in the following chapter.
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exchange reserves grew by nearly 17 times. Thificiwvan not only developed
export-led industrialisation, but also attempte@dstablish domestic production
chains by developing upstream heavy chemical imdssin the 1970s. The
bureaucratic-corporate capital, which includesestatned enterprises and certain
large private enterprises, undertook the job teettigydomestic production chains.

As such, Taiwan ascended to the semi-peripiteoyigh the special dual industrial
trajectories, EOIl and ISI. The two trajectories @veot completely separated, but
were related to each other via division of labauoag SOEs, large private
enterprises, and SMEs. The upstream and interneestisgam of Taiwan’s production
chains (e.g. petro-chemical, steel and iron, trartaion equipment) were mainly
SOEs and large private enterprises, and they fdcoisdS| and produced for the
domestic market. The downstream (e.g. textile hohgf, plastics products) sector was
mainly SMEs, and they focused on the EOI. The erlyeption was in the electronics
industry, the second largest exporting sectorimleriod, as it was an FDI-
dominated industry (mainly US and Japanese FDinftloe beginning of its
development in Taiwan. The industry, however, tdrimto the primary engine for
Taiwan’s semi-peripheral upward mobility from tlag¢e 1980s.

The neo-classical school argues that the EOl wagin engine in promoting
Taiwan’s development; however, the reality is thaitvan’s peripheral ascent was
facilitated by both the EOI and ISI. In a comparatstudy of East Asian and Latin
American NIEs, Gereffi and Wyman (1990) contend thi an over-simplification
to regard ISI and EOI as being strictly separabl®sE two industrialisation paths have
indeed been ‘complementary and interactive’ in Eents capitalist development
(p.18). Taiwan’s EOI during 1966 and 1986 was liglsinufacturing, that is, end-use
products; accordingly, the EOI of end-use produes not in conflict with the
formation of domestic production chains. Taiwamirgd features of EOI-led
industrialisation after 1987; however, the EOlhs &xporting of intermediate goods,
for the purpose of joining a global production chia the electronics industry.

The state-centric school’s argument is partial isyving the guiding role of the
state as the main actor in Taiwan’s economic sscdéde role of the state and
bureaucratic-corporate capital was crucial in titegration of Taiwan’s domestic
production chains. However, EOI cannot be ignoratliawas mainly developed by
SMEs and FDI which received little support and guice from the state. The success

of Taiwan’s EOI needs to be placed in the widegnmational context, namely
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Taiwan’s links with the capitalist world-system ahe influence of US hegemony. In
general, Taiwan'’s peripheral ascent needs to bigseththrough an understanding of
the two industrial trajectories, the domestic amdrinational context. The following
sections will discuss the factors that drove Taiwaeripheral ascent, through the
analysis of Taiwan'’s links with the capitalist waidystem, domestic production
chains, and state-capital-labour nexus.

4-6-1 The Success of the EOI: the context of the mégalist world-system

Why was EOI successful? As noted previously, thé $@tegy was not a sudden
shift in policy. Since British hegemony opened Taive trade in the mid-nineteenth
century, Taiwan has been an export-led economyTaiwdan simply shifted from an
export-led agricultural economy to an export-ledustrialising economy in the post-
war period. The EOI policy emerged due to the ckang US aid policy in the early
1960s. Most importantly, Taiwan’s EOl was consétufor a triangular international
division of labour with the US and Japan, througldé¢ and FDI. The process can be
viewed as a ‘development of invitation’, namely tpportunity of development is
offered by the capitalist world-system and the caree (Wallerstein 1979, p.80). As
discussed in Chapter Three, the core zone hasdraestownturn phase since
1967/1973, and one of the strategies to prevendebine in the rates of profit in the
industrial sector is to relocate industries abreduch brought about the process of
industrialisation in some chosen developing coastrlaiwan was one of these
chosen countries. Not only did the US and Japlacate their light industries to
Taiwan, but the US also opened its market for Talsshght manufacturing exports.
Without the opening of the US market to Taiwan,ithport of Japanese capital
goods, the inward US and Japanese FDI, and the piSts on Taiwan'’s policy shift,
there was no possibility of Taiwan’s EOI being sasful. In other words, Taiwan’s
EOI was guided and influenced by the US and Japamasnomies. The detailed
relationship among the triangular nexus via traat DI is as follows.

Firstly, the triangular pattern was that Taivexported textile products, electronics,

and consumer manufactures to the'®'Sraiwan imported machines, electrical

YThese three exports accounted for 62.7% of Taiwanté exports to the US in 1966, and increased
to 78.8% in 1975, see Baldwiat al.(1995).
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machinery, apparatus, and transportation equipfnentapital goods) frordapan
(Baldwin et al. 1995). More than 50% of Taiwanese total exportsiarports were
traded with the US and Japan, which was consistghtthe previous period.
However, the US became the main export destinatid®67, and Japan became the
largest source of imports in 1964 (CEPD 2008).977l, Taiwan’s current account
recorded a surplus, and this continued to increhagply from then on. Specifically,
Taiwan’s exports to the US reached a surplus ir8,186d remained as high as 40-
50% of Taiwan’s total exports until 1988. The rewlue of the trade surplus during
the 1980s was due to the US’s bilateral politicalspure on Taiwan to improve the
trade balance - this will be discussed further la@er Five. On the other hand,
Taiwan’s imports from Japan did not show a sigaificchange, and have remained as
high as 26%, up to the present. This phenomenadsrieebe discussed with the
composition of exporting commaodities.

Secondly, textile products were the dominaipioet during the 1960s and the
1970s, while electrical machinery and apparatusth@second largest export
commodity in the 1970s (Taniura 2003[1988], App&riz}3). The increase in textile
exports from Taiwan to the US was as a result @fifotectionist measures imposed
by the US on Japanese cotton textiles in the 1@&lslwin et al. 1995), and
Taiwan’s inclusion into the US’s Generalised SystdrRreference (GSP) between
1976-1989. In other words, Taiwan’s textile expovese strongly influenced by the
shift in the US’s international economic policy. s the electronics sector, it was
FDI-led and export-led. For example, a share d@%ilof Taiwan’s electronics
exports was from Taiwan’s inward FDI in 1975 (Cmd &Amsden 2003, Table 2-19).
In sum, FDI played a crucial role in the export-tddctronics industry, together with
the export-led textiles industry, and drove TaiveaBOIl development in the 1960s
and the 1970s.

Thirdly, the key contributor to the EOI vianard FDI was mainly from the US
and Japan. Although the ratio of FDI to Taiwan’ssrdomestic capital formation
figure was only between 3% and 10% in the 1970sd@\2004[1990], p.149f?it
would be misleading to argue that FDI was not ingotir The state-centric approach
argues that inward FDI played little role in Taiisperipheral ascent (e.g. Wade).
The specific role of inward FDI in Taiwan needdb®analysed in the context of

192 According to author’s calculation from CEPD (20@8)d Investment Commission (2008), the share
of all inward FDI to gross domestic capital wasyobli3% and 6% in 1986 and in 1987.
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sector and investing countries. First of all, Jas&n(29.9%) and US FDI (38.4%)
accounted fo68.3% of total FDI by amount (excluding overseas Chenesestment)
between 1968 and 1986 (Investment Commission 2@&)ondly, during the same
period, the electrical equipment sector accourne®®.5% of total investment,
followed by chemical materials (17.8%), and the niraery and equipment sector
(12.7%). Thirdly, FDI was export oriented, for exals about 20-25% of Taiwan’s
total industrial exports were from FDI in the 1978sd the share was as high as 39%
in 1987 (Kuo 1991; Wade 2004[1990])).

Moreover, the FDI-led, export-led electronics intlygstablished the foundation
for its successor, the export-led Taiwanese hi-gdebtronics industry in the 1980s
and the 1990s. The model of promoting EOI was ilserited by the latter, namely
from the Export Processing Zones (EPZs) to the foem of science-based industrial
parks. An EPZ is a special production zone to pteneaport-led industrialisation,
and it provides a geographical cluster, transporiaccess, simplified administrative
procedures, and tax-free environment. In 1966fiteeEPZ was established near
Kaoshiung harbour, which was 70% funded by US &b further EPZs were
subsequently established in 1970. In the 1970sna80% of investment in EPZs
came from foreign-owned companies (60%) and framt penture companies (20%)
(Hsuehet al.2001, Table 2-8). The main investors were Japamedmerican. For
example, Japanese FDI and US FDI accounted fort &8 and 16% respectively of
total investment in 1972. The electronics and eledtmachinery industries
accounted for 76% of the EPZs investment duringotréod 1966-2001 (EPZA 2001,
p.40). The EPZs present a miniature pattern ofiRDkiwan. Although exports from
EPZs, as a share of Taiwan'’s total exports, wehg @ to 8% in the 1970s and the
1980s'% they were responsible for 19.44% of Taiwan’s taiadle surplus during
1966-2001 (EPZA 2001). Moreover, the developmerERZs brought about the
growth of small-and-medium sized enterprises (SMEsgording to EPZA, more
than twenty thousand satellite plants were eitlsaurced by EPZs or established by
ex-employees from EPZs. Specifically, in 1972, Taevanese government mobilised
a mainly female, home-working labour force to bedusy EPZ enterprises, through
the policy of “the living room is a factory.” Thafluence of EPZs on Taiwan’s
economy and employment was far more than GitLse

1%3aAuthor’s calculation from Li and Chen (1987, Tabks), CEPD (2005, Table 11-4).
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Another key factor in the success of the EOI, afparh FDI, was the Taiwanese
SMEs!* Before the late 1980s, the SMEs were export-latlirbportantly, they
began to be oriented towards the domestic market #88'°> The point shows that
the SMEs were export-led only for a time. To takme export-led industries in the
1960s and the 1970s as examples: the share of BiMismbers was 97% in the
plastic products industry; 58% of those enterprisss fewer than ten employees
(Chou and Lin 1999, p.62). In the textiles indus&%% were SMEs in 1976 (p.65).
However, SMEs had industrial links with state-oweederprises (SOESs), large
private enterprises, and TNCs through subcontrgetiid outsourcing. For example,
the statistical data compiled by the Ministry obBomic Affairs in 1988 showed that
around 11.6% of the gross profit of the manufaomirndustry was created by
subcontracting arrangements (Hsiung 1996, p.545ukk, Shieh (1992) argues that
the flexibility of the subcontracting system mate effective response to rapid and
wide fluctuations of exports possible, and thigifddity was a major contributor to
the success of Taiwan’s export-led industrialisa{j®.161).

Compared with large private enterprises, SM#&se received less support from
the state, especially in their financing methodsh@ugh the state dominated the
financial sector, they channelled most of theiritzdpo state-owned enterprises and
to the large private enterpris€ Within private enterprises, the data for 1983
provided by Shea and Yang show that only enterpmsth more than 10 employees
had more than 50% of their domestic borrowings fforancial institutions (Shea and
Yang 1994, p.213). In other words, SMEs neede@t sther funding apart from the
formal financial institutions. Here, then, entdre tnformal financial market, which
refers to the financial borrowings and loans whaoh not from official financial
institutions and the capital market but from infatrmethods, including credit
rotation clubs, trade credit, deposits with entisg®, moneylenders, pawnbrokers,
leasing companies, instalment credit companiegsimrent companies, and credit
unions (Wang 2001).

1% The role of SMEs in Taiwan has been significaairfithe early stages of industrialisation to the
present. In 1971, SMEs (with less than 30 emplgyeesie up of 86.7% of the total number of
factories (Hsiung 1996). By 2001, this portion licteased to around 90% (DGBAS various years-a).
1% More than 50% of SMEs’ products have been oriemtsdards the domestic market since 1988,
whereas the figure was only 24.1% in 1982, see GmaliLin (1999). In 2005, the share of domestic
sales of total SMESs’ sales was 78 %, see SMEA (R006

1% For example, around 95% of SOEs relied on loamms financial institutions, while only 60% of all
private enterprises received loans from financiatifutions (Shieh 1992).
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Between 1964 and 1987, 25.3% of business finangagfrom the informal financial
market (Shea and Yang 1994, p.203). Of privaterpnges 35.2% made use of the
curb market, especially SMEs with fewer than templeyees. Some scholars have
termed the pattern of co-existence between thenrdbfinancial market serving
SMEs and the official financial institutions sergiSOEs and large private enterprises
as ‘financial dualism’ (Chou 1995; Yu and Wang 200%e term, however, is
misleading, as the two systems are not in facy saparate. For example, in Tang’s
study (1995), trade credit between enterprisegetthok the form of ‘supplier’s
credit’ or the form of ‘upstream firms provide l@to downstream contractors’
(p.849). Many cases also show that the upstreannéerinediate stream enterprises
obtained loans from the banks and then extendelitdoan further downstream to
small firms at higher interest rates (ibid.) Aslsube informal financial market was
neither replaced by the formal financial market, acrue competitor. Rather, they
played a complementary role vis-a-vis each othke rElationship between official
financial institutions and informal financial matks a reflection of the
complementary relationship between SOEs, privatelanterprises, and SMEs. This
is due to Taiwan’s dual industrial trajectoriekave discussed the EOI which was
undertaken by TNCs and SMEs, and | will now intrcglanother trajectory.

4-6-2 Domestic production chains via the developmenf heavy-chemical
industries and industrial financing

While Taiwan pursued EOI, it also promoted anothegectory, namely to build up
domestic production chains via the developmenteaivig-chemical industries (HCI).
While light manufacturing (e.g. textile, plastiegas developed from the mid-1960s,
there was an insufficient supply of intermediatg.(Polyvinylchloride-PVC) from
domestic firms, although four PVC firms were es&ti#d in the 1950s and 1960s. As
such, the Taiwanese state fostered import-sulistitiidustrialisation in “basic
heavy industries”, such as chemical wood pulp,gqebtemical intermediates, and
large-scale integrated steel production (Ministr{Eoconomic Affairs 1961, cited

from Wade 1990, p.87). Not only for the purposeeofucing import intermediates,
the state viewed that industrial development inloimg-term needed to be centred on
export products based on the development of botiwdrd and backward industries’
(Ministry of Economic Affairs 1961, cited from Wad®&90, p.87). As discussed in
Chapter Three, to form a production chain, the &odisectors (e.g. finished goods)
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and the backward sectors (e.g. raw material) neee integrated. As such, the state
attempted to build domestic production chains byetiging the upstream and
intermediate stream sectors. In particular, thedwaorises of the 1970s (1974, 1978)
and the downstream demand for plastics and manfiaddextiles led the
Taiwanese state to develop backward industriesrdrastructure. The security factor
also counted, because Taiwan lost its UN seat 71 1the US reduced its arms sales
to Taiwan, and in 1972 began withdrawing its militpersonnel (Gold 1986, p.99;
Hsuehet al.2001, p.37). The ‘Ten Major Development Projeuatsie launched in
1973. These projects included: implementing imgaiistitution in heavy industries,
such as petrochemicals, steel, and shipbuildingtage-owned enterprises, for
example China Petroleum Corporation, China Steeb@ation and China
Shipbuilding Corporation. As such, major industireshis period (1966-1986) were
not only food processing, textiles, electronicg,ddso chemical and plastic products
(Sumiyaet al.1995[1992], Table 2-11).

The domestic production chains in the upstrpatro-chemicals, intermediate
stream chemical material and products, and dowanstigastics products and
synthetic fibre textiles were vertically integratéaother example of a production
chain was the upstream iron and steel industry Q& ermediate stream
transportation equipment manufacturing (ships andraobiles), and downstream
machine processing industry. The major partners agdststed such integrated
projects were American petroleum and chemical gig@bld 1986Y° However, this
hierarchical structure was also built through siatiervention: the upstream was
monopolised by state-owned enterprises until 188@e the intermediate stream was
dominated exclusively by four private plastics gmtises (Formosa Plastics
Corporation, Cathay Plastics Corporation, ChinagsarPlastics Co., and Ocean
Plastics), and the downstream was occupied by mume8MEs which pursued
export (Hsuelet al.2001; Taniura 2003[1988]).

Industrial financing support

The state helped to form domestic production chaimseveral strategies, e.g. trade
protection, the establishment of SOEs, tax incestivechnology imports, entry
restrictions, and infrastructure establishment. Most important strategy was

197 Therefore chemical products became one of theafess in which the US surpassed Japan to
become the biggest importer (Baldvéhal.1995).

141



industrial financing support via interest ratesigglforeign exchange rates policy,
selective credit accommodation, export and imgaoerfcing, and development
banking. It is noteworthy that this industrial fm@ang support was aimed at both the
EOI and the ISI sectors.

(1)Interest rate policy and foreign exchange rate @plThe government
determined the interest rates by setting a higlrést rate on saving deposits to
encourage high domestic savirt§$and by providing a ‘concessional’ rate on loans
financing targeted industries or secttfsTaiwan’s national savings rate was as high
as 24.34% between 1971 and 1988, most of which @rsehold savings (Shea and
Yang 1994). Interest rate policy thus served amhbtd channel household savings
into the industrial sector. As for the foreign eange rate, in the 1950s and the 1960s
the government implemented a multiple exchangesygtem to encourage both the
export sector and the import-substitution sectoeifV\¥996). From 1970, the system
changed to a fixed exchange rate system by pedigend T at 40 dollars to one US
dollar. The consequence of a fixed exchange ratetavkeep the NT dollar devalued
so as to allow Taiwan’s export-led industries tmae at an international competitive
price.

(2) Selective credit accommodation by the CBRe special loans policy had
provided agricultural and strategic industrial sestwith capital for export activity
and investment. The special loan rediscountstfiesinterest rate charged by the CBC
for rediscounting special loan$fered by domestic banks) as a share of totandaif
the CBC on monetary institutions was around 52%vbéeh 1962 and 1988 (Shea and
Yang 1994). Several types of selective credit aconodation were provided by the
CBC to banks (CBC 1996, p.172-174): export accomatiod'°, the special fund for

medium-and long-term credfit, and loan accommodatidtf

1% The nominal interest rate on one-year depositsagesl 10.28% between 1961 and 1988; and
interest on savings held for two-years was tax-{8tea and Yang 1994, p.205).

199 The interest rate for lending money to the expedtors was 11.88%-13.32% between 1956 and
1967, while the interest rate to other industries #9.8%-13.32% (Chang, Chiu, and Tu 2005).

10 From 1971, the Central Bank accommodated expartsdo domestic and foreign banks. The
accommodation interest rate (6.75%-11.25% betw&&8 and 1984) was lower than the temporary
accommodations rate (10%-17%) and the rediscotmctarged by the CBC to the banks (7%-
13.25%) (Wang 1996). This policy was abolished981L

11n 1966, some of the postal savings re-deposite wsed to set up the Special Fund to
accommodate banks’ medium-and long-term loanspagjc infrastructural projects.

12 Erom 1973, the banks could apply to the CBC foroaumodation for loans for the imports of
machinery, to technology-intensive industries, ahart-term loans to SMEs.
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(3) Export and import financingn the 1960s, the state offered a preferential
interest rate to the export sector and to the imghgswhich imported machinery. The
interest rate for export firms was much lower th@ minimum rate for secured
loans'**However, Chou argues that the interest rate sultsigyport loans was not
actually much when compared with the contributibexgports to the GNP. In other
periods the share of export loans to the totahoftsterm secured loans was mostly
less than 10% (Chou 1995, p.99). This was becaose export-led SMEs could not
obtain loans from the banks, as was discussedqusiyi

(4) Development banking.he majority of commercial banks normally do not
attempt to provide loans for long term investmdihie function of development
banking is to provide long-term credit to industrien Taiwan, the government
directed different specialist banks to provide sgexredit loans for various sectors
(Amsden 2001). Accordingly, after the amendmerthefBanking Act in 1975, six
state-owned banks were either established or apgubia finance particular
sectors**

In conclusion, under the two industrial trajectefiSMEs and TNCs dominated the
external exports market, while SOEs and large peieaterprises dominated the
domestic market (Baldwiat al. 1995, p.10). As Baldwin et al argue, ‘the former
enterprises (SMEs plus TNCs) were highly competiimd market driven, while the
latter (SOEs plus LEs) were oligopolistic and sthtected’ (1995, p.11). High tariffs
and import control measures coexisted with expanrtion measures in the 1960s.
The export incentives remained in place while theegnment adopted import-
substitution in the 1970s (ibid). The Taiwaneséesteas able to implement industrial
policy not only because the US supported Taiwaanlgy shift, but also as the KMT
party-state controlled both the political and ecaisystem (e.g. politically it was an
authoritarian regime; economically the KMT develdpee SOEs and controlled the
financial institutions). However, private industriapital gradually increased in

3 During 1974-1989, the difference between secusadd and export loans had ranged from 2.3% to
6.3% (Wen 1996). The policy of low-interest rat@est loans was abolished in 1989, when the
liberalisation of interest rates was completed.

14 The Farmers Bank of China (agriculture), The LBaak (real estate), Medium-and Small Business
Banks (medium and small business loans), The Extpwbrt Bank of ROC (export-import
enterprises), as well as the Industrial Bank oin@hand the Chiao Tung Bank (medium and long term
loans to industry).
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number. Private enterprises grew dramatically betwtbe mid-1960s and the 1970s.
According to Liu (1995[1992]), only 56.2% of manatiaring GDP was produced by
private enterprises in 1965, but the figure hadwgrto 85.8 % by 1975 (ibid,
Appendix 1-7). This share did not exceed 90% ur@86 (CEPD 2005, Table 5-4). It
is evident that this period was very significanthe growth of private manufacturing
enterprises, especially the growth of the SMEslargk enterprises in mid-stream
sectors.

4-6-3 How did labour contribute to Taiwan’s peripheal ascent?

The specific role of state-capital relations, inmrte of bureaucratic-corporate capital
in the industrial and financial sectors in promgtthe two industrialised trajectories,
was not the full story of Taiwan’s peripheral adcés the thesis argues, labour was a
necessary part of social relations for capital aadation. So how did labour
contribute to Taiwan’s ascent, and did organisedua as a social force resist
Taiwan’s ascent? This section will discuss a spelabour pattern that contributed to
Taiwan’s peripheral ascent trajectory, in particutethe export-led sectors, namely, a
flexible and unprotected labour market, and thenifezation” of labour. As Chapter
Seven will show, in Taiwan’s overseas employmemtesithe 1990s, we find that
Taiwan’s specific labour pattern in the pre-198#qekis similar to Taiwan’s
overseas employment since the 1990s, and this derates that a peripheral ascent
needs a particular labour pattern. Furthermorgyeasaw in the previous discussion
of peripheral social formation, Amin (1976) argtlest one of the features is ‘non-
complete proletarianisatidn® a feature that can be observed in Taiwan’s specifi
labour pattern during the pre-1987 period.

The division of labour between different typesmdustrial capital (SOEs, private
enterprises, and SMES) reflects the pattern ofuabad labour’s working conditions.
The following discussion will show that more fembidbour than male labour worked
in the export-led sectors; by contrast, male lalmmminated the upstream and
intermediated stream sectors (e.g. petrochemiisdl, gransportation manufacturing
sectors). Thus, a gender division in labour ocaclimeaccordance with the division of
labour between different types of industrial capMdorking conditions in the

15 proletarianisation refers to the social processraly people move from being either an employer,
or self-employed, or peasants to being employedagg labour by an employer.
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upstream and intermediate sectors were also lik#erthat in downstream export-led
sectors as the former required skilled labour aaid pigher wages than other sectors
(as the following table shows), and these entexpngere under labour protected by
Taiwan’s labour law. Taiwan’s labour regulationg(€lrade Union Law) was only
aimed at those enterprises employing more than@Ress. However, nearly 60% of
employees worked in export-led SMEs during the $9&d the 1980s (Chou and Lin
1999). A complete framework of labour regulationdd industrial workers (i.e.
Labour Standards Law) was not promulgated untik198 other words, the main
characteristic of labour’s working conditions dgyihaiwan’s peripheral ascent
period was a lack of labour protection and regaitatin the following section, | will
mainly discuss the labour pattern in the exportdectors as they were the majority in
employment and represented the specific laboueattf peripheral ascent.

Table 4-2 : Some indicators of key industries dyrd®73-1987

number of |[number of |male female
key industries male female workers'  |workers' vage

workers  |workers wage (NTS)(NT$)
the total manufacturing

1,033,189 | 972,592 9,651 6,596
sector
textile industry 82,401 149,334 9,862 7,003
electronics component
_ 44,180 90,162 14,352 8,701
industry
Petroleum refining industry| 10,024 1,101 14,334 (12,427
chemical industry 25,735 12,247 11,925 8,401

Source: DGBAS (various ears-b), Time Series of Bgrand Productivity Statistics
Tables

The flexible and unprotected labour market

| have shown how the state promoted industriabsatboth EOI and ISI) and helped
to integrate domestic production chains througllasination of the industrial sector
(the bureaucratic-corporate capital) and of tharfeial sector (state financial capital).
Nevertheless, those firms that received least ptiote and promotion by the state, i.e.
the SMEs, had a profound development role in exigorsectors. | have discussed
the situation whereby the SMEs were at the bottbtheddomestic industrial linkage
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and relied on the informal financial market fordircing. In such a tough environment,
how could they maintain export competitiveness?ghiificant factor behind their
success was their special pattern of labour. Tdeian will first discuss the two
characteristics of the labour pattern in the SMtasnely a flexible and unprotected
labour market, and the feminization of labour.

The labour patterns that are categorised by Ha(&0@6) as ‘least protected’ are
peasant, casual labour, enterprise labour (magfgrning to non-unionised and small
enterprises labour), self-employed labour, and @balsl labour (p.42). All of these
unprotected labour patterns could be observed iwarg and were in fact the major
labour pattern.

In addition to the high numbers employed by SMEeré was a high share of
self-employed labour in Taiwan, accounting for mibr@n 20% before 1983° Two
types of labour contribute to this pattern: the lssw#bcontracting workshop, and
home-workers. Shieh’s (1991; 1992) study of Taiwabcontracting network
explores four types of labour: (1) unpaid familymieers; (2) hired wage-labour; (3)
mixed family members and wage-labour; (4) neithage+labour nor family labour.
The first and fourth are counted as self-employddlir. They primarily use family
members as the labour force because the lattgoroarde ‘elasticity, flexibility, and
low-labour cost’ (1992, p.138-139). There were tyypes of wage system in
subcontracting: one was the piece-rate system hakithe same system as for home-
workers; the other was the time-wage system, irckwthe employers pay a basic
wagée?’ plus some allowances and bonuses (p.133-135).dvlereenterprises which
employed less than five employees were not requiredfer labour insurance?®
This feature of export-led SMEs, the flexibility thfe subcontracting system and the
low-labour costs created opportunities for newyetdrsmall enterprises. Thus, many
manufacturing workers might shift to being the sariicactors of a new enterprise.
The pattern of “black-hands” (i.e. manufacturingrkeys) becoming “boss” was a
significant feature before the late 1980s (Choulandl999; Shieh 1991; 1992). A
sample survey revealed that around 35% of the lafooce had set up their own

1165ee Directorate General of Budget, Accounting atatiskics, Executive Yuan, R.O.C (2003)

Yearbook of Human Resource Statistics

117 Before the enforcement of the Labour Standards im&984, the basic wage regulated by the
government was around 40 to 50 percent of the geenage of the manufacturing workers.

18 Before the enforcement of Health Insurance in 1984vas Labour Insurance that covered all
functions of social insurance.
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businesses between 1979 and 1987 (cited from 38i@h, p.177). It was a high level
of SME entrepreneurship which added a difficultptganised labour’s resistance, as
labour might shift to being “the boss” of an SME.

In terms of state regulation, before the promudgadf the Labour Standards Law in
1984, factory working conditions were regulatediuy Factory Law and by the
Labour Insurance Act. The former only covered labaiwho worked in factories
and excluded home-workers and self-employed labiche.Labour Insurance Act
merely covered enterprises which hired more thamdémployees. The legal working
hours were forty-eight hours per week; howeveryiowe could extend working
hours by up to four hours as long as the totaltowerworking hours did not exceed
46 hours per month. In general, the legal workiagrh plus overtime hours were
between 194 and 238 hours per month (48-59 hours@ek). There were no
regulations for severance pay or retirement fund$abourers. Factories were also
allowed to employ workers as apprentices, who wesee than thirteen years dftf,
thereby including child labour of school age.

Femalisation of labour in the export-led sectors

In Taiwan, several studies noted that the partimpaof female workers sharply
increased during the 1960s and the early 1970sn@aed Hsiung 1992; Greenhalgh
1985, p.273). In particular, between 1965 and 183tBale participation in the labour
force grew from 33.1% to 41.5%8 (Cheng and Hsiung 1992, p.324). It is notable that
until 1973 the share of the labour force in the afacturing sector did not exceed the
primary sector, agricultural and mining (Taniurd)3[1988], p.246}** Combining
these data, the major factor in the change inaghedr force between the two sectors
is the participation of female labour. In other dgrTaiwan’s transformation from an
export-led agricultural economy to an export-ledustrial economy was
accompanied by an increase in the female labouefdtung’s 1973 data, drawn

from the Taiwanese government, shows that femaleulawas concentrated in key

19The Factory Law defined workers aged between 1418ngkars old as “child labour”, and they

were not allowed to work overtime or at night.

120 Meanwhile, the male labour force participatiorersgduced from 82.6% to 77.1%. In the 1970s, the
female labour participation rate was slightly regllicdue to the development of heavy-chemical
industries, the rate then increased to 42.1 peinerf83.

121 The share of the labour force in the primary sedezreased from 46.6% in 1965 to 30.5% in 1973 ;
whereas, the share of the labour force in the skrgnsector grew from 22.3% in 1965 to 33.7% in
1973.
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sectors: it made up 85% of the labour force inapgearel industry; 79% of workers in
the textile industry; 65% of the labour force ie@fical equipment and supplies; and
59% of the workers in the food processing indust(ieung 1984, p.109).

The feminization of labour occurred both in the Sviad their subcontracting
system, and in the EPZs and transnational corpmsitemployment patterns. Young,
unmarried women were particular preferred by TNCEFPZs. By looking at the
female labour force participation rate at differages in 1966 and in 1974
respectively, we see that the female labour foeztigpation rate aged between 15-
19 years old was greater than 50%, both in 196618@d; and the rate at ages 20-24
years old was 46.6% in 1966, and 54.3% in 1974 (Gla&d Hsiung 1992, p.326).

These were all major export processing secfarsording to Ge (1978), more
than 80% of EPZ employees were female between 4887.976. Around 57% of
EPZ employees were young (mainly unmarried) won@n 1978, p.61). Some
empirical studies concerning female workers inlinge garment or electronics
factories correspond with the above argument (Arfi§84; Diamond 1979; Kung
1976; 1984)** Many women from rural areas began to work in mbbe factories
after graduating from primary school or junior higghool. The recruiting managers
had contacts in the junior high schools of rurakarand were able to recruit either
full-time employees or apprentices.

Why did factory employers prefer young and ammed females? One major
reason is that these female workers’ wage rates f@aetower than that of the male
workers. Female workers had a lower wage rate lsecdivstly, they were unmarried
females and society regarded men as the major vieaers; secondly, female
labour was concentrated in downstream export-leda&wour-intensive sectors,
sectors that are less capital-intensive and teolgyahtensive than up- and
intermediate-stream sectors, where labour wasghigher wage; thirdly, female
workers from rural areas still partially dependedagricultural income. The wage of
EPZ female workers was lower than the average waligesile and female employees
in the manufacturing sector as the following tadilews. The following table also
shows clearly that the EPZ workers’ wages werddivest, and much lower than the

122 Most of the empirical studies in the 1970s and %98@ere by American sociologists and
ethnologists, their primary concerns were moreess lthe debate about whether indusrialisation and
modernisation brought about women’s emancipatioshanges to the Chinese family structure, and
took Taiwan (a “traditional” Chinese society) asame study.
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average manufacturing male workers wage: lessthéi of the average male
workers’ wage (Table 4-3).

Table 4-3 : Average wages of manufacturing worketie 1970s (unit: NT$, %)

A: male workers B: female workers C: EPZ workers
(B/A as a percentage) (C/Aasa
percentage)
1973 2,468 1,879 (76%) 1,715 (69%)
1974 3,301 2,497 (76%) 2,189 (66%)
1975 3,881 2,927 (77%) 2,317 (61%)
1976 4,507 3,545 (79%) 3,136 (69%)

Source: DGBAS, Time Series of Earning and Proditgtstatistics Tables
(http://win.dgbas.gov.tw/dgbas04/bc5/earning/ht4a€®;, Ge (1978), Table 5-13

Note: 1. Data from DGBAS is the August data of egedir. 2. NT$ 40 = one US dollar

Invisible female labour in the satellite factory sem

Another feature of the SME subcontracting systefhaiwan, apart from an
unprotected and flexible labour pattern, was thatymmarried women served as
home-based workers or workers in small factoriesxjport-led industries. Hsiung’s
ethnographical study of Taiwan’s satellite facterieund that Taiwan’s married
female workers mainly worked in small factorieshwligss than thirty employees
(Hsiung 1996, p.76). For example, the governmetdta shows that between 1979
and 1987, about 55% of married female labour workesimall factories with fewer
than thirty employees, but about 66% of unmarreeddle labour worked in larger
factories with more than thirty employees (ibidl§.77).

In 1972, the ‘living room is a factory’ prognane (i.e. home-based contract work)
was promoted by the government. The plan was insfaceans to encourage
housewives to engage in processing work at homexjoort-led industries. These
subcontracting workshops were located in formeitanyt bases, residential
communities, and rural villages (Shieh 1991, p.186yording to an official survey
in 1982, 46% of 1,526 randomly selected residesgpanded that this programme
had been organised in their community (Hsiung 199%?). Local government

offered loans for families to do processing workaine and sometimes local
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officials (e.g. village heads) served as a contraatting between factories and
families (Hsiung 1996, p.53-54). The payment waseldaonly on the number of
processed products, i.e. a piece-rate basis.

According to Huang'’s survey of 1986, the home-veoskaverage working hours
were 7.2 hours per day (cited from Shieh 1991,4166). Some 75.2% of home-
workers earned less than one US dollar per hoid)(itvhile a manufacturing
worker’s average hourly wage was US$1.8 (DGBASovariyears-b). In other words,
the hourly wage gap was nearly 50%. Furthermoegetivere neither
allowances/bonuses nor holiday if the product deadiias urgent (Shieh 1991).
These home-workers were at ‘the bottom of the soibacting system’ and served as
an ‘invisible workshop’ (Shieh 1991, p.155-161).afg’s survey also shows that
nearly 90% were involved in exporting (cited frommieh 1991, p.164-165). In sum,
the programme offered the export-led sector venydost and flexible labour, which

was also feminised labour.

‘Silent’ and ‘disciplined’ labour

| have discussed the particular features of thedapattern that contributed to
Taiwan’s peripheral ascent in the pre-1987 peiiid.any form of organised labour
or collective resistance exist in order to charadmur’s working rights and status, and
challenge the logic of capital accumulation? Acaagdo the official statistics
between 1949 and 1965, there were only 520 cadebair dispute (Chang 1991).
Thereafter, the number of disputes remained belwwtbousand a year prior to 1980
(Kleingartner and Peng 1991). The economic fadtascaused the ‘silence’ of
organised labour included: the typical managegatdres of SMEs; a majority of
young female labour in the export-led sector; maatufring labour’s reliance on the
agricultural economy (as many SMEs were locatdterrural areas); and the
relatively fair distribution of income equality {ed from Hsu 1989; Kleingartner and
Peng 1991). A great deal of literature mentiongtipal factors; such authors discuss
how the state (i.e. the KMT administration) corgdlthe labour regime and
organised labour (Buchanan and Nicholls 2003; Di3&9; Frenkekt al.1993; Ho
2006; Hsiao 1992a; Hsu 1987; Kleingartner and P84 ; Kong 2005; Minns and
Tierney 2005; Rice 2006; Wang and Cooney 20B2particular, a study by Deyo
(1989) of East Asian labour movements (includingvBa) argues that ‘East Asian
development is associated with the continued Wtadind indeed the expansion, of
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employment relations based on patriarchal, patestigland patrimonial systems of
labour control’ (p.8).

Under Martial Law, other forms of labour and cinseorganisations, apart from the
officially recognized trade unions, were forbidd&fartial Law was declared in 1948
after the “228 incident*?® of 28 February, 1947. Taiwan'’s citizens were fddein

from organising political parties; freedom of speeassembly, association, and
communication (including the media) were bannedu8ty agents (the Taiwan
Garrison Command) could arrest citizens and puhtbe trial in military courts, and
many emergency decrees were promulgated. Anotbmoe of large scale arrests by
the KMT government of citizens occurred during téhite Terror” of the 1950s.
These arrests targeted those who were suspecbsingf communists, including
many trade union activists. Taiwan’s labour moventefore the end of Martial Law
(1987) was therefore severely oppressed. It has éstenated that of 140,000 people
who were involved, 29,000 cases of political peusiea occurred during the 40 years
of Martial Law (Huang 20/05/2005)

Another feature of the organised labour maseinthat has had a very significant
impact was the absence of industrial unions irtridide union structure. The state (i.e.
the KMT) rigorously controlled organised labourdmstting up a weak trade union
structure and controlling the leadership of trad®ns. The official trade union
organisation was an arm of the KMT. According te Trade Union Law, the
structure of trade unions was established on theslodi the dual industrial structure.
Each state-owned-enterprise (SOE) had an entefipaised union. Workers in private
enterprises that employed more than thirty emplsyesl a plant/factory-based union,
S0 a large private enterprise that had fifteentplamy therefore have had fifteen
separate trade unions. Enterprises that employeer finan thirty employees were
unable to organize plant-based unions. In othedsydhe Trade Union Law excluded
85-90% of the total labour force from organisingeaale union at all. However, there

1Z3\When the KMT took over Taiwan in 1945, they did mteract well with Taiwanese; on the
contrary, their ‘corrupt bureaucracy, economic Bhid, and a deteriorating sense of public security’
dissatisfied Taiwanese. On 27 February 1947, atadiglwho sold illegal cigarettes was hit on her
head by a policeman, and the incident escalatacctimflict between people who witnessed the
incident and policemen. The next day, those angrwds presented a petition to Governor-General
Chen Yi; yet they were shot at by military forcéneFeafter unrest was widespread in other citied, an
Chen Yi even requested that the KMT governmenin(thenainland China) to send more troops to
control the unrest. The 2-28 Museum estimateshtéateen 10,000 and 20,000 people were killed
during the 2-28 Incident. See 2-28 Museum (n.deyrK1965).
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was a third type of labour union, the craft/occigal unions, which were made up
of workers without a fixed employer. This type wax a real trade union, but rather a
labour association sponsored by the governmempéement labour and health
insurance for their membership. SMEs with fewenttrarty employees usually
joined a craft union because the monthly fee paithé¢ social insurance was cheaper
through the craft union than through joining theigbinsurance system as an
individual. As such, the unique and fragile tradeu structure of Taiwan was an
enterprise-based union in the SOESs; a plant-basied in private enterprises with
more than thirty employees; and a craft union whieeenvorkers were in small
enterprises that had fewer than thirty employé&$he trade union movement, after
the late 1980s, was led by the SOESs’ enterpriseebasions and the private
enterprises’ plant-based unions. However, as wedigituss in the following chapter,
SOEs have declined since the late 1980s whileatfye Iprivate enterprises grew.
Taiwan’s trade union structure has been unabletstorm itself in parallel with
industrial transformation, e.g. no single industuiaion has been formed to date.

Conclusion

This chapter has analysed how Taiwan ascendee teetini-periphery, from a long-
term historical perspective from the seventeentiiy to 1986. | argue that
Taiwan’s capitalist development is better undemtoathe context of the capitalist
world-system and domestic social relations, rathan regarding Taiwan’s case as
national stages of development from a pre-capitaiisicultural society to a capitalist
industrial society. This chapter also demonstrahtes Taiwan'’s historical capitalist
development through several hegemonic influencegedfaiwan’s post-war
peripheral ascent.

Firstly, Taiwan developed export-led agriaudt and had been linked with the
European-centred world-system (first under Dutaheingony, and then under British
hegemony) and the Qing Empire, through both tradefimance. The Europeans were
more interested in monopolised trading channelsfimadcial loans rather than

changing Taiwan’s indigenous production systemo8ely, during Japanese

124Eor the detailed discussion of Taiwanese tradenmistructure, please see Chang C.L. (2002), The
Politics of Regulation: Globalisation, Democratiaj and The Taiwanese Labour Movemerthe
Developing Economie805-26
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colonialism, Taiwan further developed its expod-&griculture, started its
industrialisation, established a central-planniogr®mic framework, and was
integrated into Japan’s semi-peripheral strateglyad also dominated the trade and
finance sectors. Unlike the Europeans, Japan inted industrialisation and a
capital/wage labour production mode. Japaneseat@st controlled not only
commercial and financial capital but also industapital. Thirdly, after the KMT
migrated to Taiwan, they took over the Japanesschegf capital accumulation and
tied Taiwan’s economy into the US-led capitalistesystem through trade, inward
FDI, and US aid. The KMT-led bureaucratic-corpomeital (including industrial
and financial capital) monopolised the domestimecay in order to deepen export-
led agriculture and develop industrialisation. Unithe auspices of US hegemony and
links to the US and Japanese economies, TaiwareghHbm being an export-led
agrarian economy to export-led industrialisation.

Finally, Taiwan was able to ascend from the pemphte the semi-periphery
through two trajectories: export-led industrialisat which benefited from the
support of the US (policy support; the opening & tdarket; inward FDI) and from
the Japanese economy (technology and imports @atgpods; inward FDI); in
other words, it is a development by invitationhe tvay that Taiwan was invited by
the core zone into the new international divisibfabour since the 1960s. The
success of EOI can also be attributed by a spstatd-capital-labour nexus in which
SMEs and FDI capital took the leading role withexible, disciplined, unprotected,
and ‘silent’ labour force.

The other trajectory is the success of the integradf domestic production chains.
The US played a key role in the technology transféhe petrochemical industry, but
most importantly, it was the KMT state and autlasrén bureaucratic-corporate
capital that guided the direction of domestic irtdabkintegration. In general,
Taiwan’s peripheral ascent demonstrates Amin’s §)@rgument of the four features
of peripheral social formation, that agriculturap@alism has a dominate role; a large
share of the local commercial capitalist classdtiemng links with the core capital; the
development of a special form of bureaucratic sysend an incomplete
proletarianisation. Firstly, Taiwan’s agricultucapital was significant via production
and exports until the 1960s when Taiwan shiftelde@n export-led industrialising
economy. Secondly, EOI enabled Taiwan’s capit&isliwith capital from the US and

Japan. Thirdly, the authoritarian bureaucratic-ocaje capital and an unprotected,
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flexible, feminized, and incomplete proletarianisaioour force facilitated Taiwan’s
peripheral ascent.

In general, the historical study of Taiwan'’s cajstadevelopment and the factors
contributing to Taiwan’s peripheral ascent demaistthe central argument of the
thesis: to understand national capitalist developgmeis necessary to study both the
context of the capitalist world-system and the dsimestate-capital-labour nexus.
Since Taiwan has ascended to the semi-peripheryhanchpitalist world-system has
experienced several changes (as discussed in CAapd¢, what has been the impact
on Taiwan?
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Chapter Five: To Remain at the Semi-periphery or M@e towards to
the Core? The Transformation of Taiwan’s Industrialisation

Introduction

The chapter will discuss the changes to Taiwardsistrial sector since 1987/88. In
the previous chapter, | argued that Taiwan’s petghascent represented the
development of two industrialising trajectories etwo trajectories have now
changed. Changes to the industrialising trajecsaare also shifts in the ascent
trajectory. Since the 1980s, Taiwan has moved ugisvarits position in the structure
of capital accumulation, and in the internationalsion of labour. Taiwan’s links
with the capitalist world-system has also chandrean being tied to the US and
Japan to becoming closer to the East Asian ecorsofimgoarticular China). It is
Taiwan’s industrial capital which has advanced Taii® position within the capitalist
world-system (through capital exporting) and chahgaiwan’s links with the
capitalist world-system. In other words, the chaafjhe dynamics of the industrial
sector reflects the shift of ascent trajectorysash, this chapter will focus on the
dynamics of the industrial sector and it will dissthow the changes to the capitalist
world-system, as examined in Chapter Three, andttite-capital relationship
influenced the dynamics of Taiwan’s industrial sect

The chapter is as follows: the first part veamine the impact of the changing
capitalist world-system on Taiwan’s industrial chamely neo-liberalism
(liberalisation, deregulation, and privatisationylats attack on state power. The
bureaucratic-corporate capital collapsed, and thighrise of private industrial capital,
the industrial capital began to relocate producteerseas. Secondly, | will discuss
the rise of the electronics industrial capital lge&s the dominant industrial capital in
Taiwan’s capitalist development after the collapSbureaucratic-corporate capital.
Taiwan’s two industrialising trajectories in theepious period have merged into one,
export-led industrialisation. In particular the@lenics industry is a microcosm of
Taiwan’s ascent strategy. It means that Taiwarongdr promotes domestic
production chains led by bureaucratic-corporatetaqput pursues integration into
global production chains. Taiwan’s position in giebal electronics industry has
changed from one of peripheral production to onimgdén semi-peripheral
production. Furthermore, Taiwan’s further integratinto the global production
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chain in the electronics industry and Taiwan’s Hsea capital-export economy are
two sides of the same coin as Taiwan’s industagital makes use of overseas
relocation to ascend its position in the capitalistld-system. The electronics
industry is Taiwan’s leading sector, exporting talpand relocating production to
peripheral economies. In particular, China has treca primary trading partner and
production base for Taiwan’s electronics industcegbital. The third section will
therefore discuss the changes of Taiwan’s linkbéacapitalist world-system, from
being tied to the US and Japanese economies teased interaction with China. The
trend coincides with the rise of East Asian ecorsnais a centre of capital
accumulation. However, the increase of cross-stregtdependence presents a new
dilemma for Taiwan. The dilemma is representedchasstate’s choice of priority
between economic globalisation and economic redjgateon, but in fact the real
dilemma is the conflict between cross-strait padititensions and cross-strait
economic interaction.

5-1 Neoliberalism, the Decline of US Hegemony, aride Collapse of Taiwan’s
Bureaucratic-corporate Capital

In Chapter Three, | discussed the main changdsetodpitalist world-system during
the B-phase, including the decline in the raterofipof the industrial sector in the
core zone, the rise of neo-liberalism and its &ttatstate power, the relative decline
of US hegemony, and the rise of the East Asian@oags as a new centre of capital
accumulation. These changes have all influenceddras capitalist development
since the late 1980s. As | argued in Chapter Thheere-introduction of neo-
liberalism is related to the overall decline in grefit rate of the industrial sector in
the core zone and the increasing power of trarmmatcapital. The current economic
globalisation is to alleviate the downturn and exmurt crisis in the core economic
zone. Thus, the core zone (the governments, thmcations and international
institutions which are mainly dominated by the cstaes) is the main promoter of
economic globalisation, and neo-liberalism cansawya useful body of thought and
practice with which to impose economic policies anactices on developing
countries. As a newly semi-peripheral state, theeldgment of Taiwan’ industrial
sectors was limited through such pressures to agmptiberal practice. The pressure
was mainly from the US via bilateral and multilateirade talks for more than two
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decades. From the US’s side, such neo-liberalipeacan both expand their market
of industrial and financial capital and reduce ltght manufacturing imports from
Taiwan. The next section will examine in detail ho®8 hegemony and the WTO are

key actors in imposing neoliberal practice on Taiwa

5-1-1 The foundation of neo-liberalism: US-Taiwan bateral trade talks in the
1970s and the 1980s

From the mid-1970s to the 1980s, the KMT adminigirebegan debating economic
lliberalizatiort®® and in 1984 the government proposed a clear mewtibn for
economic reform. Premier Yu Kuo-hua stated thresclygolicy directions that
needed to be followed, namely economic liberaliggtinternationalisation, and
institutionalization:2® However, Taiwan’s overall economic liberalisatiirould not
be understood as a result of domestic policy chdigerather as an inevitable
consequence of the impact of neo-liberalism in seofmpressure of the bilateral
Taiwan-US trade talks, and Taiwan’s accessioneéd3ATT/WTO. The US has
played a key role in Taiwan’s capitalist developménth in the process of Taiwan’s
peripheral ascent and liberalisation. The US onpparted Taiwan’s EOI
industrialization yet they restricted Taiwan’s lighanufacturing exports from the late
1970s. The situation demonstrates that semi-peapbdevelopment is not unlimited,
as their development might be restricted by the zone.

The US and Taiwan have held long term diadogimed at negotiating economic
affairs ever since the first US aid to Taiwan irb@Q9As noted in Chapter Four, the
US pushed Taiwan towards being a more economitibélyal regime following the
end of US aid in 1965. After Taiwan adopted EO1965, the US became the top
destination for Taiwan'’s industrial exports, whmntributed to Taiwan'’s trade

surplust?Taiwan’s exports to the US began increasing rentdykfeom the 1960s

125 Between 1978 and 1984, the government frequertty ‘Financial and Economic Symposia’ to
discuss the economic reform policy. President Ghiahing-kuo first addressed the issue of further
liberal economic reform (e.g. reducing import bensiand reducing the trade surplus) in the
symposium in 1983.

126+ jberalisation’ means that the government shdoltbw ‘the market’ and reduce its direct
intervention; ‘internationalisation’ means reducthg barriers for capital, goods, services andicalt
arenas; ‘institutionalisation’ means to establistmgparent governance.

127 Taiwan began to have a trade surplus in 1977 dUkeall export value increased eleven-fold, from
US$5.3 billion in 1975 to US$66.3 billion in 1988KEPD 2008). The significant growth in Taiwan'’s

157



onwards, owing to the reduction of US tariffs agreethe Kennedy Round of the
GATT (1964-1967) (Baldwiret al. 1995). Taiwan'’s inclusion in the Generalized
System of Preferences (GSP) of the US between 48@@.989 was another
significant factor that contributed to the growfreaports to the US. For example,
Taiwan was the largest single beneficiary of the@®SP (in terms of tariff benefits)
in 1979 (Sapir and Lundberg 1984). Compared tdawel of Taiwan’s exports to the
US in 1960 (US$18.9 million), the amount in 198®@6.7 billion) had grown 357
times (CEPD 2008).

Textile products were the dominant exports in1&0s and the 1970s (Baldwin
et al. 1955). Taiwan'’s textile exports became gdiafor US-Taiwan bilateral trade
talks in the late 1970s. To understand this, we t@examine the history of
international textile trading arrangements. In1880s when the US was confronting
the Japanese challenge, under pressure from Ushaotd textile industries®
Japanese cotton textile exports to the US markes fust restricted through the
voluntary export restraint (VER) imposed by the gifvernment in 1955-1956 (Pai
1988; Baldwin et al. 1955). A VER is a bilateralaargement where an exporting
country voluntarily restricts exports so that thgorting country does not need to use
quotas, tariffs or other import controls (WTO glasg. Accordingly, other Asian
developing countries’ cotton exports to the US g(Baldwin et al. 1995). When the
increase of Asian NIES’ textile exports becameablam for the US cotton industry,
the Short Term Arrangement regarding Internatidmatle in Cotton Textiles (STA)
and the Long Term Arrangement regarding Internatidmade in Cotton Textiles
(LTA) were launched by the GATT Cotton Textile Coittee in 1961-1962 as the
‘global cartel arrangement’ to regulate cottonitex@xports and reduce trade
conflicts. During the period the LTA was implemeahtéextile exports shifted from
cotton, to wool and syntheti¢&'Given this situation, a more general framework

trade surplus was due to its increasing exportlsddJS in the 1970s and the 1980s. For example,
between 1983 and 1987 over 40% of Taiwan’s expeete to the US. Between 1978 and 1987,
Taiwan'’s trade surplus with the US increased eidbity from US$0.2 billion to US$ 16 billion (CEPD
2008, Table 11-9a).

128 For example, the American Textile Manufacturerstitate organized a lobby group to pressure US
government and US Congress; they also acted asrgoeat consultants to attend international
negotiation meetings between the US and theirrigadountries (Pai 1988).

129 For instance, Taiwan’s production of manmade fihoeeased sharply from the late 1960s, with the
export of manmade fibre, synthetic fibre and tipegrduction, as a share of total textile and apparel
exports growing from 15% in 1961 to 67% in 1970yelset al.2001).
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including all textile products replaced the LTAlLA75, namely the Multi-Fibre
Agreement (MFA).

In this context, US-Taiwan trade talks durihg 1970s were mainly concerned
with the restriction of Taiwan's textile expoftS. Taiwan was not a unique case, as
other Asian countries such as South Korea and Hamg were also being requested
by the US to limit their cotton textile exporf&.However, because Taiwan left the
GATT in 1950 and the United Nations in 1971, thasaman was not included in the
multilateral frameworks above. Nevertheless, Taigantton, wool, and manmade
fibre textile exports were restricted by the bitatdJS-Taiwan textile agreemerits.
Moreover, bilateral US-Taiwan trade negotiationghie late 1970s also aimed at
establishing a new official trade dialogue aftanfal US-ROC diplomatic relations
were broken off in 1979. Under the Taiwan Relatidog the Agreement on Trade
Matters between the Government of the USA and ine@ment of the ROC was
signed on 29 December, 1979. It stated that ibili&seral relations with the U.S.,
Taiwan would enjoy the rights, and would need 8peet the responsibilities, as
decided in the GATT Tokyo Round (1973-197®Although Taiwan left GATT in
1971, its bilateral relations with the US enabledwian to adopt the outcome of
GATT (e.q. tariff reduction by the US and the im@&iional textile trading
arrangement), because the US-Taiwan bilateral madetiations was based on the
liberalising framework of GATT.

In the 1980s, with the growth of Taiwan’s tradepdus, US-Taiwan bilateral trade
talks became more intense, and included annualimgedb review the trade
imbalance, and irregular meetings to negotiateiipéxade topics. Around twenty-
two sets of trade talks were held between the mumtries during the 1980s. The

130 Besides the textile products, the US imposed sesteictions on Taiwan’s other exports, e.g.
footwear, and colour television sets. Yet textipa@ts was the main concern of the US.

131 The author interviewed Eric Chiang on 27 March@@ric Chiang was Director of the Second
Bilateral Trade Division (the Americans, Europe &wih), Ministry of Economic Affairs when the
author conducted the interview. Also see Baldwinal.(1995), Ch.7. The following discussion about
the global textile arrangement is drawn from thmeaource.

132 Several agreements between the US and Taiwansigered, including the following: the cotton
textiles arrangement (1973-1974), the wool and naaterfibre textiles arrangement (1971-1974), and
the cotton, wool and manmade fibre textiles arrameyg (1975-1980).

133 The original text can be seen in Yen (1987). Cffieial document on 24 October 1979 also shows
that ‘with regard to tariff measures referred tdhis letter, both sides shall have the same rights
GATT Contracting Party would have with respect iickes bound in the GATT...” See Gibert and
Carpenter (1989).

159



agenda of the above trade negotiation meetingdarmgsly set by the US. Taiwan
was not unique in being requested by the US togasgasuch bilateral trade
dialogues. As discussed in Chapter Three, the &8gdd its regional economic
strategy from encouraging EOI and offering accedhe US market, to restrictions
on East Asian exports and promoting liberalisatlarGilpin’s (2000) view, the
change of American’s economic strategy was froro@en and multilateral trade
policy to a ‘much more parochial and nationalisticign economic policy’ (p.227).
He argues that such a shift was a result of sefactdirs, including a growing
concern about American industrial decline; theerddficit with Japan; the increase
of regionalisation in Western Europe; public suppartrade liberalisation; and
President Regan’s policy preference. In this canes<Haggard and Cheng (1989)
point out, the US raised specific trade issues satveral East Asian NIEs, such as
opening trade in services; the protection of ietlial property rights; the reform of
trade-distorting investment laws; curtailing spedihdustrial targeting; and
modifying exchange rates. The ‘new bilaterali§thimposed by the US led to East
Asian NIEs’ further economic liberalisation.

In the case of Taiwan, the US had several comglabbut Taiwan’s economic and
trade systems: (1) many restrictions on domestiketaccess; (2) a high tariff rate
which restricted foreign imports; (3) an unreasdeadxiff rate system; (4)
inappropriate restrictions to FDI; (5) insufficigaotection of intellectual property
rights; (6) insufficient protection of workers’ hggs; and (7) inappropriate intervention
in the foreign exchange rate system (Taniura 2CE88], p.314). For this reason,
Taiwan was investigated in seven cases of unfagetpractices under Section 301 of
the Trade Act (Smith 1997). The issues that corezethe US in its trade relations
with Taiwan included tariff rates, market accebs, foreign exchange rate system, the
labour regime, intellectual property rights, pulgiocurement, and non-tariff trade
barriers, among the agricultural, industrial, aadling sectors, with the following
aims (Baldwinet al.1995; Yen 1987; Prybyla 1989): (1) to reduce Tai\wa&Xxports

134 The term was used by Haggard and Cheng, refershange from multilateralism to a more
aggressive bilateralism imposed by the US on it Baia trading partners (Japan, South Korea, and
Taiwan) during the second Reagan administratioe.t€hm has also been used to refer to the George
W. Bush administration’s trade diplomacy in recegswrs.
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to the US* (2) to increase US imports and US FDI to Tait#3r(3) to implement
protectionist measures on intellectual propertiitsg®’

After several rounds of negotiation, Taiwan agreechost US requests, and several
agreements were signed during the 1980s. In regastiucing Taiwan’s exports to
the US, firstly, the US required Taiwan to remave imposition of an ‘export
performance requireménit on inward FDI in the automotive industry; and Taiw
agreed to do st As such, Taiwan abolished the export performaaqgeirement by
amending its Automotive Industry Development PlaiSeptember 1986. The US
also requested that Taiwan implements a voluntgop restraint on machine tools
and steel in 1987; thus an agreement on certaimimatools was signed between
Taiwan and the US on 16 March, 1989 and on 30 J8982. Taiwan agreed to limit
the amount of exports of machine tools to the URgs than 90% of that in 1985.
Furthermore, in 1989, after the appreciation offfedollar forced by the US,
Taiwan’s foreign exchange rate system was chanmged éne of ‘soft-pedé® to a
‘managed floating’ exchange rate system. The exghaate of the NT dollar against
the US dollar increased from NT$37.8 in 1986 to RG.8 in 1989, an appreciation of

135(1) restrict Taiwan’s exports to the US (e.g. rietile products, machine tools, and steel); (2)

appreciate the New Taiwan dollar against the Usad{le. make Taiwan’s exports more expensive),
and request Taiwan'’s foreign exchange policy benbeid towards free market principles; (3)
implement a labour protection law so that TaiwaXporting sector would not be able to make use of
cheap labour for reducing costs.

136 (1) open Taiwan’s market access for US goods &ggcultural goods, tobacco, alcohol, soda,
midstream petrochemicals products, communicatiaipeaent) by removing non-tariff barriers (e.g.
guotas, import licensing systems, sanitary reguiati prohibitions) and reducing Taiwan’s import
tariffs; (2) open Taiwan's market access for USeolSDI (e.g. automobile, banking and insurance,
and retail); (3) increase public procurement from US.

137 The US requested Taiwan to sign an agreementh@atopyright of American publications
(published after 1955) should be protected for 88rs.

138 Export performance requirement is a requiremeffibon the proportion of export of the FDI's
production.

139 A Letter of Exchange on export performance regoéet in the automotive sector was signed by
the US and Taiwan on 9 October, 1986.

140 According to the IMF (27/11/2007), soft pegs int#s a single currency or a composite of
currencies, the conventional fixed pegs and cragiegs; managed floating includes managed floating
and independently floating.
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27 percent* The government also relaxed the controls on foreigchange and
capital movement. Thus, Taiwan has become a capiprting country since
198812 Finally, Taiwan’s Labour Standard Law was annodriocel 984, providing a
legal framework related to working conditions (evgrking hours, wages,
employment contract, retirement system, and so on).

With regard to the issue of increased US irtgpand US-based FDI: Firstly,
during the trade talks of 1978-1989, the US reageattotal of 1,807 items for tariff
reduction, and Taiwan granted 1,314 concessiosgdeess rate of 72.7%) (Chen and
Liu 1985). Notably, Taiwan agreed to remove licagssontrols on the import of US
commodities (especially agricultural goods). Taivlams became the third largest
buyer of US corn, barley, and soybeans (Prybyl®@L%urthermore, under pressure
from the US and its business lobby, Taiwan’s stateed airline (China Airlines)
decided to procure six Boeing 754-700 aircraft%7 (Chieh 2005). Secondly, in
1988 Taiwan also changed its inward FDI policy frartpositive list” to a “negative
list”, so that 207 sub-sectors were further openddS FDI). Thirdly, the Taiwanese
government also organised a “buy American missard made purchases of around
US$11 billion during the trade talks of 1978-198Typyla 1989, p.66).

Consequently, Taiwan’s average nominal taaif€ was sharply reduced from
31.1% in 1980 to 9.7% in 1989 (Figure 5-1) (DeptCastoms Administration
(DOCA) 2004). Meanwhile, custom revenues as a shfagevernment revenues,
declined from 33.4% to 17.3% (Figure 5-1). Nonffdrarriers** were also reduced
(e.g. permitted import items) as a share of toémhs, grew from 57.1% in 1970 to
97% in the late 1980s. In particular, the percemtaigtems that were “free from
import licenses” of total import items increaseonfr 10.5% in August 1983 to 66.2%
by the end of 1989 (Smith 1997). Local content neament$** in machinery,

144t was a common situation that East Asian NIEs vpeessurised by the US to appreciate their
currency, the percentage change for the South Kaore@ and Singapore Dollar against the US Dollar
between 1986 and 1990 was 19.71% and 16.77% résggcSee Hsing (1998).

2There are two different sets of data regardingithing of when Taiwan’s net outward investment
exceeded net inward investment. According to tha ftam the Central Bank, it was 1988; the data
from the Investment Commission, Ministry of EconorAiffairs, shows that it was 1991. See Lét al.
(2003) about the comparison of the two sets of.data

143 According to glossary from the WTO, NTBs are nariff measures such as quotas, import
licensing systems, sanitary regulations, prohibgio

1441 ocal content requirement is a requirement thatttoduction chain needs to include some local
produced raw material or components.
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electrical equipment and transport equipment (peedeby the US as non-trade
barriers) were abolished, except in the automaobdastry (Smith 1997).

Figure 5-1: The Change in Taiwan’s Tariff R4te
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Empirical studies above show that the US obtaingckat deal from Taiwan through
their bilateral trade talks. This is evident in taek of growth in Taiwan’s bilateral
trade surplus with the US since 1987. On Taiwails,ghe government became
concerned that some protectionist measures by $hmight damage the advantages
enjoyed by Taiwanese exporters. Taiwan also praptiseestablishment of a dispute
settlement mechanism to deal with trade disputasthiis proposal was refused by the
US. There was no trade dispute mechanism in tlaéehdl negotiation. The US was
both the negotiator and the arbitrator, which ceduke bilateralism to be

unilateralism in effect, imposed by the US. In gaheghe Taiwanese government was
in a defensive position during negotiations. Tailwdarmal chief negotiator Vincent
Siew, has stated, ‘our main strategy was to stova longer period for implementing
US'’s requests...We did not have the leverage duhiagiegotiations-*° Taiwan’s
powerless position during the negotiation processle explained by the uncertainty
and weakness of the legitimacy of Taiwan’s (the R&@&tehood after its withdrawal
from the UN. It seems that the US was the only tguhat continued trade
negotiations with Taiwan. The reality, however, wgage opposite. The US
supported the statehood of the ROC on Taiwan, tieguhe PRC until its

145 Nominal tariff rate is the rate of duty leveledtte gross value of a product.

146 The author interviewed Vincent Siew on 11 Apr0B. Vincent Siew was the chief negotiator of
ROC-USA trade talks between 1972 and 1988, formemier between 1997 and 2000. Since May
2008 he has been Vice President of the ROC.
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rapprochement with the PRC in the early 1970s. WherJS changed its East Asian
regional strategy, in particular by normalisingatedns with the PRC and imposing a
new bilateralism with East Asian NIEs, Taiwan waawitably influenced. As being a
semi-peripheral economy (i.e. increased industaphcity but facing challenges from
the core zone) and a state in a weak position mitie interstate system, Taiwan was
powerless to resist US pressure for liberalisatfmsuch, Taiwan sought to join the
multilateral trading system (GATT/WTO) in the 199@simprove the asymmetric
relations with the US and to gain access to theutissettlement mechanism.

In conclusion, Taiwan’s bilateral trade neggdns with the US in the 1970s and
the 1980s demonstrated how Taiwan’s economic sysi@spressurised by the US to
liberalise. The experience of bilateral trade tad&s only contributed knowledge and
experience to Taiwan’s accession to the WTO inl®f@0s, but also indirectly links
Taiwan'’s liberalisation to the multilateral framenks of liberalisation, such as the
GATT. As the former chief Taiwan trade negotia®iew, claims: ‘Taiwan’s
connection to the international regime and thesroliethe game were established in
the period of US-Taiwan trade negotiations.... withguch experience, the
Americans would not like to help Taiwan join GATTAM while under the pressure
from the PRC**’ Moreover, the liberalisation policies under USwa trade talks
have had a significant influence on Taiwan’s cdisttalevelopment. Firstly, Taiwan
shifted to a capital-export economy when the NTattalas sharply appreciated.
Secondly, those exports (textile, consuming el@atsy light manufacturing) that
were restricted by the US thus experienced dectiomme industries began to relocate
production to Southeast Asia (e.g. textiles), amdesindustries reduced inward FDI
(e.g. consumer electronics).

5-1-2 Accession to the GATT/WTO and TIFA

Taiwan re-applied for GATT membership in JanuaB89@. However, due to pressure
from China, Taiwan’s application was postponed|@&iSeptember, 1992, when the
GATT Council established a working party to examisepplication (Chang and
Goldstein 2007, p.6). Taiwan obtained observeustah this date. Following a
lengthy negotiating process, the Working Partylipeal Taiwan’s accession

147 author’s interview Vincent Siew, in Taipei, on April, 2006. He mentioned that the US assisted
Taiwan to join the APEC and GATT/WTO in the 1990s.
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documents on 18 September, 2001. Following formppat@val during the WTO Doha
Ministerial Meeting during November 2001, Taiwarcée the 144th member of the
WTO on 1 January, 2002. After 12 years of talkswaa successfully entered the
WTO.

Taiwan submitted its first draft schedule ir94%nd conducted bilateral
negotiations with 26 countrié&® By 1998, Taiwan nearly finalized the process by
signing agreements with 24 countries, includingagreement with the US on 2
February 1998 (Taiwan WTO Centre n.d.). Taiwanaalyefulfilled the requirements
of accession in 1998° Additionally, Taiwan’s commitments were more liakthan
other developing countries (e.g. South Koré&)n terms of the negotiation
procedures and the commitments of market acces® thas no apparent reason to
delay Taiwan’s entry to the WTO.

The major factor for the delay in Taiwan’s ession was political, namely
Taiwan’s statehood status and cross-strait relatibhe PRC decided to apply for (or
“resume” membership to) GATT on 10 July 1982, foltynapplying on 10 July, 1986.
Its GATT working party was established on 4 Mar&87. While the Tiananmen
Square massacre of 1989 caused its examinaticasedemporarily (Liang 2002), in
1992 China reached consensus with the US aboateesssion to GATT, on the
condition that the PRC could not block Taiwan’s lagapion *>* The PRC further
requested to enter the WTO earlier than Taiwan,GA@T endorsed this request.

%8 n practical terms, an accession case is negdtiata working party by “consensus decision-
making”, so that accession agreements are negbtietsveen the applicant country and any incumbent
member who is interested in the accession casen@Vitz (2006). These agreements are included in
the “Protocol” and are enforceable under WTO dismegttlement (p. 406). Two kinds of issues are
negotiated during accession negotiations: onesigfiplicant member needs to guarantee they will
fully apply WTO rules, the other about market asce@mmitments for incumbent members by
applicant members, see Langhammer and Lucke (1999).

149 The author interviewed John Deng in Geneva ands8 June 2006. John Deng was the Deputy
Permanent Representative of the Mission of TPKh&oWTO from 2002 to 2006; he has been the
Trade Representative and Deputy Minister of Ecoioffifairs since 2008.

%0 For South Korea’s status, see WTO (1996). For @danSouth Korea’s industrial tariff rate (6.7%

in 2004) and agricultural tariff (52.2% in 2004)sMaigher than Taiwan (4.16% in industrial tariflan
13.46% in agricultural tariff). See South Korea@)2 trade policy review report in WTO (18/08/2004).
Y nterview with John Deng in Geneva on 6 and 8 B0G6. Also see Liang (2002).

152\When the GATT Council meeting discussed the aamess Taiwan on 29 September 1992, the
chairman stated: “All contracting parties had ackiealged the view that there was only one China, as
expressed in the United Nations General Assemb$pRé&on 2758 of 25 October 1971. Many
contracting parties, therefore, had agreed withviber of the People's Republic of China (PRC) that
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However, China was not very active in negotiatinthwther countries, and
experienced difficulties in adjusting its non-markeonomic regime until Chinese
Premier Zhu Ron-gji visited the US in April 1989.China eventually signed a
negotiation agreement with the US in November 1@3thsequently, the incumbent
members and Taiwan had undertaken the negotiatamesgs slowly in order to wait
for China’s progress. One of Taiwan’s negotiatorstifie financial services sector in
the 1990s, Sean Chen, mentioned that Taiwaneséiategs intended to conduct the
agreements slowly and sometimes repeated negatiattithe same issué?

When the PRC’s accession was approved by the bh 10 November 2001,
Taiwan’s accession was agreed one day later. Timgegoience of the waiting process
indirectly gave Taiwan eight to twelve years, framen Taiwan first submitted a
draft of the lists of commitments in 1994 to adjisieconomic regime to fit the WTO
rules and Taiwan’s commitments. In other wordswaai did not request a longer
time period for implementing the WTO agreements ted list of commitments, but
the waiting-time in the accession process, which e to political factors, in
practice provided Taiwan a much longer time pefaxdmplementation. Taiwan’s
major commitments to the WTO accession are sumethiisthe following'>>(1)
Reducing the average normal tariff rates in agtiral and manufactured produtts
(2) Reducing non-trade barriers on agricultural Existrial productS”; (3) Opening
service-sector markets (committed to 123 out of dli»sectors); (4) Acceding to the
Agreement on Government Procurement. Taiwan wopdsh@overnment

procurement contracts worth some US$6 to $8 biligrear to bidding; (5)

Chinese Taipei, as a separate customs territooyldmot accede to the GATT before the PRC itself”,
see GATT (27/10/1992).

133 About Zhu's visit to the US, see Lai (2001).

154 Author’s interview with Sean Chen, in Taipei on¥2rch, 2006. Sean Chen was Deputy Minister
of Finance between 1998 and 2002.

1%5The following summary is drawing from CEPD (2002).

136 The agricultural the tariff rate would reduce fr@m2% to 14.01% in 2003, and then to 12.86% in
2011 (the reduction is 35.76%). The manufacturedipet tariff rates would reduce from 6.03% to
5.78% in 2003, and then to 4.15% in 2011 (the réodds 31.17%).

57 Including the removal of most of the import cotgron agricultural products; replacing the area
restrictions on the importation of small passerges and light commercial vehicles by a tariff rate
guota system; eliminating the local content andang requirements applied to the production of
automobiles and motorcycles; permitting the impgrtaof motorcycles larger than 150cc and small
diesel passenger vehicles; adjusting downward uben@obile commodity tax and eliminating the 3%
commodity tax offset on locally designed automohbitel motorcycle bodies, engines and chassis;
permitting access to the tobacco and alcohol market
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Implementing the Agreement on Trade-Related Aspefdistellectual Property
Rights (TRIPS).

In general, many of the above issues had imeplemented before 2002. The US
pressurised Taiwan to change its economic and systems in the 1980s, and
pushed the liberalisation of Taiwan’s market ini@gtural and industrial goods, as
well as the issue of intellectual property righteke WTO introduced the General
Agreement on Trade in Services on (GATS) that reshkagreed during the Uruguay
Round of trade negotiations (1986-1994). As suetwan’s application to the WTO
led to the liberalisation of its service sectoryesl as expansion of Most-Favoured-
Nation (MFN)*8 status towards all WTO incumbent members (onlytBeand some
Western European countries obtained MFN from Taiimghe 1980s). This
illustrates that bilateralism imposed by the USTanwvan in the 1970s, and the 1980s
was a foundation that pushed Taiwan to adopt dibecalism.

Although the multilateral trading frameworkadated Taiwan to develop trade talks
with other countries, it did not reduce the asymiogtower relations between the US
and Taiwan. The US requested more aggressive conemis than other incumbent
members, in particular by asking Taiwan to “paydben-payment**® The US
argued that since Taiwan would eventually gain s&te the WTO, it should have no
difficulty in implementing some commitments in adea’®® The Taiwanese
government viewed the US-Taiwan accession negmtias the final significant step
towards its accession. Accordingly, Taiwan agreectuce tariffs on 33 agricultural
products in 2000, two years earlier than its acoass

Similar to other weaker countries, Taiwan Ettkegotiation capability, and the
Taiwanese negotiators were government officialbeuit professional negotiation
skills.*** However, there is one distinct difference betw&aiwan and other weak
countries: pressure from China. The US had playeidha@ortant role in cross-strait
relations since 1950, protecting Taiwan from Charad so Taiwan relied heavily on

the US during its WTO accession process.

158 According to the glossary from the WTO, the MFNHs requirement that one country cannot
discriminate different trading partners.

%9 The following discussion about US-Taiwan accessiegotiation is from United Daily: United
Daily (10/02/1998, 12/02/1998, 13/02/1998, 16/098,22/02/1998, 06/05/1998).

180 Author’s interview with Sean Chen in Taipei ondarch 2006.

181 Author’s interview with Sean Chen in Taipei onMarch 2006; author’s interview with John Deng
in Geneva on 6 and 8 June 2006.
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Moreover, US bilateralism with Taiwan did not dipapr when Taiwan entered the
WTO. Such a situation needs to be examined in thadbcontext of the US’s
economic bilateralism strategy of recent yearsed\studies have elaborated upon
the pattern of bilateralism in Asia-Pacific, in whisome Asia-Pacific countries have
promoted FTAs since the late 1990s (Ravehhill 2@B&ker 2004; Dent 2003).
According to the Asian Development Bank (ADB), b end of 2007, of a total of
134 FTAs, 44 had been concluded, 49 were undertiagigo and 41 were proposed
(ADB 2008). The US recognised its absence in thballtrend of bilateral FTAs
since the 1980s, and former US Trade RepresenfRobert B. Zoellick called for
action to ‘clear the way for American’s internat@btrade leadership and economic
interests’ during US President George W. Bush& administration (Phillips 2007,
p.162). As such, the US actively signed FTAs arati&rand Investment Framework
Agreements (TIFAs) with East Asian countries.

In this context, the first meeting of the TIFA beiwn the US and Taiwan was held
in September 1994, and two follow-up meetings veld in February 1997 and
January 1998°? During TIFA meetings, Taiwan tried to discuss anplo sign an
FTA with the US, but the latter made no attemptmprocate. Instead, the US made
specific trade requests through TIFA, includingiessrelating to Taiwan’s protection
of intellectual property rights; more imports afeifrom the US®3the protection of
pharmaceutical patents in Taiwan; and further acteefixed-line
telecommunications. In the latest meeting helduig 2007, some of the above issues
were addressed? but the issue of signing a FTA was again disreggiy the US. It
is noteworthy that the US began to make activeofisiee TIFA to deal with US-
Taiwan trade issues corresponding with the sluggiegress of the Doha Round of
the WTO (the Doha Round is now not able to be cated). However, the
asymmetric power relations between the US and Tralves not changed significantly.
Similar to the situation before the trade talksha 1990s, the agenda for TIFA

meetings was mainly decided by the US. Taiwan’'e concern (e.g. FTA) has not

162 Between 1999 and 2003, the TIFA meetings wereeswdgd by the US because the US was
occupied in negotiations regarding China’s accessioApril 2004, the TIFA annual meetings
resumed (Author’s interview with Eric Chiang in pai on 27 March 2006).

183 Taiwan agreed to open the rice import up to 143{é@nes, of which 75 percent is from the US.
The US still pushes Taiwan to increase import ansun

184 For example, pharmaceutical pricing and regulati®®R protection, and imports and exports of
agricultural products, see Huang (20/07/2007).
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been included at the TIFA meetings. Moreover, winenlatest TIFA meeting was
held in Washington in July 2007, the Taiwanesednapresentatives attended the
meeting with a procurement proposal of around USién (Huang 20/07/2007).
Such a strategy (i.e. a pre-negotiation offeretduce the US’s aggressive requests
was commonly used during the pre-1990s US-Taiwadettalks. In sum, the WTO
and the TIFA have remained the main forces to JusWwan’s liberalisation to date.

5-1-3 Privatisation and democratisation

While the US pressurised Taiwan to liberalise @sr@mic and financial systems in
the 1980s, they also pressurised Taiwan to liteais political system. In 1987, the
KMT government lifted Martial Law and then liftedet ban on visits to mainland
China by Taiwanese citizens. Several factors pusiee&MT government to lift
Martial Law. Firstly, the growing opposition potitil movemerif® (called tangwai’,
meaning that they were outside the KMT party) tbgetvith social movements had
mobilised several massive, illegal gatherings ftbmlate 1970s onward. In
September 1986, thangwaimovement decided to form an illegal oppositiortyar
the Democratic Progressive Party (DPP) (Tsang 1%@@pndly, President Chiang
Ching-kuo made a general md¥&towards the relaxation of the domestic political
economy in the 1980%’ The proportion of Taiwanese in the KMT Centralriiag
Committee increased from just 14% in 1973 to 52%988 (Tien 1992). Finally,
international pressure from the US Congress antlShenedia pushed for the end of
Taiwan’s authoritarian regime (Chieh 2005; Inteioradl Committee for Human
Rights in Taiwan 1987).

In the background, with the abolition of maltaw announced by the ruling KMT
regime in 1987, the newly-established oppositiofP2Blled upon the government to
liberalise the state-owned-enterprises and opdheifspecial permission” industries.

In other words, they requested the state to opemnplstream and intermediate sectors

185 Some scholars have viewed the emergence of thesiijgm movement as stemming from the
supplementary elections of members of The Natidwsabmbly and Legislative Yuan in 1969 when
some non-KMT candidates were elected, see Chenglagdard (1992).

1% For Chiang’s role in political democratizationgsEen (1992).

7 For example, Chiang began to talk about an econbib@ralisation policy, he also marginalised the
extreme right-wing faction (e.g. General Wang Sheithin the KMT, and he appointed Taiwanese
elites (i.e. non-mainlanders) into the government party leadership, including the vice-presidesé L
Teng-hui.
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of domestic production chains. As noted in Chaptarr, some Taiwanese liberal
economists criticized the monopoly of SOEs congiblby the KMT as ‘party-state
capitalism®® and argued that SOEs should be deregulated barhlised. This
assumption has since become the economic foundatioRP policies. Economic
liberalisation and deregulation did not contrathet democratic ideology of the DPP.
On the one hand, the DPP called for political deraog on the other hand, they
called for economic liberalisation. The dominatafrbureaucratic-corporate capital
and state finance capital together with the KMTugharitarian regime became a joint
target for the political opposition, social fordpgasants, labour, and environmental
movements) and Taiwanese SMEs. Furthermore, matan has been narrowly
viewed by the DPP as selling or transferring theres$ of state-owned enterprise to
private owners, the DPP was concerned with polifaaouritism in the way the
KMT tried to transfer shares to their party-affiéd enterprises or specific private
capitalists. Indeed, the DPP only criticized thegaiss of privatisation, rather than
privatisation itself. In fact, the DPP continuedrtgplement liberalisation and
privatisation policies when it came to power itself

Accordingly, after the first official unit goromote privatisation was established on
25 July 1989, 36 SOEs were privatiZ€and 17 were closed at the end of 2007
(CEPD 18/03/2008). Half of them were either prisatl or closed during the DPP’s
administration. The government prepared a furtl3egriterprises to be privatised. As
such, the percentage of SOEs in gross capital foomaas down from 31.4% in
1983 to 7.7% in 2007 (CEPD 2008, p.66). Furthermporgate enterprises in the
intermediate stream sector are able to enter tegagm sector and become the
dominant force for capital accumulation. For examfhe largest intermediate stream
private enterprise, Taiwan Formosa Plastics Cas,allawed to manufacture crude
oil refining and petroleum products in 1986, an@stablish a power plant in 1996.
The Taiwan Formosa Plastics Co. business groupeid@production chain from
upstream to downstream sectors, and this industriaglomerate has been called “the
petro-chemical kingdom.” In sum, the process ofgiisation not only broke down

188 Six liberal economics professors fr@@heng-Shea liberal society, cooperated to publiginé
Capitalism of the Party-Stdtin 1991. They criticized the monopoly of publioterprises controlled
by the KMT and intervention in the free market,réi®y they highlighted the necessity of liberalisati
and privatisation.

'%91n which, there were 8 banking enterprises, Srasce and trust firms, 4 petrochemicals, 3
transportation, 2 steel & machinery, 1 constructamd others.
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bureaucratic-corporate capital, but also encourdigedevelopment of private
industrial capital.

In conclusion, US hegemony has played a key rofushing Taiwan’s adoption
of neo-liberal practice, and the Taiwanese staseblean powerless to resist such
pressure. The case of Taiwan shows that althougheripheral development was
supported by the core zone for a time, such suppaytturn out to be restriction.
During the US-Taiwan trade talks and Taiwan’s asioesto GATT/WTO, Taiwan’s
export-led light manufacturing industries (i.e.dab-intensive, located in the
downstream of domestic production chains) facedses¢cfor example, the reduction
of state promotion, the sharp increase of the Nlads foreign exchange rate against
US dollar, the increase of labour costs, and tbaacton of US market access quotas
(i.e. the end of GSP). From the late 1980s, thérdeg industries either closed
factories, or requested permission to import lovilesk migrant labour, or increase
overseas investment to Southeast Asia and to Clmntlae up- and intermediate
stream sectors, the upstream SOEs were privatrs@thair business was deregulated,
thus providing an opportunity for private indusitigapitalists to expand. The
domestic production chains that were dominatechbybureaucratic-corporate capital
had hence collapsed by the late 1980s.

As such, in terms of industrial structure, the @mpusgence of Taiwan’s adoption of
neo-liberalism is that Taiwan’s two industrialisitigjectories broke down. Taiwan’s
private industrial capital replaced declining burgatic-corporate capital to be the
main capital accumulator. Chapter Seven will disdhge impact on employment, and
how the government promoted labour flexibility padis and imported migrant labour
in order to help Taiwan’s industrial capitalistsluee labour cost.

The impact of neo-liberalism is however one sidéhefstory; on the other side,
Taiwan developed another industrialising trajectwhych also changed Taiwan’s
links within the capitalist world-system, namellyetTaiwanese-led, export-led
electronic industry. The industries affected by-tiberalism (e.g. the labour intensive
and export-led light manufacturing industries, SDizs/e been termed by the
government as “traditional industries,” in contrsthe “hi-tech electronics industry”,
which developed since the 1980s. While the trad#iondustries have declined, the
Taiwanese-led, export-led, hi-tech electronics stduhas grown.
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5-2 Development of Taiwanese-led and Export-led Et&onics Industry

As discussed in Chapter Three, the industrial eesttifted from the core to some
selective semi-peripheral states (e.g. NIEs) inl®@0s and the 1970s, and then to
some selective peripheral states (e.g. China) sirctate 1980s and the early 1990s.
The electronics industry is increasingly the céis¢he 1960s and the 1970s, US and
Japanese firms dominated electronics productioti, t@ocated industrial production
via outward investment to developing countries (B®2000). Japanese producers
gradually took the lead in consumer electronics @rdponents technologies (e.qg.
displays, precision mechanical parts, and semicctodmemory), which challenged
the competitiveness of US firms (Borrus 2000). Heeve US chip and semiconductor
producers regained the leading role by 1994 (itAdording to Borrus (1997), the
success of the US semiconductor industry can bbuttd to the growth of technical
sophistication and Asian-based production netwaithki€h occurred during the 1980s.
A number of studies have focused on how the Asradyxction network of the
electronics industry contributed to Asian econoremionalisation and the
development of the industfy° In this context, the development of Taiwan’s hikte
electronics industry is influenced by such a glatbaft. The section will briefly

review how Taiwan'’s electronics industry was sttg inward FDI from the US and
Japan. Then, | will discuss how the Taiwanese stdteen to promote the industry
(although with limited resources, under the pressidimeo-liberal policies) to
participate in global production chain.

The dynamics of the electronics industry can dermatesTaiwan’s semi-
peripheral development as it represents Taiwanlgstrialised trajectory during the
period, and the industry dominates production graderseas investment, and
employment (both domestic and overseas). The eldct industry became a major
producer and exporter during the 1980s. In 20@5.d% share of Taiwan’s exports
were integrated circuits (IC) and information teslogy (IT) electronic products;
34.7% of domestic manufacturing production by valies in the sector (Hung 2007).
Between 1993 and 2007, 41% share of Taiwanese oi&@ was in the electronics

industry (Investment Commission 2007). Excludingmeas production, there were

10 For example, see Borrus, Ernst, and Haggard (26@€) International Production Networks in Asia:
Rivalry or Riches? London: Routledge; Dicken, ®0#) Global Shift: Reshaping the Global
Economic Map in the 21st Century, fourth edifibondon: SAGE
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Twenty-four Taiwanese products that held the topdhworld market share in 2006
(CEPD 2007, Table 4-b), and the majority were |@ Bnrelated products. How have
the two main factors mentioned above (state pramaind the global production
chain of the electronics industry) driven such depment? What is the implication
for Taiwan’s semi-peripheral development? Befosedssing these points, it is
necessary to review briefly the evolution of thecélonics industry up to the late
1980s.

5-2-1 Historical condition: FDI-led, export-led eletronics industry

Before the 1960s, the share of electronic andr@leict communications equipment in
Taiwan’s manufacturing GDP was less than 2% (TuL20Dhe electronics industry
became the largest recipient of FDI from the mié&d®to the mid-1980s. Around
36% of FDI was concentrated in this industry betw&852 and 1986, in particular
from the US and Japan (Investment Commission 20083.industry was FDI-
oriented and export-oriented, and Taiwan servealragajor assembler for TNCs. As
discussed in Chapter Four, FDI played a crucia nolthe export-led electronics
industry, together with the export-led textilesustty, and drove Taiwan’s EOI
development in the 1960s and the 1970s.

Between the 1960s and the early 1970s, tha elactronic assembly products
were black-and-white televisions, radios, transsstand integrated circutts (Tu
2001). Japanese and American electronics TNCs gliayeortant roles in this
industry in terms of FDI and technology transfesr Example, one of the top
Taiwanese enterprises specialising in consumetretecs, the Tatung Company,
began importing electronic components from Japd®Bil. It formed a joint-venture
company with Toshiba - a Japanese TNC - in 1964ssemble transistor radios and
televisions, and it became an OERffor Japanese companies. IBM, an American
TNC, set up a computer manufacturing factory inveai in 1962, followed by
General Instruments in 1964 and the Radio Corporaif America (RCA) in 1967.
The American TNCs mostly invested in the assembhjlarck-and-white televisions.
Apart from household electronic appliances and aderproducts, the US TNCs

11t was undertaken by US companies, e.g. Texasuments (1958), General Electric (1964) and
RCA, see Chu and Amsden (2001, p.49).

12 The original equipment manufacturer (OEM) mainhgartakes mass production for their
customers; they outsource assembly to small-scéleomtractors.
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introduced the integrated circuit (IC) industryTtaiwan in the 1960s. The industry
can be divided into three stages: design, fabdnatind testing and packaging.
Taiwan was merely at the downstream sector, thmgeand assembly work for the
US TNCs.

In the 1970s, cassette recorders, colowitatms, electronic calculators, and
digital watches became the main products (Tu 2000i8.last two were linked to the
IC products. The share of FDI in electronics exparas as high as 81.9% in 1975
(Chu and Amsden 2003). However, the share of F2lentronics exports reduced
dramatically to 35.7% by 1985, when the main eteutr products shifted to
integrated circuit packages, microcomputers, tedaph, monitors, and computer
terminals (Chu and Amsden 2003; Tu 2001). Theseleading IC and IT products
are manufactured by Taiwanese firms. How did thisgen?

5-2-2 State promotion: IC and IT industries as stréegic industries

The first factor to drive this development wasegatomotion. Industrial policy has
had a long history in Taiwan’s post-war capitatistelopment, although the term
‘strategic industries’ first appeared in the 19881 Six-year Economic
Development Plai¥Hsuehet al.2001). In Chapter Four, | demonstrated how the
state favoured the textile industry through impsrbstitution measures (e.g.
regulating the entry of new factories, adoptingtipié foreign exchange rates (1951-
1957), implementing high tariff-protection and innpcontrols) and by encouraging
export policies in the 1950s and the 1960s, and tihe state promoted heavy
chemical industries through the establishment dES® the 1970s. Most importantly,
the state financed these specific industries thraigte-owned banks. However, most
of these measures, which served as the governnmiity instrument to promote
specific industries, have now been abolished anged due to the economic
liberalisation as discussed in 5-1. The state’omajols are now limited to fiscal
methods through tax incentives, encouraging R&[M, iadirect industrial financing.

In this context, the idea of a ‘strategic industpalicy’ is neither a new policy nor a
strengthening of state-intervention. The key parihat, since the 1980s, the state’s

13The Economic Development Plan by CEPD had lastetbfo years per term between 1953 and
1993. An exception was the seventh term (1976-13@1ich lasted six years as part of the
government’s response to the oil crisis in the 1&@0s.
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promotion has been exclusively focused on the mpitts industry, hence the
concentration of the government’s resources dide€wan’s industrialised
trajectory towards EOI.

The first step of state promotion was to éagpecific industries. According to
Luthje’s (2006) definition, the hi-tech industryclaodes the production of microchips
(semiconductors and related devices) and elecs@ystems manufacturing
(computer related electronic components, commupitaiequipment, and consumer
electronics). These industries are all selectethb\state as strategic industries and
have become the major products and exports (mHhfgibrication and PC systems)
from the 1990s up to the pres¥fit

Furthermore, the state helped to develop R&D teldgyoby establishing state-
sponsored science-research institutes, financingterenterprises, and assisting the
purchase of technology from US and Japanese TMO®13 and 1974, the Industrial
Technology Research Institute (ITRI) and the Etsutts Research and Service
Organisation (ERSO), under the Ministry of Econowifairs (MOEA), were
established, respectively. In 1976, the ERSO pweth@roduction technology of
Complementary Metal Oxide Semiconductor (CMOS) file@A, a US electronics
TNC.*"® The United Microelectronics Corp (UMC), using tgove technology
transfer, was established in 1980. It was the Tiestvanese private integrated circuits
company to produce CMOS, although it in fact wéspan-off” of the ERSO. The
government owned a 55% share of the UMC (Chen aadg/1999). However,
competition in semiconductors intensified due tgan§outh Korean firms also
entering the industry (Dicken 2004). Like Taiwaoush Korea established the Korea
Institute of Electronics Technology (KIET) in 19%&hich acts in a similar way to
Taiwan’s ITRI and ERSO. From the 1980s, South Kalsa became a global major
semiconductor producer.

As such, another “spin-off’ from ERSO, was Tf@wan Semiconductor
Manufacturing Company (TSMC), the first dedicatedrfdry company in the world,

" n the second National Economic Conference in b 1981, the information electronics
industry and the machinery industry were chosestestegic industries’. In 1989, the information
technology (IT) sector, consumer electronics setéd@communication sector, automation sector, and
the materials sector were the five strategic imikstIn the 1980s, the third term of the Statote f
Encouraging Investment gave tax holidays to capital technology-intensive industries.

" according to Tu (2001), bringing in such technolamst NT$489 million (around US$ 12.9

million).
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founded in 1987. This company is mainly fundedhmsy government through the
National Development Fund (49% of the shares),gnBhilips (the Dutch TNC)
(27.5% of the shares). Since the TSMC was estadlishaiwan’s foundry industry
has moved towards specialising in the so-calledeymlay foundries” rather than the
integrated device manufacturers (IDM) mode. Inrttezlel of pure-play foundries,
the only devices manufactured are under contracthwr companies, without
designing them. On the other hand, the IDM modalvertically integrated
production of ICs which includes design, fabricatiand test/assembly processes. It
was mainly adopted by the US, EU, Japan, and Kevkih dominated the IC
industry in the 1980s (Dicken 2004). Thereafter, ©bhifted from the IDM mode to
the pure-play foundry mode. Taiwan’s semiconduitdustry (pure-play foundries)
thus adopted a different trajectory from South Kofi®M).

In the IT industry, ITRI and ERSO co-operatégth eight Taiwanese electronic
firms to begin researching IBM-compatible PCs i82.9wvhen IBM PC computers
were the major products in the world market (Cha®@2). ERSO transferred key
technologies to Taiwanese PC enterprises, and sgra&RSO engineers formed a
new enterprise, ACER. ACER has since become arigditand computer in Taiwan
and in the world. In cooperating with ITRI, ACERvaéoped 16-bit and 32-bit PC
computers in 1984 and in 1986 (Chu and Amsden 2088). In sum, the
significance of the state’s R&D support is mairflyaugh the research agency in
forming a division of labour with private firms, mahich the research agencies act as a
‘main provider of R&D in the industrial system’ all as an ‘important channel for
foreign technology’ (Breznitz 2005b, p.211).

Besides R&D, the state also established a spexaktrial park for the electronic
industry, the same as the EPZ for export-led intkssin the 1960s. The proposal to
establish a Science-based Industry Park was indludiéhe Six-year Economic
Development Plan in 1976. Hsinchu Science Park &R launched in December
1980, located near to Taiwan Taoyuan Internatidglort with two leading
universities in science and engineering. Accordm@aniura (2003[1988]) and Tu
(2001), HSP was an imitation of the US’s Silicorll&fa HSP was initially planned
to target the semiconductor industry. Currentlyistustries are permitted in the HSP:
integrated circuits, computers and peripheralsct@hmunications, optoelectronics,
precision machinery and materials, and bio-techyol@he integrated circuits (IC)
industry has been the largest in terms of bothstmaent and sales. Despite being
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eligible under th&tatue for Encouraging Investmgm@®80-1989) and th8tatue for
the Upgrading of Industrgl990-to the present), the enterprises in HSPeigoyed
the following inducement§®

= Duty-free imported machinery for self use, raw mats, fuel, material and
semi-finished goods. Park enterprises that expoduyxts or labour services
are not subject to enterprise tax.

» Additional tax incentives e.g. no enterprise taxfiee years.

» Foreign investors enjoy national treatment. Foréngestors can hold 100%
equity in park enterprises, and can seek the gavenihof the Republic of
China and local enterprises as joint investors.

» Investors can apply for government participatiomwestments, with the
maximum investment amount by the government cappd@% of principal
capital.

= Scientific industry enterprises may apply for lawerest loans from the
Chiao-tung Bank for the purposes of acquiring maety and equipment or
building plant facilities.

Strategic industries versus traditional industries
The state also provides tax incentives to IC anohdilistries. The state has offered
these tax incentives to selective industries sihe€l960s; yet, only since the 1990s
has the state exclusively allocated these tax thamnto the IC and IT industries.
Most of the regulations on tax incentives were adsked in th&tatue for
Encouraging Investme8EI) which was promulgated in 1950. Thetute for
Upgrading IndustriegSUI) was launched in 1991 to replace the SEwBeh 1961
and 1990, most of the new investment enterprisesred by the SEI enjoyed
exemption from the business income tax, and sohmr atcentives. However, in the
SUI, only strategic industries can enjoy the fiveayexemption from business income
tax or investment tax credit. The “traditional eptéses” (non-strategic industries)
can only enjoy tax incentives when they invest &R personnel training, and new

equipment or technology. Accordingly, based onShk, Taiwan’s industries are

*These incentives were from the version of the 8téduthe Settlement and Management of Science-
based Industry Park of 1979. The current incentbagsbe seen at
http://investintaiwan.nat.gov.tw/en/opp/locatiocgace parks.html
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divided into two groups: traditional industries, iatih obtainfunctionalincentives, and
strategic industries, which obtageneralincentives.

What strategic industries are covered by W& 3s mentioned above, five
industries were chosen to be strategic industnese 1980s. From 1991 based on the
SUI, ten industries were identified as ‘newly emieggmportant technologies
industries.*”” After 2000, the ten industries were extended gbteien ‘newly
emerging, important and strategic industries’ ey industries for shorty®
According to data from the Ministry of Finance, @maount of tax reduction due to
the implementation of the SUI, increased from NBdillion in 1993 to NT$83.2
billion in 2005 (MOF 2006, Table 17). Nearly hafftbe amount of tax reduction was
concentrated in the strategic industries. For exeymmp 2005, there were four to five
hundred enterprises enjoying tax reductions of NeT$4billion; however, the other
650,000 enterprises that do not belong to theegii@industries obtained just
NT$40.9 billion (MOF 11/03/2005). The MOF criticid¢he huge uneven distribution
between the traditional industries and the strateglustries. In 2000, the government
debated whether the promotion of ‘newly emergingpartant and strategic
industries’ through the SUI should remain or H8tThe conclusion was that such
promotion should remain until the review of SUIthe end of 2009, but the sub-

sectors of the strategic industries would be reetevery two years.
5-2-3 Global production chain of the electronics idustry
From the context of state promotion, the develogroéfiaiwanese private

enterprises in the IT and IC industry is vieweddihy and Amsden as a success story

of a government-led industrial-network, which isain characteristic of a ‘neo-

" The communications, information, consumer eleca®rsemiconductors, precision machinery and
automation, aerospace, advanced materials, speciatmicals and pharmaceuticals, medical and
health care and pollution control and treatmertusgtries.

18T he information software, computer, communicatimonsumer electronics, semiconductors,
precision machinery equipment and automation, aaes bio-medical, specialty chemicals, green
technology, advanced plastic materials, electramaterials, advanced amalgamation materials,
advanced fibre materials, special alloy materjaiscision ceramics materials, medical and heath car
and pharmaceutical industries.

"Interview with Chen, Hua-yin, Assistant Director@iision of Industrial Policy, Industrial
Development Bureau , Ministry of Economic Affaics) 24 April 2006
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developmental staté® (Chu and Amsden 2003, p.199). The discussion abmles
it very clear that the state has strongly fosténeslindustry. However, the context of
the global production chain of the electronics stdycannot be ignored. Borrus
(2000) argues that the development of the eleasondustry in East Asia has strong
links with the development and redevelopment ofdSesemiconductor industry
from the 1980s. He further identifies three stamfdsow US electronics firms make
use of such a ‘regional production network’ in EAsia: the first stage was to
establish overseas branches in Asia through outi@tdn the 1960s and the 1970s;
the second stage was that these Asian affiliateslojged local relationships via
technology transfer and the establishment of leapply-chain during the 1980s; the
third stage was that these Asian affiliates extdmmeduction networks to more and
more capable local Asian producers via sourcingamiract manufacturing since the
1990s. As Borrus (2000) describes it, ‘by the eaf90s, the division of labour
between the US and Asia, and within Asia betweélaéés and local producers,
deepened significantly, and US firms effectivelpkited increased technical
specialisation in Asia (p.73)’. It is within such aternational context that Taiwan’s
export-led and hi-tech electronics industry devslop

The IT industry’s contract manufacturing preeean be summarised as shown in
Table 5-1 below. According to Luthje (2002) and ${22/06/2005), the broad
production chain of the electronics industry inésdbranding, marketing, product
design, product development, mass production, dsgedistribution, after-sales
service, and product repair. Among these processesal types of contract
manufacturing play important roles. Firstly, thegoral equipment manufacturer
(OEM) mainly undertakes mass production for thastomers; they outsource
assembly to small-scale subcontractors. Secorftyotiginal design manufacturer
(ODM) provides design services with production ara$ mainly based in Taiwan
after the 1990s. Thirdly, the electronics manufactuservice (EMS) and the contract
manufacturer (CM) emerged in the 1990s, integratiegntermediate stream of the
production chain, and representing a pattern divoek-based mass production’
(Luthje 2006, p.22). The definition of the CM vari&ome studies argue that ODM
plus EMS are the CM (Sturgeon and Lee 2005); sosfiaelthe CM as a new type
in-between these contracting networks (Luthje 20B&ye | adopt Luthje’s definition,

80T he literature of how the ‘neo-developmental statemotes the IT industry development can be
seen in Breznitz (2005a), Breznitz (2005b), Mathend Cho (2000), O'Riain (2000), O'Riain (2004).
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which is that the CM excludes production desigrthjgi(2002) estimated that the
CMs accounted for 15-20% of the value-added ofgtbbal electronics industry. The
EMS is mainly located in North America and the midyoof CMs are Taiwanese

companies.

Table 5-1: Different types of contract manufactsnarthe global IT industry

Contract manufacturing OEM EMS CM ODM

Own brand

Marketing

Product design

Product development ‘l'

Mass production

Global assembly

Logistics/ distribution v

After-sales service

Product repair v

Sources: (Luthje 2002; STPI 24/06/2005)

In the past, Taiwan’s traditional export-led indiest (e.g. textile and plastic products)
developed domestic production chains with SOEslamy# private enterprises.
However, the electronics industry has been devedl@pthin a global production

chain since the early stages. During the 1960st@nd970s, Taiwan served as either
the assembly base for electronics FDI, or OEMsutacontractors to the factories of
the above. After the 1980s, Taiwanese enterprisesesl the IT and IC industries
through the mode of pure-play foundries and bei&g/®. The two industries both
depend on foreign technology transfer and foreigyebs (Fuller 2005). After two
decades, although Taiwan shifts from being OEMseiog ODMs and CMs, the
modes of subcontracting and outsourcing still dat@nn these two industries.
Taiwan “upgrades” its position in the internationdlvision of labour of the
electronics industry but remains reliant on thehtealogy transfer and production
chains of leading TNCS*

18l5ee Bernard and Ravenhill (1995) who discuss thescaf the electronics industry in Taiwan and in
South Korea. Also see Fuller’s (2005) analysisa# Taiwan’s IC fabrication and PC systems have
been heavily dependent both on ‘technology trahff@m foreign firms and on ‘foreign customer
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According to Sturgeon and Lee (2005), the majaftyaiwan’s IT hardware
products are the ‘ODM-type’ and accounted for gdaghare of the world market
(p.47)¥2 An estimation of the share of various kinds oftcact manufacturing of
Taiwan’s IT hardware production was as high as 812002, therefore the pattern
was termed by Sturgeon and Lee (2005) as ‘suppfiented industrial
upgrading’(p.50). Between 1998 and 2003, the tep hiuyers of Taiwan’'s IT
hardware products were HP/Compaq (34%), DELL (1636))y (9%), Apple (7%),
and the IBM (6%), most of them were US brands @@on and Lee 2005). The
situation is as | have discussed earlier, whereeld&ronics TNCs have made use of
an Asia-based production network to increase ttwinpetitiveness. In 2006, four of
the top ten CMs in the world were Taiwanese enisgpr(Hon Hai Precision, Asuster,
Quanta, Inventec), and they accounted for 55%eftdp ten’s 2006 revenue (EDN
27/09/2007). On the one hand, the CMs act as a$Stoeshop” for transnational
brand companies, OEMs, ODMs and EMS customers fhentore and
semiperipheral zones; on the other hand, they attsalownstream assembly to
local small-scale subcontractors in peripheral toes According to Lithje (2006),
‘the fastest growing players have been the CMs ffamvan, which are said to be
most efficient in exploiting the economies of loast manufacturing in China’ (p.25).
China’s Guangdong province is estimated to bealgekt concentration of
Taiwanese corporations’ subcontractors (ibid).

The above discussion reveals that Taiwan’sdiware industry has developed
through a global production chain and links witlmecand peripheral economies. A
similar pattern can be observed in the IC industatwan’s semiconductor industry is
also a kind of contract manufacturing that prodyne®-play foundry. In 2006, three
of the world’s top 10 pure-play foundry companies@Taiwanese compani&s,
which accounted for 71% of world pure-play foungrgduction (Insights
07/08/2006). Taiwan’s foundries industry is as @1cK2004) describes, ‘the
workshops of the electronic world’ (p.432). Howewbde mode of pure-play foundry

base’ (p.141). Ernst (2000) examines how Japardagh of regional division of labour after the late
1980s has had significant consequence on its EdahAetwork in the electronics industry. South
Korea and Taiwan become competitors for OEM cottraand act as suppliers of precision
components (p.98).

1821n 2002, Taiwan producers accounted for 61% abal@roduction of notebook PCs, 23% of
desktop PCs, 61% of LCD monitors, 75% of mothertsab1% of CRT monitors and 45% of optical
disk drives.

183 The others weretwo Singaporean companies, a S@r#an firm and three Chinese firms.
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is less profitable than IDM semiconductor productiAccording to iSuppli’s
estimation of world semiconductor revenue in 200&ywan only accounted for 4.5%,
far less than the US (46.2%), Japan (23.8%), Skatba (11.1%) (iSuppli
27/11/2007). This figure is a huge contrast to Bailw pure-play foundries’ market
share in the world (71%). Fuller (2005) states freatvan’s fabrication firms are still
small, for example, the total fabrication reventi@@awan’s 16 semiconductor
companies was smaller than the revenue of SamsuBguth Korean firm) in 2000.
He argues that this is due to Taiwan'’s tight creggtem (no option into high
debit/fund investment) that led to a lack of patagital and innovation in Taiwanese
firms (Fulleret al.2005). In sum, Taiwan’s IC and IT industries haeen a
remarkable growth since the 1980s, from an FDltbe@laiwvanese-led development
due to state promotion and a global productionrgHsawever, the growth should not
be overestimated as the position of Taiwan’s intalstapital in the global
production chain is as contractor that suppliegterworld top brands from the core,
and outsources to subcontractors from peripherapemies.

The electronics industry as top overseas investisadtor

By analysing the position of Taiwan'’s electroniestsr, it is not surprising that these
electronics industries became Taiwan’s largestsmas investment and trading goods
sectors. Before 1992, Taiwan’s outward electroRio§ as a share of Taiwan’'s
outward manufacturing FDI, was 339%,but the figure increased to nearly 61%
between 1993 and 2007 (Investment Commission 20@3feasingly, Taiwanese
electronic exports are produced abroad. For exarbpfere 1997, 98% of Taiwanese
electronic exports to the US were exports from Baiwthis figure dropped to 67% in
2002 (i.e. 33% of exports to the US were producetishipped from third countries).
The Taiwanese government has tried to reduce hiitetustrial investment in China.
However, it is the electronics and electrical aguptie sectors that are the largest
source of Taiwanese FDI in China and accounte@4079 % of Taiwan’s total
investment in China between 1991 and 2005 (Taiwamé&mic Research Institution
2008). Furthermore, by dividing Taiwan’s electroaiports to China into finished
goods, hi-tech intermediate goods, and ordinasrimédiate goods, the share of
export ofhi-tech intermediate goods China increased from 24.4% in 1990 to 67.5%
in 2002 (Linet al.2003, Table 5-2) while the percentage of otherdgatecreased.

184The following data are drawn from Liet al.(2003).
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This shows that in the electronics industry, there division of labour between
Taiwan and China in the way that Taiwan exportsrinediate goods to China for
further processing. This also served as the foumdat Taiwan’s contract
manufacturing’s expansion in the world market.

In conclusion, state promotion only partially exptathe development of Taiwan's IT
and IC industry after the 1980s. The state had tadoster targeted/strategic
industries since the early stages of industriabsaBefore the 1980s, the targeted
industries were able to integrate a domestic pribcoluchain from upstream to
downstream. However, after the 1980s, the newegfi@industries were integrated
globally with leading electronics TNCs and downatnesubcontractors in peripheral
countries (mainly in Southeast China). Taiwan, th&m an intermediary position,
although its contract manufacturing products (boti hardware and in pure-play
foundries) are now the leading ones in the worldketa Taiwan’s electronics
industry shifted from a downstream position (igsembly for FDI) in the 1960s and
the 1970s, to an intermediate position after tr&0%9Taiwan has also successfully
shifted from the EOI of light manufacturing to tB®I of the hi-tech electronics
manufacturing. However, such a development doeswean that Taiwan has
ascended to the core. Taiwanese electronics eisespon the one hand served as the
contractors for leading branded TNCs. On the dtlaed, they established a
production base in peripheral countries by expgriiniwanese capital and re-
exporting production. The overall industrial upgragdstrategy (an upgrade in the
position in the global production chain and an apgrfrom light manufacturing to hi-
tech manufacturing) is actually a process of degehaiwan’s semi-peripheral
position, rather than a process of becoming a eco@aomy.

The previous two sections examined how chatgéhe capitalist world-system
have influenced Taiwan’s industrialised trajectdgynder the pressure of neo-
liberalism, Taiwan’s bureaucratic-corporate capatad two industrialised trajectories
collapsed. The labour-intensive industries staiber@locate production overseas. On
the other hand, Taiwan private industrial capitaldenuse of the global production
chain to upgrade its electronics industry. Thuselleetronics industry becomes
Taiwan’s dominant production, export, trade, andregas investment. In sum,
Taiwan has abandoned the strategy to form domgsiduction chains led by
bureaucratic-corporate capital, and shifted toxqog-led electronics industry led by
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Taiwanese private industrial capital. Taiwan’s ptevcapital has hence become the
main capital accumulator, rather than the buredigetarporate capital, since the late
1980s. Such a change is not only a domestic shittit has also transformed

Taiwan’s integration within the capitalist worldstgm. Between 1945 to the late
1980s, Taiwan’s capitalist development was tiethéoUS and Japanese economies
via aid, trade, inward FDI, and technology transfewever, since the late 1980s,
China has increased its influence on Taiwan’s eéipitdevelopment, and has become
Taiwan’s leading trading partner and overseas tolubase. The next section will
discuss the change.

5-3 Increasing Economic Interaction with China

In Chapter Three, | discussed the rise of the Esaistn economies as a new centre of
capital accumulation. Taiwan’s industrial capitah key contributor in the rise of
East Asian economies. Taiwan benefited from indalstlocation by the US and
Japan in the 1960s and the 1970s; since the 1980@gan further shifted to export
capital and relocate production to other East Apiaipheral countries. For example,
in 2006, the share of exports to East Asia readeedy 62% of Taiwan’s total
exports; while imports from East Asia accounted54% of total imports (CEPD
2007). Behind Taiwan’s integration within the EAstan economies is Taiwan’s
increased economic interaction with China via outivavestment and trade.

5-3-1 The rise of capital exporting®

Taiwan’s outward FDI is the key factor in Taiwamisreasing economic ties with
China. This section will examine the dynamics offifean’s outward FDI® Taiwan
began to invest overseas in the late 1970s antiaB@s; however, the amount was
not significant until 1988, as Figure 5-2 showseTinst reason as to why this period
is significant relates to financial liberalisatiorhe full framework of financial
liberalisation will be discussed in next chaptartéehl will only address the point

¥n this section, Taiwan’s outward FDI excludes istveent in China. Data is from Investment
Commission (2008).

189 this chapter, FDI only refers to foreign invesmhthat does not include overseas Chinese
investment. The following data regarding inward Fdfrom Investment Commission (2008).

184



related to foreign exchange rate policy. Before7Zl9&iwan’s major controls on
financial accounts were mainly on outward capitalf owing to the government’s
intention to accumulate foreign exchange resef¥eBaiwan’s foreign exchange
reserves accordingly grew dramatically in the 19&@sn US$22.05 billion in 1980
to US$76.7 billion in 1987, nearly three-and-a-timifes, and was had the second
largest foreign currency reserves in the world @#pent of Investment Services
2007). Meanwhile, Taiwan was under US pressur@poegiate the NT dollar, which
was a result of the US’s economic bilateralismhie 1980s to push some leading
export countries into appreciating their currencigse exchange rate of the NT dollar
against the US dollar increased from NT$37.8 in6l@BNT$26.4 in 1989, an
appreciation of 27 percefin order to adjust Taiwan's international balante o
payments and to reduce the impact of the appreniafithe NT dollar on Taiwan’s
international export competitiveness, the only sotuwas to loosen the controls on
outward capital flows®® A similar pattern occurred in Japan in the midd9and in
South Korea in the late 1980s. As such, since 1®&7foreign exchange control of
current account transactions were partially liieeaf*° except where short-term
capital movement exceeded the accumulated remitamount annually*which
still needed prior approval from the Central Ba@BC 2004). Taiwan thus became a
capital exporting country from 198&

Meanwhile, Taiwan’s inward FDI also experiencedgaisicant change due to
financial liberalisation. Although inward FDI in@sed during the late 1980s, due to

Japan’s strategy of industrial relocation to Taiwanparticular in the electronics

187 The author’s interview with Maggie Lin (no. 14) 8h March 2006. She is a senior specialist from
the Dept. of Foreign Exchange, the Central Bankloha (Taiwan).

18t was a common situation that East Asian NIEs vpeessurised by the US to appreciate their
currency, the percentage change for the South Karea and Singapore Dollar against the US Dollar
between 1986 and 1990 was 19.71% and 16.77% résggcSee Hsing (1998).

189 The author’s interview with George A-Ting Chou (t®) on 21 March 2006.

190 There were four main deregulating measures: (ppEgrs and importers do not need to declare
their foreign exchange earnings or payments; (Bpdrrs were free to hold or utilize any foreign
exchange they obtained through their exports;r@ividuals and companies were free to purchase
foreign exchange; (4) Unused foreign exchange ptesly purchased do no need to be remitted. See
the detail in Shieh (1996).

191 Us$5 million by a natural person or US$50 milllmna juridical person.

¥2There are two different sets of data regardingithing of when Taiwan’s net outward investment
exceeded net inward investment. According to tha ftam the Central Bank, it was 1988; the data
from the Investment Commission, Ministry of EconorAiffairs, shows that it was 1991. See Lét al.
(2003) on the comparison of the two sets of data.
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industry), overall Taiwan’s inward manufacturing IFias declined since the 1990s
and inward services FDI (in particular finance #nadie-related) has became the main
field to attract foreign investment. Financial imaid&DI, mainly from the US and the
EU, grew sharply after 1998 and has become thedapce of inward FDI since then.
The phenomenon indicates that Taiwan no longereseas a production base for FDI,
and the pattern of FDI-led and export-led induBsadion is changed. On the other
hand, Taiwan is now involved in the process oftirialisation as Chapter Six will
discuss.

As such, considering the similarity in the timinfgtloe increase of inward FDI to
Taiwan in the late 1980s (see Figure 5-2), theepaibf industrial restructuring that
occurred in Taiwan since the late 1980s can be seehTaiwan has thereby become
one of the key actors contributing to the econamtiegration process in East Asia, as

Taiwan’s main outward FDI goes to East Asia.

Figure 5-2: Taiwan'’s inward and outward FDI (1982) (unit: US$1, 000)
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Source: (Investment Commission 2008)

Apart from the factor of financial liberalisatiomsdussed above, the second factor
regards the US'’s liberalisation requests on Taigéatiour-intensive and export-led
industries. As mentioned in the first section, & ended Taiwan'’s inclusion of the
GSP (General System of Preference) in 1989 andatest Taiwan’s exports to the
US market. In addition to the sharp appreciatiothefNT dollar, Taiwan’s exports
confronted a serious challenge. The increase olllabosts was also a factor that
pushed Taiwan’s industrial capital to relocaterthedour-intensive industries to other

peripheral countries. As the Labour Standard Law wgplemented in 1984, labour
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costs and labour disputes have thus increasedlglsampe then. According to a
DGBAS survey, the percentage of labour costs tavdiaicompanies increased from
12.75% in 1981 to 14.36% in 1986 (DGBAS variousryes. Therefore, pursuing a
cheaper labour-supply, which includes overseasatilon and imports of migrant
labour, becomes a strategy of industrial capitagdneral, Taiwan’s shift to export
industrial capital not only reflects industrial dapstrengthening its power from
domestic economy to international economy, but edflects the change in Taiwan’s
financial and labour sectors.

With regard to the destination of outward capikahs, it is necessary to divide
the period into two, from 1988 to 1992 and 1993Q07, as Taiwanese business
began investment in mainland China only after 19, to the Taiwanese
government lifting the ban on investments in Chim&992:*n the period from
1988 to 1992, the major destination of Taiwaneseand FDI (measured by volume)
was Southeast Asid (35%), the US (30%), and Bermuda and the Britistresas
territories of the Caribbean (19%). This outward Ras overwhelmingly
manufacturing-based, and accounted for nearly 808tal outward FDI. It included
the plastics products sector (26%), the textilesos€25%), and the wood and
bamboo sector (18%). These industries are thetbaésvere under US pressure to
restrict their exports from Taiwan. Further, inisteworthy that Taiwanese FDI in the
British overseas territories of the Caribbean aathiida is quite different from the
investment sectors in other arédsln Southeast Asia, 69% of Taiwanese FDI was in
the manufacturing sector. The figure was 57% inliBe However, in the British
overseas territories of the Caribbean and Bernitith, of Taiwanese outward FDI
was in the financial sector. According to Tung(2)) the majority of Taiwanese FDI
in the British overseas territories of the Caribbbéag. the British Virgin Islands and
the Cayman Islands) was to make use of tax-havense-investing in Mainland
China. It is also the reason why this area is antbadop three origins of inward FDI

to Taiwan. Currently, we do not have statisticamofficial survey regarding the re-

19 The PRC government announced tRegulations for Encouraging InvestméytTaiwan People’

on 7 July 1988, and established a Taiwanese Affaffise under the State Council (MAC 2008). In
1992, the Taiwanese government approved$&tttes Governing Relations between Peoples of the
Taiwan Area and the Mainland Area’

1% |ndonesia, Malaysia, the Philippines, and Thailand

195 The following data in this paragraph is from 1962007, because official statistics do not combine
area, year, and sector in one table.
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investment destination of Taiwan’s FDI in that af&arhe PRC's official data shows
that the Virgin Islands and the Cayman Islands actam for 18% of China’s inward
FDI in 2005. In sum, Southeast Asia was the topirkson for Taiwan’s outward
FDI from 1988 to 1992, in particular in the manuéming sector.

Increasing economic interaction with China

As for outward FDI between 1993 and 2007, China elearly the major destination
for Taiwanese outward FDI, and accounted for neazB6 of Taiwanese FDI, as
Table 5-3 shows. Taiwanese FDI shifted remarkabi@hina from other Asian
countries®” after 1993. Taiwan’s investment in Southeast Asiaiced from 35% to
less than 13% between these two phases. In thiédigin of investment by sector,
the electronics industry was dominant, accountongi%; the other sectors were all
less than 10% individually.

1%This is one of the reasons why statistics regard@imigvan’s investment in Mainland China are
sharply different between the Taiwanese governmedithe PRC government.

¥"The ‘Asian area’ refers to the area of Northeasa Atus Southeast Asia, including Japan, South
Korea, Hong Kong, Singapore, the Philippines, Irefda, Thailand, Malaysia, Vietham, and other
Asian countries.
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Table 5-3: The amount of Taiwanese FDI from 1993067 (unit: US$1,000; %)

) (3)Total _ _ Other
(1) Other (2)Mainland , ) Asia: China ,

vear sia China (ncluding v ov@) @i A5

China) D/(3)
1993 663,514 3,168,411 4,829,346 79.3 65.6 13.7
1994 559,471 962,209 2,578,973 59.0 37.3 21.7
1995 467,743 1,092,713 2,449,591 63.7 44.6 19.1
1996 661,717 1,229,241 3,394,645 55.7 36.2 19.5
1997 818,743 4,334,313 7,228,139 71.3 60 11.3
1998 580,819 2,034,621 5,330,923 49.1 38.2 10.9
1999 836,378 1,252,780 4,521,793 46.2 27.7 18.5
2000 851,065 2,607,142 7,684,204 45.0 33.9 11.1
2001 814,981 2,784,147 7,175,801 50.2 38.8 11.4
2002 530,055 6,723,058 10,093,104 71.9 66.6 5.3
2003 1,063,915 7,698,784 11,667,372 75.1 66.0 9.1
2004 1,275,089 6,940,663 10,322,685 79.6 67.2 12.4
2005 430,673 6,006,953 8,454,402 76.1 71.1 5.1
2006 1,390,621 7,642,335 11,957,761 75.5 63.9 11.6
2007 2,366,606 9,970,545 16,440,522 75 60.6 14.4

Total 10,944,78454,477,370 114,129,261 64 51.8 13

Source: (Investment Commission 2008)
Note: 1. Hong Kong is included in (1) the Asianaare
2. The investment amounts in China in 1993 and 18&¢ unusually high because in many of the

cases, outward investment did additionally supplarmeocedures during the two years.

The above data shows clearly that mainland Chiseeh#rged as Taiwan’s top FDI

destination since 1993. In the manufacturing semaorin the electronics industry in

particular, the tendency is more intense thanlemsectors/4.5% of Taiwan’s

outward manufacturing FDI and 74.1% of Taiwanese&bnics outward FDI were

located in mainland China during the period fronr88%0 2007(Investment

Commission 2008). The figures for other Asian caestwere only 10% and 9%,

respectively. The big contrast between Taiwaneser-Bhina and other Asian

locations shows that Taiwan’s economic interactiath the East Asian region in

terms of its outward investment is mainly driveniiwyestment in China. Accordingly,
Taiwan’s electronics outward FDI contributes to dewelopment of China’s
electronics industry as the industry is both exjexitand FDI-led in China (Jin 2006),
as was the case with Taiwan in the 1960s and tfh@sl9n 2005, the share of FDI of
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China’s total in the sales, added value, profitsl @xports by amount in the
electronics industry accounted for 77%, 77%, 7786, &7% respectively.

In sum, Taiwan’s interaction with the Eastakseconomies in terms of outward
investment has had a remarkable development sB® The first stage between
1988 and 1992 concentrated in Southeast Asia and$ Since 1993, however,
when the Taiwanese government allowed Taiwanesedsses to invest in mainland
China, China has received most of Taiwan’s FDI.rEf®ugh Taiwan'’s official
statistics have revealed Taiwan’s strong econorscvtith China, the real situation is
far more than the statistics show. Taking into actahat Taiwan’s outward FDI in
the financial sector in Bermuda and the Britishreeas territories of the Caribbean
Sea, and Hong Kong, might be re-invested in Chhmashare of Taiwanese FDI to
China will be far more than the apparent 52% (betwE93 and 2007).

China has not only been Taiwan'’s leading emtiAFDI’s destination since 1992,
it has also become Taiwan’s leading trading part8enilar to the pattern in
Taiwanese outward FDI, East Asia has become Tasuap trading region since the
late 1980s. In 1980, Taiwan’s exports to and imgpfrdm East Asia accounted for
only 29%, and 37%, of total exports and importspeetively. In 2006 however, the
share of exports to East Asia reached nearly 62 Vaivan’s total exports, while
imports from East Asia accounted for 54% of totaports (CEPD 2007). However,
by analysing the destination of Taiwan’s trade Vidtist Asia, it can be seen that
Taiwan’s trade with Hong Kong also experiencedmnaanidkable growth. The share of
exports to Hong Kong of Taiwan'’s total export iresed from 7.7 % in 1987 to 19%
in 1991, and the average share between 1993 ardv2i$21% (CEPD 2007, Table
11.9f). In other words, about one-fifth of Taiwae’sport has gone to Hong Kong
since the 1990s. It is therefore evident that Taisv&rade with Hong Kong is a main
contributor to Taiwan'’s increasing of trade witliast Asian region.

Transit trade with Mainland China, via Hongri¢b’® was the main contributory
factor for this increase. According to statistice the Hong Kong Census and
Statistics Department, Taiwan’s re-exports to naaadIChina from Hong Kong, as a
share of Taiwan’s exports to Hong Kong, increasechf19.1% in 1984 to 80.6% in

%8According to the Regulations Governing Permissibfirade Between Taiwan Area and Mainland
Area, Article Five states, ‘Trading activities beswn Taiwan Area and Mainland Area shall be
executed in an direct manner, whereby the buyetiseosellers shall be the traders in the Mainland
Area,but the goods/articles involved in such transaaishall be transshipped via third territories or
the off-shore shipping centeMost of the transit trade is via Hong Kong.
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2007 (Taiwan Economic Research Institution 2008jefms of imports, the
percentage grew slightly from 20.5% in 1984, to 489007. Due to the partial
openness of trade with China, there are differestilts between Hong Kong
Customs’, Taiwanese Customs’, and Chinese Custstaigstics regarding cross-strait
trade. In 2007, according to an estimate by thenMad Affairs Council, the share of
cross-strait trade of Taiwan’s total trade was 30Hy export and 12.8% by impbtt
(Taiwan Economic Research Institution 2008). CHias become the largest single
destination for Taiwan’s exports, greater thanUl®s since 2002 (Figure 5-4).
Moreover, after 2004, the share of exports to Chweasured by volume was more
than that to the US and Japan combined.

Figure 5-3: The share of Taiwan’s export by desiioma(1984-2006)
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Source: (CEPD 2007; Taiwan Economic Research uttistit 2008)

In fact, the number of imports from China couldhagher if the Taiwanese
government did not impose restrictions on Chinegmorts. On 7 July, 1988, the

KMT approved ‘the Mainland Policy at the Currena@#’, and the government began
to allow 50 items of agricultural and labour-intemsimports from Mainland China
from August 1988. In 1996, the government openetbupore imports by changing
the criteria to a “negative list” basi® During that year, two thousand items were
allowed to be imported from Mainland China. Thegmxion of Chinese imports to
Taiwan’s total imports was 52.5% in 1996. Aroundf b&all Chinese goods

remained prohibited from even being imported indtigeto Taiwan. In 2002, when
both Taiwan and China entered the WTO, Taiwan &rtipened its markets to more

Chinese imports. The proportion of permitted inclit€hinese imports increased to

199 The figure was only 3.7% and 16.5% in 1988 and319@export; less than one percent and 1.43%
in 1988 and 1993 by import.
20The data related to restrictions on Chinese impsrit®m the Bureau of Foreign Trade (2006).
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nearly 80% (8,718 items) in 2007. Since 2006, Chiambecome the second largest
source of imports to Taiwan (12.2%), greater thenUS (11%) (CEPD 2007).

Following the discussion about Taiwanese FD&ection 5-3-1, Taiwan’s
increasing economic interaction within the EastaAsigion has been driven mainly
by cross-strait economic interaction. China ha®bera new major trading partner to
Taiwan in addition to the US and Japan. This higgmemic interdependence has,
however, become a very controversial and challengituation for Taiwan. In order
to understand the controversy, | will outline crsgsit political relations in next
section.

5-3-2 Political context of cross-strait relations

Taiwan’s increasing of economic interaction withizhcannot be understood without
analysing the political context of cross-straiitedns and Taiwan’s democratisation
process. | have discussed the significant role ®fhldgemony in cross-strait relations
in Chapter Four, namely the US-Taiwan-PRC nexuse Heiill briefly examine the
political evolution of cross-strait relations sirtepened-up in the early 1990s.
Before 1987, the KMT’s mainland policy was both ttieee noes no contact, no
compromise, and no negotiation” and the “unificatad China under Sun Yat-sen’s
three principles of the peoplé®® On 13 January 1988, Lee Teng-hui became the first
non-mainlander President after the death of Ch@@img-kuo. Lee is the key person in
the evolution of Taiwan’s mainland policy as he laadifferent attitude towards
China compared with in the KMT leadership. Lee’svpostruggle within the KMT
leadership thus influenced the KMT’s mainland pyplic

During the early Lee administration, he was invdlue tense relations and a
power struggle within the KMT for the leadershiptioé party. The KMT was spilt
into two factions: the “mainstream faction” led bge, and the other the “non-
mainstream faction”, led by mainlanders. Thesefaetions had different attitudes
towards constitutional reform, the presidentiattdeal system, and relations with the
DPP (Lu 2002). Firstly, due to opposition and studaovement campaigns,
members of National Assembly who had come withkihE in 1949 were in 1991

required to retire and new members were electetbristy, the new National

1 These three principles indicate the importanceatibnalism, democracy, and welfare.
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Assembly held a Second Congress in 1992 and a pabfr a direct presidential
electiorf®* was approved. This proposal originated from th& Pfut soon became
part of Lee’s reform agenda. This peaceful prooésemocratisation (i.e. without
severe unrest) is viewed as part of Lee’s strategganoeuvre public opinion and the
opposition political movement as part of the postenggle within the KMT** No
matter what the motivation or strategies Lee masehssed, in the 1990s the
consequences of peaceful democratisation weré¢hteddMT mainlander leadership
became marginalised, Lee’s power was strengtheametithe DPP has had an
ambiguous relationship with Lee since then. Thevalmmntext is significant in
understanding the change in the KMT’s mainlandqyadiuring the 1990s.

In Lee’s early administration, while he still stglgd over the leadership within
the KMT, he gradually opened cross-strait politeathange. Firstly, in September
1990, the government established the National thtitbtn Council (NUC), which
served as an advisory unit to the President. Ségandlanuary 1991, the Mainland
Affairs Council (MAC) was set up to tackle all mind affairs. The Straits Exchange
Foundation (SEF) was established under MAC in Fatyrt991 as the negotiation
body representing the Taiwanese government. Oattier side, the PRC government
established the Taiwanese Affairs Office underState Council in 1988, and the
Association for Relations across the Taiwan S(FEERATS) in 19912%Thirdly, on 30
April, 1991 the Lee administration removed ‘theipérof mobilisation for the
suppression of Communist rebellion’, from the R@@Astitution, which meant that
the CCP was no longer viewed by the Taiwanese gavemt as a ‘rebellion’ rather as
a ‘confrontational competitive regime’ (MAC 1994hé&hg 2003, p.8).

While President Lee started to approach the,Pie@lso attempted to change
assumptions about Taiwan’s sovereignty, from “bgiag of China” to “one of
representative of China.” For example, the ROCisstitutional amendments from
1991 to 1992 divided China’s territory into thedd®” area and “mainland” area
(Article 11 of 1991 amendmerft}> the members of the Legislative Yuan and the
National Assembly are elected only from the Taiwesa (Article 1 and 3 of 1991
amendment), and the President and Vice-Presiderttiaactly elected by the people
of the Taiwan area (Article 2 of 1992 amendmer@sch changes indirectly asserted

22 previously the President of ROC was elected byNémonal Assembly.

23 3ee Lu (2002) for the detailed discussion of Letrategies.

204 From 1992 to early 1995, there were 15 roundsegbtiations between the SEF and the ARATS.
2% Before the constitutional amendments, the ROCtitatien covered mainland China.

193



that the government in Mainland China does not hegiimacy to govern the
Taiwan area and the assumption became the foundaftioee’s ‘two states’ theory in
the late 1990s.

The “friendly” atmosphere of cross-strait exchasgddenly changed, however,
in May 1995 when President Lee Teng-hui was graate® visa to visit his alma
mater (Cornell University), and where he made @speluring his visit°®rom July
1995 to March 1996, the PRC held a military exereisd missile tests near
Taiwan?®’ The cross-straits negotiation meeting (SEF-ARAAIB)twas terminated
by the PRC. The increasing tensions over the TaBtaait influenced East Asia’s
political order. It led to the US Clinton adminggion sending two aircraft carrier
battle groups to the area on 11 March, 1996. Acld#ily, the Guidelines for Japan-
US Defence Cooperation were revi§&a@nd the US-Japan bilateral political
relationship was thus strengthened. After Lee vinafirst presidential election on 20
March 1996, anxiety over cross-strait relationslgedly eased for a few years. The
chair of SEF, Koo Chen-fu, was invited to visit @i and Taiwan also planned to
host the chairman of ARATS, Wang Daohan’s visiT&wan. However, Lee’s
statement of his ‘two states’ theory in an intewwgonducted by a German radio
station on 9 July 1999, eight months before thedD3fi@sidential election, froze cross-
straits relations again. In the interview, Lee says

‘The 1991 constitutional amendments have placessestraits relations as a
state-to-state relationship or at least a spetaéd-4o-state relationship,

2% This was a result of a successful lobby of the@d#Bgress by the Cassidy Company hired by the
Taiwanese government between 1994 and 1996 andegishamounting to US$45 billion being paid

to the company. The amount of money paid by thevaagse government to the Cassidy Company as
reported by the United Daily (25/03/2007) and bg of my interviewees. My interviewee (interview
list no. 22) also noted that Taiwan paid much nmoomey (US$15 billion per year) than other
countries (e.g. Saudi Arabia only paid US$6 billogear.)

27 During the presidential election, Lee revealed tha missiles China had fired in the Taiwan Strait
were dummies; Lee’s information was from a PRC gansee Tung (03/03/2006).

2% The new Guidelines for US-Japan Defence Co-operath 23 September 1997 were the first
revision since the original version of 1978. In themer, Japan’s Self Defence Force (SDF) and US
military forces in Japan were limited to issuegdapan’s territorial defence. In the 1997 revision,
however, the scope was extended to “areas surnogiddipan”, which is “situational” rather than
“geographical” (Department of Defence 1998, p.2iparticular, the new guidelines cover not only an
actual security threat but also an “expected” th{atzenstein and Okawara 2004, p.113). The new
guidelines have given Japan more autonomy to engaggional security.
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rather than an internal relationship between ditegie government and a
renegade group, or between a central governmena &whl government.
Thus, the Beijing authorities’ characterizationlfaiwan as a “renegade
province” is historically and legally untrue.” (Diehe Welle 09/07/1999).

Before Lee’s statement, the cross-strait negohatieeting was based on ‘the
governments on the two sides of the Strait werh potitical entities with de facto
authority’ (MAC 1994). Sheng (2003) argues that'teanbitious announcement was
a strategy to establish a framework of cross-stegdgttions and Taiwan'’s legal status
for Lee’s successor. After his statement, whichRR& strongly opposed, other
major countries re-affirmed their support for theeChina policy, and the US
pressurised President Lee to give up such pol(pi&$). The SEF-ARATS talks were
terminated once again in October 1998 (but reetart June 2008). Lee responded
that the media had misinterpreted his argument hdalid not mention the ‘two
states’ theory and that his mainland policy hadamainged. However, Lee did make
it clear in an article published Foreign Affairsthat cross-strait ties now form a
‘special state-to-state relationship’ (Lee 1999 rr€ntly, the ‘two states’ theory is no
longer mentioned in any of Taiwan'’s official docum® since Lee has ended his
presidential term. No matter what Lee’s exact wagdinay have been, the concept of
the ROC (Taiwan) as an independent sovereign wiatdollowed by the new DPP
President, Chen Shui-bian. After 2000, one of Leei® political staff (Tsai Ying-
wen), who also contributed to the draft the legalies of the two-state theory,
became the chairperson of MAC in Chen’s administnaand in May 2008 became
the chairperson of the DPP.

President Chen Shui-bian was in power betwady 8000 and early 2008. In his
first presidential term, he showed an open attitoslards the PRC. For example, in
his inauguration speech on 20 May, 2000, Chen amsezlithe ‘five nots’: he would
not declare independence, he would not changedtienal title, he would not push
for the inclusion of the state-to-state concepi thie Constitution, he would not
promote a referendum to change Taiwan’s statusaphe would not abolish the
NUC and the Guidelines (Dumbaugh 20/04/2007, 62001, Chen also expanded
cross-strait economic relations by suggesting aaygwoach, i.e. ‘active opening and
effective management’ for cross-straits economaharge. The new approach
corresponded with entry into the WTO by both Taivaad the PRC in 2001/2002.
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This was the main reason why cross-strait traddrarestment increased so sharply
at that time.

However, Chen’s attitude began to change igusti2002, when he stated that the
relationship between the PRC and the ROC is ‘aie, gine country’yi bian yi gug
during a video conference. From 2002 to 2007 (eajpgan Chen’s second term),
cross-strait relations were increasingly tense.nCGhggested two referendums during
two important elections (during the legislativeatien in 2004 and during the
presidential election in March 2008¥.Chen announced that the NUC was to be
abolished on 27 February, 2006; this was in resptmshe PRC’s approval of an
anti-secession Law on 14 March, 2005. During Chpresidential term, the PRC did
not use military exercises as it had before. Orcthdrary, they adopted a more
“flexible” strategy. The PRC required the US bathré-confirm publicly the one-
China policy and to pressure the Chen adminismatimder US pressure, Chen
changed the wording from “abolishing” the NUC tgisg that it would “cease to
function”. He also changed the referendum questit004 to a non-controversial
one. The evolution proves that the US is a keyraoto cross-straits political
relations.

In conclusion, although Taiwan’s industriap@al has increased economic
interaction with China, Taiwan’s political relatisimp with China has however been
tense and uncertain (although sometimes gradupéned). The uncertain and
unstable situation places the Taiwanese stat@ile@mma, and constrains the
development of Taiwan’s industrial capital and fin@l capital in particular.

29 The two referendums both had less than a 50% styrmdnich invalidated the result. The first
referendum in 2004 asked two questions: (1) Theleeaf Taiwan demand that the Taiwan Strait
issue be resolved through peaceful means. Shoutth@mist China refuse to withdraw the missiles it
has targeted at Taiwan and to openly renouncesgb®iforce against us, would you agree that the
Government should acquire more advanced anti-raisgpons to strengthen Taiwan's self-defense
capabilities? (2) Would you agree that our Goveminsbould engage in negotiation with Communist
China on the establishment of a ‘peace and stglfildmework for cross-strait interactions in order
build consensus and for the welfare of the peoptelsoth sides? The second referendum in 2008 asked:
In 1971, the People’s Republic of China joinedthited Nations, replacing the Republic of China
and causing Taiwan to become an orphan in the woéddtrongly express the will of the people of
Taiwan to enhance Taiwan’s international statusgarticipation in international affairs, Do you agr
that the government should apply for UN membersiniger the name ‘Taiwan’?
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5-3-3 The China factor: the dilemma for the state’semi-peripheral ascent

strategy

Within this the political context, the Taiwanesatsthas tried to restrict Taiwan’s
industrial capital investing in China and it hasdrto direct outward FDI towards
Southeast Asia rather than to China. The Lee Temgdministration first
implemented a ‘Go-South Policy’ in 1994, which em@ged Taiwanese business
investment in Southeast Asia. He also promotechnibvdaste, be patient’ policy on
cross-straits relations in 1996. In 1997, threelkiof investment were forbidden in
Mainland China, namely (1) IC and key hi-tech irtdes, (2) investment of more
than US$ 60 million or exceeding 40% of the compgogpital, and (3) basic
infrastructure industry. After President Chen Shigih came to power in 2000, he
relaxed slightly these restrictions (the so-calsetive opening; effective
management’) by increasing the investment amoubtS$80 million, and he allowed
three IC companies manufacturing eight-inch andwelemi-conductor wafers to
invest in China.

Yet, Chen still claimed that Taiwan’s outwamdestment should go to Southeast
Asian countries rather than relying too much onn@fs economy. Furthermore, the
government proposed a ‘Global Investment Arrangeghirearch 2006 to
encourage Taiwanese business investment in SoudrehSouth Asian countries,
some East European countries, and the twelve atiarican countries that then
maintained diplomatic relations with Taiwan. In suatthough the control of outward
capital was lifted in 1987 due to financial libésation, the investment of the
Taiwanese outward capital was still controlled eegllated by the state. Further,
Taiwan’s outward investment in China is regulatgdhe Mainland Affairs Council
rather than by the Ministry of Economic Affairs, iwh means that investment in
China is not only an economic affair but of pokiiconcern to the Taiwanese state.
Thus, the state has two different frameworks otil&ipn towards Taiwan’s outward
investment, one for China and the other for elsea:hEhe state has also developed
two different ascent strategies for Taiwan’s inédigm into the capitalist world-
system, as | will discuss in the following section.
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Two semi-peripheral ascent strategies: Asia-PacRegional Operations Centre

and Global Logistics Centre

The China factor has caused the state not onlgve two different attitudes towards
the destination of Taiwan’s outward investment, dsb caused the state to have two
different ascent strategies for Taiwan’s integraiitto the world-economy: one tries
to specifically to integrate into the East Asiagiomal economies (i.e. Asian
economic regionalisation) and the other attemptgetterally integrate into the global
economy (i.e. economic globalisation).

As discussed previously, during his term of officehe early 1990s, President
Lee Teng-hui actively promoted cross-strait negiains. The growth of China’s
economic power and of the pattern of economic rejisation caused the Taiwanese
state to consider a regional strategy, via the-Rsieific Regional Operation Centre
(APROC), in the early 19902° Recent reports reveal that the idea was actually
suggested by Ohmae Kenichi, a Japanese businatsyst, who was appointed
advisor to the APROC project in the early 199054bi47/06/2008). Whilst the
South Korean government pursued a ‘full global@satf the Korean economy’ in
1994-1995 by introducing twelve tasks the Taiwanese government proposed a
regional strategy in the early 19988.

On 13 December 1994, the chairman of CEPD, VinS&w, said that ‘an
offshore transhipment centre’ would be plannedtoaase cross-straits trade. In the
certre, trading goods would not need to go thratggioms clearance. In January
1995, the CEPD proposed, ‘developing Taiwan tdieeAtsia-Pacific Regional
Operations Centre (APROC)’, which was to strengthamvan’s competitiveness
under the conditions of increasing economic redisaton and cross-straits
economic interaction. The Coordination and Ser@eatre for Asia-Pacific Regional
Operations Centre (APROC Window for short) wasldsthhed under the CEPD, and
took charge of coordinating inter-Ministerial actito promote the project. It was
planned that the APROC would develop six operatizergresin the official report,
they stated that one of the main advantages favdraas the APROC as follows:

20 |nterview with Vincent Siew on 14 March 2006.

21 Eor the details about the South Korean governmglicies, see Gills (1996).

#2 Tajwan’s regionalist strategy was proposed eattian South Korea who started a regional hub plan
in 2001, see Scofield (06/03/2004).

23 'the Manufacturing Centre’; ‘the Sea and Air Trpogation Centres’; ‘the Financial Centre (this

will be analysed in Chapter Six)’; ‘the Telecomnuations Centre’; and ‘the Media Centre’
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‘Taiwan firms have vast and wide-ranging investrsentmainland China.
Business links across the Taiwan Straits are ajreaténsive and steadily
being reinforced. Our businessmen have unmatchewlkdge and
experience of doing business in the mainland Cimagket. Taiwan firms
have also been major investors in Southeast Asthhave close ties with
the economically powerful overseas Chinese comnasntcross the
region.’ (CEPD n.d.)

The APROC can be viewed as the Taiwanese stateesastrategy in conditions of
an increasing trend towards economic regionaliraitd globalisation as a whdfé.
It is noteworthy that the government viewed the@asing economic interaction
between China and Taiwaositively Moreover, the state sensed the potential
significance of the ‘great Chinese economic cirblglinking Taiwanese FDI with
overseas Chinese investment.

However, the “big strategy” was suspended,tdurcreasing tensions in cross-
straits relations from the mid-1990s. President g&ee a speech to the Congress
Assembly on 14 August 1996, and suggested thetid¢anaking use of the
Mainland as the ‘hinterland’ of the APROC shouldnbedified (Lee 15/08/1996). In
September 1996, President Lee claimed that Taivedmesinessmen who intended to
invest in China should have ‘no haste; be pati@vertheless, the APROC Window
coordinated the enactment, revision, or abolitib@®laws, 158 administrative orders,
and 101 administrative measures (CEPD 2003). Inalgril998, Premier Vincent
Siew*® determined that the APROC project could keep praprbut implementation
would be suspended until national security andseebsait relations improved (The
Centre for Economic Deregulation and Innovation)n.d

Zn the interview with Vincent Siew (14/04/2006), hetes that the APROC project was Taiwan'’s
‘big strategy’ to accompany the tendency towardbaglisation and regional integration. When | asked
about any specific development within the regiothi; 1990s, he said that the rise of China was the
main factor to think about such a ‘big strategy’.

29t might be an interesting point that Vincent Sipmposed the APROC proposal when he was the
chairman of CEPD in 1995, but claimed to susperdthn when he became the Premier after
September 1997. In the eyes of the media, the ehantpe APROC plan was mainly due to President
Lee’s decision alone. See Lee and Liu (15/08/19@6ny interview, Mr. Siew did not talk too much
about the background of suspending the plan; yeichaddress the idea that it was because the
‘economy was influenced by politics’.
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The APROC project did not came back to the polggrala again until the KMT
regained power in 2008. In January 2000, anothmyqeal for developing Taiwan as
a global logistics centre was put forward and farttiscussed in the Executive Yuan.
After the DPP came into power on 20 March, 2008, ARROC Window was
renamed the Centre for Economic Deregulation andJation (CEDI Services for
short) on 11 October, 2000. Thus, the Taiwanege’'stagionalstrategy had shifted
to develop as global logistics centre.

In the official report, the government argtlegt Taiwan could be an international
hub due to its location at the regional and glaeatre (CEPD 2000; Ho 2003).
Taiwan would develop to be a global logistics cetity strengthening the harbour-
related infrastructure and deregulatféiThe prospects will be (1) relaxing
restrictions on cross-strait capital movementb{@)ding up an e-logistics platform;
(3) accelerating Taipei Port construction; (4)aatting the International logistics elite
to Taiwan; (5) improving operations systems andgrdting all bonded warehouse
functions. Although the relaxation of cross-strat®nomic relations is on the agenda,
it is not as significant as it was in the APROCGplm the APROC plan, the
government recognized the increase of cross-gitaitomic interactions and tried to
turn it to be Taiwan’s comparative advantage. Bn@LC proposal, cross-straits
economic relations are merely a part of Taiwanibgl strategy.

The Taiwanese state focused more on the gyrafantegrating with economic
globalisation (The GLC proposal) rather than onAk&n-based economic
regionalisation (APROC plan). But it would be wrdimgargue that Taiwan gave up
the regional strategy entirely and chose a glotratey instead. Firstly, Taiwan and
China both joined the Asia-Pacific Economic Coopiera(APEC) in 1991, which has
been the main regional economic cooperation ingiitun East Asia. Secondly,
although Taiwan has made efforts to sign a Taiw&Ftkee Trade Agreement, one of
the main considerations behind an FTA is to in@é&esiwan’s regional influencg’
The same reason drives Taiwan to support any EfiahAegional framework such as
the APEC, particular one which will include the @Sa member. Thirdly, the
Taiwanese government promoted a ‘Go-South Polmyhfany years, which was

intended to encourage Taiwan’s outward investne®utheast Asian countries. As

#9ncluding simplifying customs clearance operatigngroinge Electro Magnetic Compatibility,
improving land-use transshipment, opening up set&isshipment from an offshore shipping centre,
and improving E-commerce.

nterview with Vincent Siew on 11 April 2006.
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a matter of fact, the most significant point rega@hina. Taiwan’s real dilemma is
not between Asian-based economic regionalisationgéobalisation, but rather
between further economic integration with China palitical tension with China.

Conclusion

This chapter examined how changes to the capitatidd-system and the dynamics
of state-capital relations shaped the developmiefaiovan’s industrial sector since
the late 1980s (the issue of labour will be disedsa Chapter Seven). Declining
profit rates in the industrial sector in the coome, the relative decline of US
hegemony, and the attack on state power in thelal@ng countries via neo-
liberalism, all led to the liberalisation and piigation of Taiwan’s industrial sector.
Taiwan’s two industrialised trajectories and buiaatic-corporate capital were
brought to an end. On the other hand, the Taiwastase promoted export-led, hi-
tech industries and encouraged private industajital to make use of overseas
relocation to engage in global production chairagaquently, Taiwan is further
integrated into the capitalist world-system throwgitward investment and
production in addition to inward FDI, trade, andaince (finance will be discussed in
the next chapter). Taiwan remained under US andngése influence, but China
became a new main trading partner and productiea fta Taiwan.

What are the implications of these industrial clemnigp Taiwan’s semi-peripheral
ascent? Firstly, Taiwan’s capitalist developmertasply influenced by the changes
to capitalist development and the role of the &atelustrial policy. Secondly,
although under pressure from the neo-liberal pedicf the core zone, Taiwan is able
to focus on a specific industrialised trajectoryp@rt-led, hi-tech electronics industry)
which has become Taiwan’s main area of industoatgetitiveness. Taiwan is able
to entrench its semi-peripheral status by extendsanomic relations with peripheral
countries and by upgrading its position within glbproduction chains. Compared
with the FDI-led electronics industry in the pravsgperiod (1966-1986), Taiwan’s
current hi-tech industries have “upgraded” fromeagheral status of assembly of
manufacturing to a semi-peripheral status of catitrg manufacturing (OEM, ODM,
and CM). Taiwan is able to link with and contribtibethe rising economic centre, the
East Asian region, via outward investment and tratiese are all achievements of
Taiwan’s semi-peripheral ascent.
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However, obstacles for ascent exist and have n@erbe a dilemma for Taiwan’s
capitalist development. It seems that the new itmdistructure is a “success” of
industrial upgrading and of the rising “nationattiustrial capitalists. Yet, the shift
from traditional industries to hi-tech industrissaictually a change from the model of
domestic production chairte the model oflobal production chains based on the
specialisation division of laboun which Taiwan'’s position is one of contracting
manufacturer. Only a few Taiwanese TNCs (e.g. ACE&R/e achieved the same
position as the core zone’s TNCs in terms of bragadnanagement, technology,
market share, and revenue. The rising new induisjatalists (the hi-tech industries)
may be less dependent on the nation-state comparihghe traditional industries,
but they remain dependent on the leading TNCs frora countries. Such a
dependency will prevent Taiwan from ascending eodbre. Moreover, cross-strait
political relations contradict cross-strait economglations. Taiwan’s economic
development once benefited from the interstateegygas Chapter Four discussed)
but is now constrained by the interstate systenwdras tense and unclear
relationship with China has caused instability anduncertain situation for Taiwan’s
capitalist development. Furthermore, Taiwan needslyy on US hegemony to
maintain its status within the interstate systenertif Taiwan is one of the main
contributors to the increasing economic regiontibseof East Asian region, its
complicated political relationship with China am@ tUS causes Taiwan to de-link
from the current process of political economic gnggion within the region. For
example, Taiwan is unable to sign any bilaterahecaic agreements with other
Asian countries, nor is Taiwan invited to parti¢gat any discussion of Asian
multilevel trading agreements. In this respectwEar’s status in the interstate system

has not been strengthened. This also adds a dliyfimr Taiwan to ascend to the core.
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Chapter Six: The Rise of Private Financial Capitaland the Increase
of Financialisation

Introduction

Chapter Five examined Taiwan'’s special trajectdrsemni-peripheral ascent via
analysis of its industrial sector. This chaptel discuss the development of the
financial sector. The financial sector is a keptalyse Taiwan’s semi-peripheral
ascent. Based on Marx (1956[1984]), Hilferdingg1.910]), and world-system
analyses, Capital is viewed as taking differenim®idepending on its function in the
process of capital accumulation. Financial captays a role in financing functioning
capital (agricultural capital, industrial capitahd commence capital). For Hilferding
(1918[1910)), the development and expansion ohitiel capital marks a new stage
of capitalism, namely, monopoly capitalism, as¢becentration of industrial capital
will combine with financial capital to form ‘finamccapital’, which dominates
capitalism and national economy. For the worldesysperspective, the role of
financial capital and the degree of its expansiensgnificant, both for national
capitalist development and to a state’s semi-pergditrajectory of ascent. The core
zone is defined as those countries which contehtiost profitable activities with the
highest capital return. In this respect, the dgw@lent of the financial sector is key to
ascending to the core as the financial servicebbaa one of the most profitable
activities during the B-phase, as | discussedanstction of ‘financialisation’ in
Chapter three. Meanwhile, the cycle of hegemonythadhallenges from new
economic powers to the existing hegemon is thraugbquence of agro-industrial
production, commerce, and finance (Wallerstein 12804). This means that the
core zone and the hegemon must have financial isuipyeto dominate the capitalist
world-system. Accordingly, it would be incompletedapture the nature of semi-
peripheral ascent without analysing the developro&fihancial sector and the
dynamics of financial capital.

In the case of Taiwan, the role of the finahsector in Taiwan’s peripheral ascent
was discussed in Chapter Four. In the pre-war gediferent colonial states were all
keen to control Taiwan'’s financial sector (in peutar the Japanese administration) in
order to guide agricultural and industrial prodactiSuch a function was inherited by
the KMT administration. The state owned the mayaoitfinancial institutions,
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controlled the monetary and foreign exchange nggtem, channelled industrial
financing, and provided financial support meastwaguide industrial capital. These
conditions however have changed significantly stheelate 1980s due to the
liberalisation and deregulation of the financiattee, as well as Taiwan’s further
integration into the global financial market. Anetlthange in the financial sector
was that financial capital no longer relies solatyindustrial capital to earn profit (i.e.
interest), but can itself also accumulate capithis pattern was discussed in Chapter
Three, namely financialisation. It is a process théers to ‘the increasing role of
financial motives, financial markets, financial@stand financial institutions in the
operation of the domestic and international ecoresiEpstein 2005). The process is
characterised by three main trends: concentratoncansolidation through M&A,
the trans-nationalisation of operations, and thesigment of ‘non-productive
finance’ due to it being unlinked with real prodoat

The two changes above (liberalisation and finarga#ibn) are driven by changes
to the capitalist world-system during the B-phdsayever the state-capital
relationship also influences and limits the deveiept in the sector. The first and
second sections of the chapter will discuss howeldlanges in the capitalist world-
system have reshaped Taiwan'’s financial sectone@liberalism and
financialisation. The third section will focus oaoviathe state and industrial capital
influence and limit the development of financiapital, and what are the implications
for Taiwan’s semi-peripheral ascent. Overall, dgtine period 1987-2007, Taiwan’s
private financial capital dominated the domestiorexny and integrated within the
global financial market; financial capital has get fully developed in the global
financial market nor has it played any significesie in the capitalist world-system.
The main factor for the weak presence of Taiwaimarfcial capital in the global
financial market (or the weak development of traaienalisation of Taiwan’s
financial capital) is that the state still restsids overseas expansion into China where

the majority of Taiwan’s overseas production isatecl.
6-1. Neo-liberalism and Financial Liberalisation
Similar to the industrial sector, Taiwan'’s finan@actor adopted neo-liberal policies

under pressure from the core zone, in particuattB and the WTO. Liberalisation

and deregulation of the financial sector can beetstdod as two phases in Taiwan.
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The first in the late 1980s was a phase of deréiguland liberalisation. The
government established competition mechanisms mitte financial market and
loosened controls on the outflow of industrial ¢apiDuring this phase, private
financial capital began to form. The second phab#ing the 1990s — saw financial
institutions further liberalised, the opennesswdirket access and the financial
account (called the ‘capital account’ by the IMRdre 1993), and the introduction of
non-productive financial innovations, i.e. finaridarivatives. The table below shows
the timing of each liberalisation and financialomh measure.
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Table 6-1: The timing of financial liberalisationdireform measures

Liberalisation and other reform measures

Time

1. Interest rate liberalisation

1975-19¢®mpleted in 1989)

2. Foreign exchange rate liberalisation

1978-1688mpleted in 1989)

3. Financial account liberalisation
Outward direct investment
Inward FDI

Foreign portfolio investment

1987-1992(completed in 1992)
1963-1988completed in 1988)
1991-2003(completed in 2003)

4. Current account liberalisation

The late 19(faainly occurred in the late
1980s)

5. Financial institutions
Open new private banks
Privatisation of the SOE banks
Open new securities companies
Open new insurance companies
Open banking businesses
Mergers and acquisition of banks

Establish financial holding company

1989(established in 1992)
1989(did not take place until 1998)
1988

1992(domestic companies)
1989-1992

2000

2001

6.Market access for foreign companies

Banks

1959(establishment branche4p94
(number and location of new branches);
2001(saving and loan business, foreign

exchange derivatives business)

Insurance companies

Stock market

1987(US life insurance companies)

1991-200QFI)

7. Financial derivatives

Foreign exchange transaction

1@eargin trading, currency swap, Cross
currency interest rate swap)

1995(non-derivatives forward)

Interest rate derivatives

1995;

Futures 1992(overseas)1993-1994domestic)
Equity-linked derivatives 2001
Credit derivatives 2003
8. Securitization
Financial assets and real property 200232

Source: Constructed by the authors in accordantteetfollowing discussion

206



6-1-1 Liberalisation and deregulation in the late 80s

Liberalisation significantly moved forward in theté 1980 Many liberalising
measures took place in the late 1980s. In the yladext, firstly, this was due to the
adoption of neoliberal practice and the procedsahcialisation. The advanced
countries liberalised their financial system betwtde late 1970s and the mid-1980s;
most of the developing countries in East Asia aatinAmerica came under pressure
from the core zone (including international indins) to liberalise their financial
sectors from the late 1980s onwards. Taiwan wasopahis global process. Secondly,
Taiwan’s export-led industrialisation and triangulade structure (Japan-Taiwan-
USA) accumulated huge foreign reserves and trag@guses in the late 1980s. This
led to pressure by the US (via bilateral tradesbetkr the liberalisation of the
Taiwanese foreign exchange rate, financial insting and financial market. In the
national context, the growing power of private talgsts, as discussed in Chapter
Five, sought to participate in the finance indestrand this challenged the state’s
control over the financial sector. Finally, finaaldiberalisation also corresponded
with the larger trends of political democratisataomd other economic liberalisation
from the late 1980s. The following sections wikcliss each liberalisation measure in
detail.

Deregulation of the foreign exchange rate system

From the 1950s to the early 1970s, the state imghéead a multiple exchange rate
system to encourage both the export sector anignghert-substitution sector (Wen
1996). Since the deregulation of the system, e stannot control the system as
before. The international exchange rate system diafiaon the Bretton Woods
Agreement broke down in 1971. The continuous degtiea of the US dollar during
the 1970s caused the Taiwanese government to agieréwe NT dollar, and thus
change the fixed exchange rate system, as othetinagaroblem of domestic inflation
would have been severe (Shieh 1996). In 1978 Tashé#ted from a fixed exchange
rate between the NT dollar and the US dollar im&eof a central clearing and
settlement system, to the new “soft peg” systemaaaged flexible exchange rate

8 The liberalisation of the foreign exchange rate tire interest rate was completed in 1989, allowing
the separation between the business of depositsgsaand of the money market (short-term bills)

from 1989; the opening of new privately-owned bawks completed between 1989 and 1992; and the
privatisation of state-owned banks was planne®B01

207



systen?® In 1989, after further appreciation of the NTldpforced by the US,
Taiwan changed to a managed floating exchangesyatem. Under such a system,
the exchange rate is determined by the markethieu€entral Bank will intervene
when the market is or will be disrupted (CBC 2004).

Taiwan’s foreign exchange rate system is hvawaot fully driven by free market
forces as the state claims. Two factors are inflamamely the Central Bank and
the price of the US dollar. Firstly, although then@ral Bank claims that they only
intervene in the foreign exchange market when thekat is disrupted, the reality is
that the Central Bank has a strong influence ierahing the trend of the exchange
rate of the NT dollar (Yang and Shea 2005). Seggradthough the NT dollar is no
longer pegged to the US dollar, the trend of theepof the US dollar is still a
determining factor in setting Taiwan'’s foreign eanpe raté°

Build up market mechanism: interest rate deregulai

Before 1989, the Taiwanese government controlleztast rates for the following
functions: (1) to encourage domestic savings;d2ntrol inflation and stabilise
consumer prices; (3) to stimulate investment ingest (4) and to finance the
strategic industries and export sectors. The debatethe deregulation of the interest
rate in the 1980s mainly concerned the impact dostrial financing®* (Changet al.
2005). This deregulation began in 1975 by estaibigsthe official money market.

The money market includes short-term bills market mter-bank call loan market.

219 according to IMF staff classification in 1998, éfer groups of arrangements of exchange rate can be
found: (1)hard pegsa rigid fixed exchange rate; (2pft pegswhich includes a single currency or a
composite of currencies, the conventional fixedspegd crawling pegs; (3pating arrangements
includes managed floating and independently flgatifor detail, see IMF (27/11/2007). Between 1979
and 1989, Taiwan’'s exchange rate against US debardecided by five nominated banks, and the
currency fluctuated within less than +/- 2.25 %he rate of the previous day. The exchange value of
NT dollars was determined against a basket of naies (included the U.S. Dollar, Japanese Yen,
Deutsche Mark, Hong Kong Dollar, Singapore DollduK. Pound Sterling, and French Franc).

220 According to interviewee George Chdhere are three reasorfs) The NT dollar is viewed by the
players in Taiwan'’s foreign exchange market asafritbe Asian currencies. While most Asian
currencies have at some point been pegged to thdolles, the trend of the exchange rate of the NT
dollar is inevitably influenced changes in the praf the US dollar owing to the linked changes of
Asian currencies. (2) About 85% of Taiwanese exgrsrand importers still use the US dollar to price.
(3) The US dollar is the Central Bank’s interventtool.

221 some government officials worried that the libisation of the interest rate would increase tha loa
burden (i.e. debt) on enterprises; scholars whmpted the liberalisation reform argued that this
reform would build the market mechanism for theksan
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The government promulgated the Rules Governing Bithance Enterprises which
addressed that bills finance companies would bepkeific intermediates in the
money markets (Wang 1999[1998]). As such, thrde bilance companies were
established. In 1980, the Bank Association of RCHS mcluded in the interest rate
decision-making process. In 1985 and 1986, findmtsditutions were given more
flexibility to decide the interest rates on loansl @eposits. Overall, before 1989, it
was the Central Bank which set the accommodatitamest rate and approved the
change of bank interest rates (Wang 1999[1998]).

The deregulation of interest rates was cotaglen July 1989, with the
enforcement of the amendment of the Banking E&v0fficially, the Central Bank no
longer regulates the range of the interest rateh bank decides its own interest rate.
Nevertheless, according to one senior governmdicial’s comment, the Central
Bank still supervises the banks in determiningitherest raté?® In sum, the Central
Bank can only use the adjustment of the accommumaatterest rate to control
inflation, whereas the other three functions (esdgandustrial financing directed by

the state) are no longer available.

Concentration of the financial service: enlargindé banking business

Before 1989, banks could not carry out businesgeadlto securities, bills and trusts.
However after 1989, the boundary between the basiokdeposits/savings and these
businesses was broke down. The revision oBdueking Lawin 1989 gave the banks
authority to decide their business scope. In 188@jgn banks were allowed to
establish savings and trust divisions. In 1992, elstim banks were allowed to operate
in the short-term security business. The implicabbthe liberalisation of the
domestic banking business was, as the governmantspaut, ‘the trend in the global
financial markets to foster one-stop financial sgrs suppliers for accommodating
the diversified financial service needs of modarstomers’ (Wang 1999[1998], p.89).

The rise of private financial capital: opening nefinancial institutions
The amendment of tHganking Lawin 1989 also allowed the establishment of new

private banks. In June 1991, fifteen out of ninetapplications to establish new

222 ghea (1994) notes that before the opening of feribanks in 1991, most banks were state-owned
and did not use interest rates to compete with etudr.
22 The author’s interview with Sean Chen (no.15) @rviarch 2006.

209



commercial banks were approved. These fifteen reevkdreceived investment from
industrial business groups, construction businessps, KMT-owned-enterprises,
and local political factions (Lin 1997). There wéwe main factors that led to the
opening of new private banks. From an economicpaets/e, the liberalisation of the
foreign exchange rate and interest rate systemsekss the loosening of the
restrictions on banks’ business, created an oppityttor banking competition. From
a political viewpoint, the opening of new banks aasol for President Lee Teng-hui
(president from 1988 to 2000) to strengthen higipal power and to gain support
from indigenous Taiwanese capitalists (Han 200hg donsequence of this was that
through owning banks, domestic capitalists hadeiased autonomy in industrial
financing.

Not only were new commercial banks allowetecestablished, but also other
financial institutions were opened to new entraRisstly, the government removed
the restrictions on new securities companies irB138&e structural factor for this was
that Taiwan had a huge trade surplus and foreiggrves in 1987, as well as the fact
that the domestic saving rate was as high as 3813%87 (higher than the domestic
investment rate). This means that Taiwan &ecess liquidity The liquidity soon
went to the stock market to facilitate Taiwan’sit@pmarket. As the government
allowed establishment of new securities compamd®B8 and the number of
securities related companies (securities brokefiags, securities dealers, and
securities underwriters) increased from a merenGI®B8 to 374 in 1998 (Wang
1999[1998]). After opening new securities comparties market value of Taiwan’'s
stock market grew dramatically, and the transactedoe of the stock market as a
share of Taiwan’s GDP increased from 82% in 1987286 in 1988 (Yu and Wang
2005, p.153). As this chapter will discuss latke, growth of the stock market both
provides a new financing method for industrial ¢alpand leads to the process of
financialisaton. Secondly, the US pressurised Taiteeopen its markets to US
insurance companies and thereafter European insicmpanies were also
permitted to set up in Taiwan; the opening of nesurance companies began in 1986
(Lin 1997). Accordingly, the government allowee #stablishment of domestic
insurance companies in 1992, and 13 life insuranogpanies were established in
1993 (Wang 1999[1998]).
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The Privatisation of state-owned banks

The plan for the privatisation of state-owned baaksng with other state-owned
enterprises, was proposed by the Taiwanese govetnm989, but did not take
place until 1998, when more than 50% of the shafésur state-owned banks were
successfully sold by the government. The main re&sothe delay of bank
privatisation was primarily political. The follomgy discussion will demonstrate that
even when Taiwan was under pressure of neo-lils¢idkology to adopt privatisation,
domestic state-capital-labour relations could stiluence the speed of privatisation.
Firstly, members of the Taiwan Provincial Assemigiyposed the policy (Shea 1994).
When the KMT moved to Taiwan in 1949, they estdigdstwo levels of central
government, one being the central government oRBE, and the other the Taiwan
Provincial Government. Most of the financial ingtibns inherited from the Japanese
colonial period were supervised by the Taiwan Rraiel government. When the
central government proposed its privatisation polike first plan was to privatise
three state-owned banks supervised by the Taiwawvirieial government (Chang
Hua Commercial Bank, First Commercial Bank, and Naa Commercial Bank).
This challenged the interests of members of theiRec@l Government?* Moreover,
the proposal for privatising these three banks measapproved by the Legislative
Yuan due to the opposition of the bank trade uAforiowever, in 1997, President
Lee Teng-hui proposed that the Taiwan Provincigegoment should cease to
function and his proposal was included in additi@rticles of the Constitution of the
ROC. The bank privatisation plan was therefore w&gn put into practice in 1998.
By 2007, nine of the 12 state-owned banks weradlrgrivatised (i.e. the
government’s share was less than 50%). Among thieseprivatised banks, two
banks are now controlled by private financial comgtrates, and seven are still
controlled by the government (i.e. the state istilggest single shareholder). The
government has tried either to sell more sharesdirce its managerial power in
these seven banks.

224 One interviewee said that those members of TaRvarincial Assembly treated the banks as their
‘cash machine’ (interview with Sean Chen, no.15)

22 The National Federation of Bank Employees Unios established in 1993, together with the
establishment of National Federation of SOEs Ttadien played an important role in lobbying the
Legislative Yuan to stop the state’s privatisatiotiative.
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In general, the above financial liberalisation aedegulation measures had several
significant implications. Firstly, the liberalisati of the interest rate, foreign
exchange rate and the banking business overatiecirea opportunity for competition
between the financial institutions. The state mgkr directly controls the foreign
exchange and interest rates for the purpose aéaisang Taiwan’s export
competitiveness and to finance specific industi&esondly, mainly industrial,
construction and real estate capital investedemewly established privately-owned
banks. The establishment of new private banks edféne opportunity for functioning
capital to combine with the financial capital torfofinance capital. The majority of
the financial holdings established after 2002 ewenfthese new banks. In January
2008, with the privatisation of state-owned bartksjr share of total banking
business, in terms of deposit and loan busines$indd to 17.8% and 18% of total
monetary institutions (FSC 2008a, Table 2-1). Téelide of the state-owned banks
opened more market opportunities to either prieataed banks or foreign banks.
Thirdly, as with the industrial sector, liberaligeat of the 1980s is the foundation for
Taiwan’s development of private financial capitatlahe integration into global
financial market. With the rise of private finanatapital, the state gradually reduced

its control on the financial sector.

6-1-2 Integration into the Global Financial Market: Entry into the GATT/WTO
in the 1990s

In Chapter Five, | discussed how the industriatmewras further liberalised under the
pressure of entry into GATT/WTO. A similar trendcacred in the financial sector. In
the 1990s, due to Taiwan'’s intention to enter GAVTO, Taiwan removed more

restrictions on foreign access to the domestic etaakd financial account.

Market access

Taiwan submitted the first draft of the list of comiments to GATT in 1994. In
Taiwan'’s service schedule, most of commitmentfienfinancial sector were the on-
going measures or already opened before 1994 (CRIER, p.5-75). However,
when Taiwan began accession negotiations with #mlmers of GATT/WTO,
Taiwan was asked to add more commitméfftFaiwan’s financial commitments

226 The following commitments are cited from CBC (20OHIER (2005).
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further opened-up market access to foreign finamastitutions (before that the
market was mainly open to US companies). Firstiiwan’s foreign exchange
market and the financial derivatives market wengaexied. Taiwan agreed to remove
restrictions on foreign portfolio investments i tstock market. Secondly, in the
banking industry, Taiwan agreed to loosen restmgion foreign banks’ setting up
new branches and on their banking business. Fobeigks in Taiwan therefore
obtained national treatment (being treated as maltioanks). Thirdly, in the insurance
industry, Taiwan agreed to open the business oesdirect insurance, reinsurance
and retrocession services, and insurance intern@aid he restrictions on new
branches of foreign insurance companies were abbaced. The increased openness
to foreign financial institutions brought a majdratlenge to Taiwan'’s financial
institutions, as the latter were less competithantforeign financial institutions in
terms of business scale and diversity (CBC 200®iis is the main reason why the
Taiwanese government proposed financial refornes 201, in order to increase the
competitiveness of Taiwan’s banks.

Financial account liberalisation
The liberalisation of the financial account incldd&e liberalisation of direct
investment, of portfolio capital flows, and of fimgial derivative&’. Outward and
inward direct investment were liberalised in thie 18980s (except for the area of
China), but portfolio investment and financial datives were deregulated only after
the 1990s, when Taiwan applied for entry into t#el®. The liberalisation of
outward investment was discussed in Chapter FigdoAinward investment, the
liberalisation of inward direct investment was cdetgd in April 1988 following US-
Taiwan trade talks in the 1980s. The Taiwanese movent adopted the “negative
List for inward FDI” which reduced restrictions atward FDI (i.e. anything not
prohibited is allowed).

The Taiwanese government was very cautious abedittéralisation of portfolio
capital flows as Taiwan is not a member of anyhefinternational financial
institutions, such as the IMF and the World Banke tb Taiwan’s special

international status, as discussed in Chapter £{VEhis was the main reason why

227 pccording to the revised definition of ‘balancepafymen’ by the IMF in 1993, it includes current
account (goods and service), capital account @pénsfer) and financial account (direct investme
portfolio investment and financial derivatives) eSMF (1993).

228 puthor’s interview with George Chou (no.12) on@arch 2006.

213



Taiwan did not suffer as much as some neighbowdmtries in the East Asian
financial crisis?*® There were three major factors in the East Asizantial crisis:
excess capital liquidity, a high debt model, arfishancial bubble economy, none of
which were obvious in Taiwan (Wade and Veneros@).9@ 1991, Taiwan began to
allow foreign institutions to invest directly in ilizan’s securities, the so-called
qualified foreign institutional investor (QFII). Kever, the Taiwanese government
restricted the amount invested (i.e. each QFllardy invest less than US$ 50
million), and percentage of ownership in a stockpany by foreign institutions. In
1996, during Taiwan’s application to join GATT/WT®aiwan also allowed foreign
individuals to invest in Taiwan’s stock market. Tercentage of Taiwan’s stock
market value held by foreign investors was lesa 8f& during the East Asian
financial crisis and was only 6.2% in 1988 However, the restrictions on investment
amounts and shares were fully liberalised in 2008 the QFIl system being
abolished due to Taiwan’s financial commitmentgsnNTO negotiations. As such,
the share of foreign investors in Taiwan’s stockkatincreased significantly to
31.1% in 2007 (Securities and Future Bureau 2007).

As for foreign exchange financial derivativasthorised banks were allowed to
decide their own forward exchange rates in 1984. ddregulation of the foreign
exchange forward market was completed in 1996. idines of foreign exchange
derivatives, such as futures, swaps, and optioms aleo opened. Nevertheless, the
foreign exchange derivatives market was not veigelan the 1990s. The Taiwanese
government is still very cautious about the riskimancial speculation. For example,
Taiwan was under pressure from foreign investoeblish the system of QFII, but
the Taiwanese government did not abolish it uf2**' During the East Asian
Financial Crisis between 1997 and 1998, the CeBtak even closed the operations
of non-deliverable forward (NDF) by Taiwanese jicad persons because the NDF

22 For general discussion of the crisis, see Wad@g)jl@ade and Veneroso (1998); Lo (1999). For
the comparison between Taiwan and South KoreaZlsaeg (2002c); Chen and Ku (2000); For other
comparisons, see Gary (2002); Hsu (2000).

230 author’s calculation from two sets of data: ‘Sunmndata of stock market’ in various years
(conducted by Taiwan Stock Exchange Corporatiod)‘Hiighlights of Foreign Investment in
Taiwan's Stock Market’ (conducted by Financial Sujgon Commission).

21 author’s interview with George Chou (no.12) oniarch 2006. He mentioned that many foreign
guests who visited the Central Bank between 19951886 always complained that Taiwan'’s capital
account was not as liberalized as Thailand andrS¢atea.
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has a high risk of speculatié¥. According to the OECD (2003), a NDF contract is a
‘foreign currency financial derivative instrumenthe feature of the contract is that
this is cash-settled and short-term forward contvased on the movement of two
currencies. Not surprisingly, when the NT dollapageiated against the US dollar
from US$32.4 in December 2007, to US$30.6 on 10ck2008, the Central Bank
called a meeting with a group of major custodiankiseon 11 March 2008 and
warned that foreign portfolio investors in Taiwas&curities market were not
allowed to use the equity market as a forum focs|ating on the foreign exchange
rate of NT dollars (CBC 11/03/2008).

In sum, the financial liberalisation of the 1986duced the state’s power over the
financial sector which indirectly reduced the statapability to guide industrial
capital via financial means. Private financial ¢aldbecame important players in the
financial market. During the 1990s, financial liaksation measures further opened
the domestic financial market (i.e. foreign excrantarket, financial derivatives
market, the stock market, the banks, the insuraonganies) to financial TNCs. The
consequence was that Taiwan'’s financial marketlinked with global financial
markets, as a result, and Taiwan’s private findroapital soon confronted the
challenges from global financial TNCs. These conseqes are backdrop to the
development of financialisation in Taiwan from 2000

6-2 Extending ‘Financialisation’: Financial Reforms (2000-2007)

Financial liberalisation during the 1980s and tB80ds was implemented by the KMT
administration. The political change from the KMilthe DPP in 2000 did not change
the policy of financial liberalisation; rather, tB#P followed and extended the
process of liberalisation and privatisation. Funthere, the DPP proposed financial
reforms which facilitated the process of finangation and strengthened Taiwan’s
financial capital via a relaxation of restrictioms foreign investors in Taiwan’s stock
market, an encouragement of concentration of thenftiial institutions, and an
increase in financial innovations.

#2\When | conducted interviews with some high-leviic@ls from the Department of Foreign
Exchange in the Central Bank in 2006, they claitied the Central Bank was still very keen to
prevent financial speculation from foreign exchadgeavatives.
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Several reasons have been put forward as to éhppPP government
implemented further reform:

® The opening of new private banks in the 1990s chagwoblem of fierce
competitiof> and a high ratio of non-performing loans (Chen1z0@hen
2001b; Hwang and Wu 2007);

® The removal of restrictions across different typeBnancial institutions and
the mergers and acquisitions of the findnogitutions was a global trend
(Legislative Yuan 21/03/2001; Chiu 2000; khgand Wu 2007);

® The establishment of financial holding companiesidegitimise a situation
where some business groups already controlledrdiftaypes of financial
institutions by setting up a general administratffece >** By 2000 Taiwan
already had fourteen domestic financial conglonesrabntrolling at least
two types of financial institution;

® Increasing amounts of industrial financing are ogrirom the money and
capital markets, which negatively affected Taiwasomamercial banks’
business (Bruck and Sun 2007);

® The most significant factor was that Taiwan'’s fioal institutions needed to
confront the competition from foreign institutioater Taiwan’s entry into
the WTO (CBC 2000; Chen 2001a). As such, undectimext of increased
international competitiveness, the year 2001 waseubby President Chen
Shui-bian the *first year of financial reform’ (L&4/01/2002, p.1).

The financial reforms had two stages, one in 20t@llthe second in 2004. In
particular, there were two significant financialaens’® that moved Taiwan’s

23 The number of full-service domestic banks andifpréanks (including branches) increased from
650 in 1986 to 2829 in 2001 (Yu and Wang 2005, p.B8e ratio of non-performing loans in Taiwan

in 2001 was 7.5%, much higher than South Kore&42 #nd Hong Kong (5.2%) (Hwang and Wu

2007, p.22).

234 puthor’s interview with Sean Chen (no.15).

235 Other reforms included reducing the ratio of nemfprming loans (NPL) in banks. In June 1999,

the amendment dfalue-added and Non-value-added Business Taalkated the value-added
business tax rate of the financial institutiondéoreduced from five percent to two percent (i.eutain

the tax rate). In 2001, the new government sehapg-inancial Restructuring Fund to deal with

problem financial institutions and implement temggrmeasures to safeguard depositors. The amount
of the fund supported by the government plus tketkx income amounted to nearly US$20 billion
(exchange rate of one US dollar to 30 NT dollakge(27/02/2007). The banks and the enterprises that
did not return the loan would be those respongdsi¢he NPL problem; yet the Taiwanese government
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economy towards financialisation and strengthehegbwer of financial capital: the
first one was to encourage the concentration andatmlation of the financial
institutions which strengthened the power of Tailwamivate financial capital, along
with the establishment of a new supervision systhmsecond one was to develop
non-productive financial innovation. | will discuiee two reforms in details in the

next two sections.

6-2-1 Strengthening the power of financial capitalconcentration and
consolidation of financial institutions

There are two means of consolidating financialitagbns. The first method is to
integrate and consolidate different types of finahiostitution. Financial holding
companie$® have been established since the promulgationedfitrancial Holding
Company Lawn June 2001. Fourteen financial holding compawniese established
between 2001 and 2003. A new financial supervisimtem, the Financial
Supervisory Commission (FSC) under the Executivarwas established in 2003 to
integrate the supervision of banking, securitied iasurance companies, and to act as
a single regulator in the financial industry (FSIZ(/2005Y>"

Several major financial conglomerates werenfmt during the process of financial
liberalisation and concentration. In 2000, the goweent estimated that Taiwan had
fourteen domestic financial conglomerates (plus fareign financial conglomerates)
according to the definition of the Basel AccofdYu and Wang 2005). Twelve of
these fourteen financial conglomerates come fraptivate banks that were
established after 1991. In particular, seven odéHfeurteen financial conglomerates

was unwilling to let any problem bank go bankrgatthat eventually the government budget was used
to tackle the problem (i.e. to re-capitalising b&utd prevent insolvency).

%% The holding company combines bank, insurance cagpaith securities companies.

%7 This is also viewed as a global trend, for exampk’'s Financial Services Authority in 1997,
Australia’s Prudential Regulatory Authority in 19@apan’s Financial Supervisory Agency in 1998,
and South Korea’s Financial Supervisory Commisgiol998.

238 pccording to the definition by the Basel CommiteBanking Supervision, a financial
conglomerate is ‘any group of companies under comoumtrol whose exclusive or predominant
activities consist of providing significant sencia at least two different financial sectofisanking,
securities, insurance)’. This is different from ¥ad conglomerates’ which ‘are predominantly
commercially or industrially oriented, but containleast one regulated financial entity in some pfr
their corporate structure.” See BIS (July 1995)s@a@ommittee: The supervision of financial
conglomerates (http://www.bis.org/publ/bcbs20.pdffames=1).
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were also involved in the manufacturing sector;dethe fourteen conglomerates
were involved in the construction or real estatkustries (ibid, p.327-323). Since the
government allowed the establishment of the fir@rwlding companies, nine
financial holding companié® were founded from the above fourteen financial
conglomeratesl'he whole process of financial liberalisation armhcentration
promotes the rise and strength of private financegpital. The following date reveals
the dramatic growth of financial conglomerates eafticts a tendency towards
financialisation. For example, since 2003, mostafvan’s top ten business groups
have been from the financial sector. The shareahte, insurance, and business
services in Taiwan’'s GDP increased from 11.5% i871® 18.2% in 2007, whereas
the overall manufacturing sector decreased frorB% %o 23.8% (CEPD 2008, table
3-b). In other words, the financial service hasdmee the top industry contributing to
Taiwan’'s GDP.

In 2004 the government announced a seconddialkreform plan. President Chen
Shu-bian proposed four main goals: (1) the markatesof the three largest banks
should be greater than ten percent by the end@8;2@) the number of state-owned
banks should be cut from nine to six by the endGdf6; (3) the fourteen financial
holding companies should be reduced to seven; {(#gakt one of the financial
holding companies should be made up of foreigngtore or be listed on an overseas
stock exchange by the end of 2006.

Other than the second goal, the goals havbemt achieved because of severe
criticism from the opposition party and schol&f&Conversely, a state-owned
financial holding company - Taiwan Financial Holgsn- was established at the end
of 2007, for the purpose of leading the internalaompetitiveness of the financial
sector. The new state-owned holding company aceduot 18% of market share of
the financial sector, and its assets are rankéeiag in the top 18 in Asia and 89th in
the world?** So far, the fifteen companies have incorporatetertitan ninety

financial institutions (Lin 2005). At the end of @D, their assets account for 66% of

29 Fybon, Cathay, China Development, E.Sun, YuainéSun, Shin Kong, Chinatrust, and SinoPac
240 One of my interviewees argues that reducing thebmr of financial holding companies does not
mean reducing the number of financial institutiostsjt will not solve the problem of fierce
competition; further, setting up the deadline abjbctives of M&A will have a negative impact on the
price of M&A (interviewee no. 14).

%41 However, the establishment of the state-ownedhiii holdings has not been legitimized by the
Legislative Yuan, and the new administration (tfdT may change the policy after May 2008.
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the total of all domestic banks’ assets and ne&f%p of the total of all bills finance
companies’ assets (FSC 2007b). Under the stat&delies via financial reform,
Taiwan’s private financial capital is rapidly conteted.

The second method of concentration of thenfira institutions is to encourage
mergers and acquisition (M&A). This policy was iated by the KMT administration,
which draftedThe Financial Institutions Merger Aat 1999, promulgated in
December 2000. Between 1997 and March 2008, 26 M&assirred in the banking
sectof**and 71 M&As in other financial institutioffs (FSC 2007a). As noted in
Chapter Three, M&A activity in the financial indughas been a global phenomenon
since the 1990s, around 20% of M&A occurred infthancial sector globally,
especially in the advanced countries (Aredl. 2004). There have been 15,502
examples of M&A (8,144 were between banks) in tleldvbetween 1990 and 2001
(Amel et al.2004).

The consequence of Taiwan’s financial M&A is thia distribution of monetary
institutions and of deposits/loans business hasngahe a dramatic change in ten
years. Amekt al(2004) argue that the commercial banking induls&y two types:
‘the retail banking units’ oriented towards houdds@nd small firms, and ‘the
wholesale banking units’ oriented towards largen§, yet the latter can cover the
former’s business (p.2496). In Taiwan, the shaneetil banking units (e.g. credit
cooperatives, medium business banks, farmers’ edgws and fishing associations),
as a proportion of all monetary institutiéffavas reduced from 46% in 1996 to 25%
at the end of 2007 (CBC 2008b; FSC 2008b). Meareylttie share of domestic
commercial banks grew from 28% to 52% (ibid). Tharaye in financial institutions
has an effect on the re-distribution of the degdsians business market. In the loan
business, the share of loans from the retail baplits decreased from 27.8% in
1995 to 9.7% in 2007; meanwhile the share of Ideora domestic commercial banks

%42 Thirteen of the twenty five were between domelstinks; nine were between foreign banks; and

four were domestic banks acquired by foreign bR 2007a). The four cases are viewed as the
foreign banks’ strategy to obtain the customerdfsbverseas Taiwanese business from domestic banks
#3Twenty nine were between credit cooperative andnsernial banks; thirty six were between
farmers’/ffishing associations and commercial baskswere between bill companies and commercial
banks (FSC 2007a).

244 This includes domestic commercial banks, foreignks, medium business banks, credit
cooperative, farmers’ association, fishing assamatnd the postal saving system (but the postal
saving system does not undertake loan business).
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grew from 67.3% to nearly 87% (CBC 2007, p.55;1297, p.72-73). The tendency
thus limits SME industrial, personal and houselfimidnce sources.

In sum, the first method (integrating differéypes of financial institutions) led to
the concentration of financial conglomerates. Témad method (M&A) sharply
reduced the percentage of retail banking unitsheetlan impact on SMEs and
personal financing. The concentration and conatibd of the financial institutions
not only presents a pattern of financialisatiort,dso strengthens the power of
Taiwan’s private financial capital. Private finaalccapital, as well as private
industrial capital, increased their dominance @a@nestic economy. Moreover, the
social consequences of this pattern have beerfitisélyy, unemployment in the
financial sector has increased. Taiwan’s Bank tradens organised several
demonstrations against the M&A policy (Han 200Ec&dly, many rural areas now
have a problem accessing finance because of thietred of community banking

units.

6-2-2 Towards financialisation: the increase in nofproductive financial
innovation

As discussed in the introduction, one of the fesgwof financialisation is to develop
non-productive financial activities. There are tiypes of non-productive financial
innovation products: financial derivatives and asgeuritization (financial assets and
real property). The global derivative market hasagr sharply since the late 1990s.
The notional amount® in the global derivatives markets increased froB$2
trillion in June 1998, to US$516 trillion in Jun@ (BIS 2008). The latter is
approximately seven times the amount of world’s GDB$65.8 trillion) in 2006.
The first derivatives in Taiwan appeared in 1992wfaiwan announced the
Overseas Futures Trading LaMost foreign exchange and interest derivativesewe
introduced in the 1990s, except for the equitydiland credit derivatives, which
were introduced in 2001 and 2004 respectively.988l Taiwan’s Future Exchange
was established. From then on, the financial déviea market has expanded. For
example, the notional amount of derivatives atethé of 2007 (NT$54 trillion) was
27 times more than that in March 1998 (NT$2trilli@md four times the amount of

24> The nominal amount is used to calculate paymeatienon swaps and other risk management
products. This amount generally does not changddamd is thus referred to as notional. See
http://www.investordictionary.com/definition/notiak-amount.aspx
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Taiwan’s GDP in 2007 (NT$13 trillion); the volumétbe derivative transactions in
November 2007 (NT$10.3 trillion) was ten times geeshan that in 1998 (NT$ 952
billion) (CBC 2008a).

Foreign institutions dominate the derivatinesrket. Before 1998, nearly 80% of
Taiwan’s derivative financial products were opeddbg foreign banks (Wang
1999[1998]). In January 2008, foreign banks stilinihated nearly 70% of the
Taiwan derivatives market (FSC 2008a). Some ofmsrviewees pointed out that
foreign banks are keener on designing and markegmgfinancial products than
domestic Taiwan banks, and their branches in Taovdynneed to find customers and
marketing®*® Some domestic banks do not have “research catyalsiti that they
only can sell derivatives designed by foreign béfiks

As for the securitization of financial assets @aeal property, this is another area of
influence from the global financial market. The fitfSt developed mortgage-backed
securities (MBS) and asset-backed securities (AB8)e 1980s. The asset amount of
MBS plus ABS in 2002 was US$6.2 trillion in the (}&a0 et al.2003). After the US
and Europe developed asset securitization, Astacidgeloped similar new products
since 1999, in particular Japan and South Kore#harenvo dominant countries
(Gyntelberg and Remolona 2006). However, Asia’sisgsation path differs from
those of the US and EU, and began first by findrasaet securitization rather than
mortgage securitisation. Gyntelberg and Remologaethat Asian countries have
used securitisation as a way to reduce the ratmmpfperforming-loans (of the banks)
after the 1997 financial crisis (2006, p.67-70).

Taiwan began to operate in the financial sasation business in 2002, when the
Financial Asset Securitization AahdReal Estate Securitization Agere announced
in July 2002 and July 2003 respectively. Accordimghe government’s opinion,
financial asset securitization can break the boyndetween the direct finance
market (e.g. capital market) and the indirect foemarket (e.g. banks) by giving the
indirect financial institutions the tools of dirdotance. As such, this brings an
increase in liquidity of capital into the indirdatance market. Taiwan’s issue of

246 Author’s interviews with Andrea S. Lee (no.5) arsing-Ho Huang (no.6) on 21/02/2006. Lee is
Deputy Director-General of Dept. of Internationdfalrs, Financial Supervisory Commission (FSC).
Huang is Section Chief of Dept. of Internationafaifs, FSC.

247 One interviewee (no. 12) mention that he once esiggl that the government set up a ‘financial
ITRI (international technology research instituliomhich could undertake the function of researghin
new financial innovations and transfers to domesaicks.
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financial asset securitization between 2003 and 2@és US$ 41.3 billion (NT$12.3
trillion), and the issue of real property secudtian was US$2.6 billion (NT$77.9
billion) (FSC 2007d). The total amount of these securitisations was equal to 10%
of Taiwan’s GDP in 2007. The securitization produaiiso became the biggest
product in Taiwan’s bond market, and its issuesacted for about 48% of the bond
market in 2007 (CBC 2007). Foreign institutiond glery an important role in asset
securitisation, for example, before November 2@0Bteen out of twenty-one
instances of financial asset securitisation caglereoriginated or were arranged by
foreign institutions (Chen 07/11/2005).

In sum, Taiwan’s development of financial gatives and financial securitisation
increased the amount of non-productive financeexpénded Taiwan’s capital
market. The derivative market (in Taiwan and inwmweld) is still dominated by
foreign institutions, as well as Taiwan’s finanaaluritisation still relies on the
investment and techniques of foreign institutiofswan is further integrated into
global financial markets, yet it plays a margir@eéras foreign financial capital
dominates the market of non-productive finance diioaly and globally.
Furthermore, as noted in Chapter Two, in Arrigli994) account, financial
expansion is a symptom of both hegemonic transdarmhof the crisis in capitalism.
In recently years, the development of non-prodectivance has brought an unstable
situation to capitalism. For example, the firstieoy to create derivativé® and
financial securitisation also had the first crishkee 2007 US sub-prime mortgage
financial crisis shocked the global financial maskdaiwan’s financial institutions
hold an estimated US$2.16 billion (NT$71 billion)investments that are linked to
this crisis (Taipei Times 10/08/2007). During 2Q0@39, the financial crisis further
triggered a global economic crisis.

6-3. The Dynamics of State-Capital Relations

The previous two sections mainly examined how ckang the capitalist world-
system have reshaped Taiwan'’s financial sectosugl, influenced by the changes
to the capitalist world-system, Taiwan'’s finan@akttor and financial capital have
new forms which are far different from the pre-19®fiod. In this section, | will
argue that the state and industrial capital alfaence the dynamics of financial

48 Chicago Board Options Exchange was establishé@78.

222



capital. The relationship between the state, indistapital and financial capital is
interlinked as the main role of the financial capis industrial finance. Thus the state
attempts to control the financial sector for thepmse of obtaining power over
industrial capital. Changes to the financial seutilrinevitably affect the state’s
influence on industrial capital. In this respeauill, firstly, discuss how the state
changes its means of financial support to industapital under the pressure of
financial liberalisation. The discussion will reV#aat the state still attempts to guide
industrial capital through financial means everutfiothe industrial and financial
sectors are significantly altered. Secondly, finahderalisation and financialisation
also change the relationship between industriatalagnd financial capital, as
industrial capital attempts to find new financingthods from the “self-expanding”
financial market, rather than from financial ingtibns: a situation which in turn
promotes the development of financialisation artlices the dependence of
industrial capital on banking capital, and on ttegess financial support.

6-3-1 Changing the State’s financial support to indstrial capital

Before 1989/1991, the state could allocate findram® national savings to public and
private enterprises, as the banks were all stateedvand the interest rate was
determined by the government. In Chapter Fouisd atentioned other financial
support measures, included foreign exchange rdieypselective credit
accommodation, export and import financing, andettgyment banking through
state-owned specialised banks. In sum, the staild cse the whole financial sector
to guide industrial capital and domestic economgsif these financial support
measures were abolished in the late 1980s and E29lys, due to the changes in the
financial system. However, other types of finansigbport measures based on the
government’s budget have either remained or beeelaled, including government
subsidies, special loans (low-interest rate lopnggect finance, and zero-interest rate
loans), credit guarantees and insurance, and dimeestments. In total, there were
forty-seven such measures in 2002, as Table 6-sfivang and Tu 2002). In
comparison to the financial support measures opteel980s period (see Chapter
Four 4-6-2) the financial means controlled by ttatesare significantly limited.
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Table 6-2: Different types of state financial suggpoeasures

Type of supports

Funders

Industry or sector

Period

Low-interest rate
loans

The medium-and long term funding system (postal
savings, postal life insurance, and government’s
budgetj*’; The Development Fuid: The Sino-
American fund; the export-import bank of RSt
Foreign reserves of the central bank; the SMEs
development furid?

(1) strategic industries, hi-tech,
and heavy-chemical industries;
(2) overseas investment;

(3) traditional industries and
SMEs which match for the
specific projects

The medium-and long term
funding system (1994-); The
Sino-American Fund (1965-
2006);

Development Fund (1973-); The
SMEs Fund (1991-)

Direct The Development Fuitf and the Sino-American fund Strategic industrié$eth 1985-
investment industries; Venture Capital

(VC) industrie$™
Project-based Ministry of Economic Affairs, National Science R&D projects in hi-tech 1980s-
subsidies Council industries, traditional industries
Credit guarantee | The Export-Import Bank of ROC, the SMEs SMEs 1974-

Development Fund, SMEs Credit Guarantee Elind

Source: (Yanget al.1994; Yang and Tu 2002)

249

This funding system was set up by the governméet @EPD) in June 1994. It can be seen as a coritnuzit

the selective credit accommodation. The fundinguieses came from Postal Savings, Postal Life Imagaand

the government’s budget. The majority of loans werthe heavy-chemical and IT industries (Yang and®002).

20 This was established in 1973. The financial resesiof the Fund were from the privatisation of S@&d the

government budget. The Fund was to support thestiment and funding tasks. The loan finance dutiegl980s

and the early 1990s was in particular for the sgiatindustries’ medium- and long-term finance reed well as

for the strategic SMESs’ investment (Yang 1995) erathe loan finance becameoject- basedinance.
%1 This originated from US aid to the ROC in 1948. Whihaid ended in 1965, the two governments agieed t
set up the Fund for Taiwan’s economic and socie¢ld@ment. The Sino-American Fund had three mdasro

firstly, to support economic development policyc&edly, to provide low-interest loans for SMEs. rity, to

provide special lending programmes for individuals.
#%2The SMEs Development Fund was established in 8eéee1991. Funding comes from the Ministry of
Economic Affairs.
3 There were 76 cases which totalled NT$42.6 biliad were invested by the Development Fund betw8gs
and 2006 (Natioal Development Fund 2007). The fonathly went to the financial industry and semicoctdu

industry, the latter accounting for NT$11 billid26.8% of the total investment by amount.

B4yC is seed capital, and is a kind of private eqfiityd, but is withdrawn from the company when thenpany

is successfully listed on the stock market. TaiwanC industry was introduced by the government 8219
inspired by Silicon Valley. Up to 2006, the Devatognt Fund had invested in 53 VC companies and the
investment was NT$12.04 billion (National DevelopmEund 2007). As | will discuss later, VC becoraggew

financing method for hi-tech industries. The sfatgys a key role to promote the development of VdLigtry. In

2006, the number of VC companies was 270, and thiauof accumulated investment cases was 11,2d0, an
they accounted for NT$203.8 billion (TVCA 2007). 9&#6VC investments have been in the hi-tech indestti.e.
semi-conductor, electronics, optoelectrical, tefe@nd information).

25 The SME Credit Guarantee Fund was establisheda b9 the Ministry of Finance for the purpose of

assisting SMEs to obtain bank loans by providimgiarantee. The Fund is significant as Taiwan's Sk had

difficulty in obtaining bank loans since the rearigation of banking industries (e.g. privatisataord M&A, as
discussed in previous section). Since the staterger directs the banks pyovide loans to SMEs (e.g.

through the Medium and Small Business Banks), thetiim of the credit guarantee fund becomes a majurto
assist SMEs (Taiwan SMEG 2008).
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From the table above, it can be seen that the magtinods of state financial support
since the 1990s have been through the special ftimel©evelopment Fund, the Sino-
American Fund, the SMEs Development Fund, and MEsScredit Guarantee Fund.
Although the specialist banks jointly arranged lmterest rate loans with the Funds,
these Funds, in fact, make up the difference er@st rates to the banks that jointly
arranged them. Where the state no longer actsedmtncial capitalist directly
guiding and promoting industrial capital, they il use the government budget (i.e.
special funds) to finance industrial capftal The industry which receives most
financial support is the strategic industry, nantbby hi-tech electronics industry. As
discussed in Chapter Five, this industry has recemuch more support than other
industries from the state (e.g. R&D, the Scienad Rax incentives), and financial
support is one of examples that demonstrate tleadtdte has exclusively promoted
the industry.

Thurbon (2001; 2007) has argued that Taiwan’s tireriberalisation does not
reduce the ‘developmental logic’ of the previousqek because while Taiwan has
implemented financial liberalisation, developmenahcing has expanded. She gave
several examples: the CBC'’s role in developmerariaing (i.e. use of foreign
exchange reserves to finance overseas investmemedmancing aid to strategic
industries), the use of postal savings to finanogiterm investment, and the
encouragement of private enterprises to cooperdltelavge-scale public
infrastructure (Thurbon 2001). Indeed, the finahsigport measures discussed in the
section are more than those mentioned by Thurhan, dannot, however, agree that
these measures are an indication of the contirfdexelopmental logic’ in Taiwan’s
financial system

Firstly, these support measures are all concerrigdhaow the state promotes
strategic industries, important investment, and SM&s the relationship whereby
the state still tries to guidadustrial capitalby using the government budget, rather
than the state’s direct controls upon fimancial sector In other words, the
‘developmental logic’ remains the relationship bedw the state and industrial capital,
rather than between the state and financial ca@&dondly, even if the state tries to
maintain the development logic in industrialisatitre state’s tools are now limited.

In the past, it was the whole formal financial syst(interest rate, foreign exchange

%% The medium-and-long-term funding system is an ptiom, as the government still owns the Postal
Saving System.
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rate, state-owned banks, central bank, postal gand so forth) that mobilised
national savings to finance specific industrialitalpbecause the state acted as the
financial capitalist. However, after the liberatisa and privatisation of the financial
system, the support methods become limited andecidiThe remaining methods are:
tax incentives, R&D assistance, and special fualli®f them are funded from the
government budget. In this sense, the amount c¢ldpmnent financing hasot

expanded but is actuallynited to the fiscal method.

6-3-2 New industrial financing methods: reduce th@ower of financial capital

| have analysed the relations between the statdéimencial capital, and this section
will discuss the relations between industrial capaind financial capital. Hilferding
(1981[1910]) argues that the concentration of itrdalscapital, the development of
financial capital, and the expansion of credit \alid to a combination of financial
capital and industrial capital. The core charasteriof the combination is that within
the close integration of the two capitals, thefiicial capital (the bank capital)
dominates the direction of industrial capital (Botiore 1983).

In the pre-1987 period, it was the (state) financagital that dominated the
direction of industrial capital. However, as Taiwaprivate financial capital grows,
private financial capital no longer has the sam&gymver industrial capital as before.
There are two factors to the change. Firstly, #netbpment of the capital market and
new financing methods (e.g. venture capital ands®as funding’) have reduced
the dependence of industrial capital on bankingtakpn particular in the case of the
hi-technology industrial sector. What Hilferdingldiot see is that industrial finance
does not need to fully rely on banking capitalfiaancialisation expands the channels
of industrial finance. The second factor that letadihe incapability of Taiwan’s
industrial capital control over financial capitalthe limits of the trans-nationalisation
of Taiwan’s financial capital. The developmentioihcial capital has been de-linked
from the development of industrial capital, becauseistrial capital has already
expanded to overseas production but financial abbés been restricted in expanding

to overseas markets (especially in China).

%7 Taiwan had no inward investment from foreign pévaquity funds until 2005. The first investment
was the Carlyle Group that invested in one of Talgwanedia companies. Recently, they increased
their interests in investing in Taiwan by considgrthe ‘use Taiwan firms as a springboard for
acquisitions in China.” See Hung (07/05/2008).
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New financing methods

Domestic banks had intended to provide loans thtioaal industries. For example,
70% of bank loans were provided to traditional istdes in 1993 - the other 30% was
for the technology-intensive industrf@$(Yang and Lung 2004). One of the main
reasons is that the hi-tech companies (especiadlySzience Park) do not own the
land to enable them to obtain secured loans, aidrttachinery and factories are
difficult to re-sell to other industries due toheological differences (Yanet al.

1994). Another reason is that most domestic barks@longer state-owned, so the
government cannot force domestic banks to prowddad to the strategic hi-tech
industry as before. Only sin@®03have more than 50% of bank loans been provided
for the hi-tech industry. As such, as Liang (1988ints out, several new methods of
industrial financing have been raised for hi-tewtiustries: raising funds overseas,
venture capital, and emergence of direct finance.

There are three major methods of raising fuwdsseas. Taiwanese enterprises
were allowed to issue Euro Convertible Bonds (E@B)989, Global Depository
Receipts (GDR) and American Depository ReceiptsRAI 1992. According to
Hsu’s study (2006), in the early 1990s, the tradail industries were the major actors
in raising overseas fund. However, from the mida<93he hi-tech industries (in
particular the semi-conductor industry) have bectimeemajor actofs®. Venture
capital was discussed in previous section. 96%@fin¥estment has been invested in
the high-tech industries (i.e. semi-conductor, tetescs, optic-electrical, telecom and
information¥°°.

The final method, direct finance, refers tiinancing method without financial
intermediaries. Such a method in Taiwan includgsdi stock, short-term bills,
corporate bonds, government bonds, overseas band®sset security. In contrast,
indirect finance is the traditional financing methehich means going through
monetary institutions (i.e. banks, credit coopeesj farmer and fishing associations),
the postal savings system, trust and investmenpaaias, and insurance companies.

28 The high-tech industry refers broadly to eightisigies: chemical materials, chemical products,
electronic parts and components, computer andretd@ctand optical products, electronic equipment,
machinery and equipment, transport equipment, aacigion optics.

29 For example, between 1997 and 2001, the semi-abadindustry accounted for 64% of total ADR
plus GDR issued, and 93% of total ECB issued (H¥162.

20 Up to 2006, there were two hundred and seventy M@panies which had accumulated eleven
thousand two hundred investment cases was, andithe of the investments amounted to NT$203.8
billion (TVCA 2007).
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In 1986, the share of direct finance of all finargcmethods was only 11.3%; it had
doubled to 24.2% by the end of 2007 (CBC 2008 Firastatistics; Chang and
Wang 2005).

In mainstream economics, direct finance idekitwo markets; the money market
and the capital market. The money market is fortsieom bills (less than one year)
and the inter-bank call loan market, which inclu@iesasury bills, bankers’
acceptance, commercial paper, and negotiableicatéé of deposit (CD). The capital
market includes stocks and bonds with maturitiesvet one year. Such a distinction
based on the period of the capital is misleadiogydver, as it does not reveal the true
relationship between financial capital and readpiaiion.

Hilferding (1981[1910]) distinguished betwegro types of securities: (1) the bill
of exchange, which is a certificate of indebtedné&sbonds (fixed-interest paper)
and shares, which do not represent a sum of mauteysbyield (p.130). The first type,
bills of exchange (the so-called ‘money capitalthe mainstream definition), is a
payment credit which is ‘limited only by the numloérbusiness transaction actually
concluded’ as bills are ‘a substitute for the addil capital that would otherwise
have been required to bridge over the period (p.1Buit the second type, the so-
called ‘capital market’, is indeed a misleadingrteas the ‘capital’ that stocks and
bonds represent is in reality ‘fictitious and itagnitude is calculated on the basis of
its yield’ (p.131). As such, it is the growth oktlapital market rather than direct
finance that reflects the enlargement of ‘fictiidinance™®* It is the growth of the
‘capital market’ that has become a growing indasfinancing method and has
caused Taiwan’s financialisation. Yan and Lung’siparison between the growth
rate of GNP and of the market value of Taiwan’slstexchange between 1959 and
2003 shows that there is no correlation betweembdigures (2004, p.51). Overall,
the growth rate of the market value of the stoathexige is much higher than the
growth rate of GDP.

Accordingly, traditional indirect finance pltige bills of exchange (the so-called
money market) have declined because of the deveopat the (fictitious) capital
market. Most technology-intensive industries hawaeenuse of the capital market.
From 1991, in the stock market, the listed elect®nompanies have become the
major industry to issue new shares as a meang#asing capital through second

%1 For example, the significance of the bills excheahgs declined from 28.9% of total direct finance
in 1986 to 5.3% in 2006 (CBC 2008 Financial statsstChang and Wang 2005).
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public offerings (SPO) on the stock exchange (Yamd) Lung 2004, p.39f The
market value of listed companies in technologyfnsiee industries, as a proportion of
the market value of all manufacturing sectors, asbkigh as 82.7% in 2001, while
the traditional industries only accounted for 12.(A8%&ng and Lung 2004, p.20).
Similarly, between 1996 and 2004, most of the cdiiMe corporate bonds have been
issued by the electronics industries (p.46). In&20@0ore than 20% of information
technology companies issued corporate bonds, cadpéth fewer than five percent
of the other industries (MOEA 2004, Table 4).

In sum, Hilferding (1981[1910])’s argument is thatthin the combination of
industrial capital and bank capital, the latted witreasingly dominate industrial
capital and domestic economy as a whole. Thisvgelver not the case in Taiwan.
While the manufacturing sector shifts from the iiadal industries to the
technology-intensive industries, the financing neethas also changed: financing
from the capital market has expanded and now iedwdher new methods (e.g.
raising funds overseas and venture capital). Athete have inevitably reduced the
dependence of industrial capital on bank capitadcordingly, even though private
financial capital was formed in the 1980s througlaricial liberalisation and was
strengthened in the 1990s through consolidationk lsapital has not increased its

dominance over industrial capital.

6-3-3 The limits of transnationalisation of Taiwans financial capital: unlinking
financial capital and industrial capital

The second factor is that the state is still domimmaer financial capital in the cross-
strait financial business. This has led to a dkitig of the expansion of industrial
capital from financial capital. Taiwan’s financtpital is not able to fully integrate
into the economic regionalisation process. Moreae Taiwanese government
plans to develop Taiwan as a regional funding asgtamanagement centre. However,
without solving the restrictions on cross-straiaince, such a semi-peripheral ascent

plan is more of a slogan rather than a realistisjpect.

%2 Before 1991, it was textile and food industriefeA1998, the financial industry has become
another major industry to make use of ‘capital éase’.
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Restrictions on cross-strait finance

The government lifted the constraints on the nunalperrlocation of banks’ overseas
branches in November 1988, due to the liberalisatiol aiwan’s overseas investment
(Shea 1994). As a result, the number of Taiwanfkbaoverseas branches,
representative offices, and subsidiaries, incre&eaa 24 in 1989, to 140 in 2007; 86
are in Asia, 33 are in North America and 21 aretirer areas (CBC 2008c; Shea
1994, p.264). However in Asia, only seven represterds (not branches) have been

set up in China.

Table 6-4: The distribution of Taiwan’s outward F&Md banks’ foreign branches
(1987-2007) (unit: %)

Outward FDI and banks’ branches Asia (excluding China Other Total areas
China)

Taiwan’s outward FDI 13 54 33 100

Taiwan’s outward manufacturing FDI 7 74 19 100

Taiwan’s outward financial FDI 155 21 83.3 100

Taiwanese banks’ overseas 56.4 5.4 38.2 100

branches, subsidiaries, and representatives

Sources: (CBC 2008c; Investment Commission 2008)

Between 1987 and 2007, Taiwanese outward manuiiagteDl accounted for 66%
of total outward FDI, while outward financial FDé@unted for nearly 17%
(Investment Commission 2008). The financial indpugmow the second largest
outward investment sector. However, the directibihaowan’s outward financial FDI
is very different from that of manufacturing FD§ the above table shows. | have
already mentioned in Chapter Five the high pergentd financial investment in
Bermuda and the British overseas territories ofGagbbean Sea (69% of Taiwan’s
outward financial FDI) (Investment Commission 2Q08hich is mainly because of
the tax-free factor and because some of the invagBimay be re-invested in China.
Overall, the share of Taiwan’s financial investmientChina (2.15%) is much lower
than the share of Taiwan’s manufacturing investmethina (74%). This contrasts
with the principle that the development of finahs@rvices is a consequence of the
growth of TNCs in the manufacturing industries, #melfinancial services needed to
serve the TNCs’ industrial financing (Dicken 2008imilarly, the distribution of
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Taiwan’s overseas branches is completely diffefremb the direction of outward FDI,
as the above table shows.

The main reason for this distortion is thenBamese government’s restrictions on
outward financial investment and banking operationShina. Before 1987, there
were no formal cross-strait financial exchangeslat\ccording to the Mainland
Affairs Council (MAC), the development of crossastifinance has had three
historical phases (FSC 30/12/2004). The first phese between 1987 and 1992. The
Taiwanese government began to allow Taiwanese eaoplisit relatives in China in
1987, so that the government then allowed a fevkbemarrange indirect outward
remittance business in 1990 and 1991. Thereafliemimg the development of
Taiwan’s outward investment in China which begat981, the Central Bank started
to allow foreign-exchange designated banks to ger@axport negotiation businesses
(shipment from the Mainland, negotiation in Taiwafe second phase was between
1993 and 2000. The Taiwanese government graduadliged an indirect exchange of
cross-strait financial activities (FSC 30/12/2084The third phase began in 2001 and
extended the openness a little further (FSC 0605212/01/2005; 30/12/200%*

From the above overview, it can be seen that ila$istwo decades, cross-strait
financial exchanges have gradually become more.di@never, compared with the
changes to Taiwan'’s industrial structure and doiméstncial system, the openness
of cross-strait finance is still limited. The amowh Taiwan’s export and import
remittances with China, although it grew sharplinsen 2002 and 2007, in 2006

263 (1)Opened-up business exchanges between Taiwhaake’ overseas branches and Chinese banks’

overseas branches or foreign banks’ branches inaQRipril 1993); (2) Opened up indirect cross-strai
inward and outward remittance business (July 1;984)Due to the development of triangular trade
between Taiwan, China and the external marketgdvernment allowed the foreign exchange
department of domestic banks to arrange the busifassuing Letters of Credit (L/C) in Taiwan for
imports from China (May 1994); (4) Allowed foreigxehange designated banks and OBUs of
domestic banks to jointly arrange indirect impogbiert negation business with overseas branches of
Chinese banks (July 1995); (5) Allowed domesticksaio send staff to visit China for business
purposes (July 1995); (6) Permitted OBUs to arramges-strait indirect remittance business (May
1997).

264 (1)Allowed domestic banks and their overseas siifrsi banks to establish representative offices in
China (June 2001); (2) Permitted foreign-excharegghated banks and Postal Savings to engage in
direct cross-strait financial transactions (Aug2@92); (3) Permitted passengers to carry Renminbi
(RMB) in amounts not exceeding 6,000 RMB when ttegart from or arrive in Taiwan (March 2004);
(4) Released domestic banks’ Hong Kong branchappty to do RMB business with Hong Kong
residents (May 2004); (5) Allowed OBUs to authoriltemestic banking units (DBUs) of banks to deal
with cross-strait financial business (January 2006)
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they merely accounted for 40% of the total impooss-strait trade and 28.7% of total
export cross-strait trad&>

Most importantly, domestic banks are not allowedstablish branches in
Mainland China. Although the establishment of repreative offices has been
allowed since June 2001, the function of represimetaffices is very different from
that of branches, as the latter cannot accept depGina’s financial market has
been a big target for global financial capital sif@hina’s entry into the WTO in 2001
(China committed to opening-up its financial se@o2006). Up to June 2006, of the
197 foreign banks set up in China, 41 were Hongdkloased, 20 were Japanese, and
17 were American (FSC 2007c). So far, Taiwan’'srfoal capital has remained
outside of this fierce international competitionofdover, more and more Taiwanese
businesses who invest in China have changed thaimding sources from domestic
banks to foreign banks in Taiwan, because of tegictons on domestic banks’
cross-strait finance business (Lu 21/08/2007)etent years, the cases of three
domestic banks merging with foreign banks are ssegxamples of foreign banks

obtaining overseas Taiwanese business customets.(ib

Prospect or slogan? Taiwan’s semi-peripheral ascstrategy

The proposal for the Asia-Pacific Regional Operat@entre, introduced by the KMT
administration in 1994, included a financial cergseone of six regional centres. The
proposal can be seen as the state’s semi-peripgsrant strategy to integrate into the
Asian economic regionalisation process. In pardicthe idea of Taiwan being the
financial sector in the Asian-Pacific economies barviewed as Taiwan’s ambitions
to ascend to the core. Although the whole propasal withdrawn in the late 1990s,
the idea of a financial centre, the only one, waioduced again by the DPP
administration. In July 2004, the DPP administrasoggested ‘promoting the
regional financial service centre.” While the pregbof a second financial reform was
criticised by scholars and the media, the propimsad regional financial centre was
later incorporated with the goals of the secondrftial reform and extended the

255 The amount of export remittance increased fromLB8$illion to US$19.5 billion and the amount
of import remittance grew from US$0.46 billion t&®10.2 billion (FSC 2008a). In 2006, imports
from China were US$24.7 billion, and Taiwan'’s expdo China were US$63.3 billion; the amount of
export remittance was US$18.2 billion (accountiogZ8.7% of Taiwan’s exports to China) and the
import remittance was US$10.1 billion (40.8% of thmports from China) (FSC 2008a; MAC 2008,
Table 5).
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timeline from 2006 to 2008. Apart from reform afrdestic financial institutions, two
other significant projects were also suggestedEétablish Taiwan as a regional
funding centreThis project includes: removing restrictions ooss-strait financial
exchange, developing offshore banking units (OBds$sa regional funding centre,
attracting foreign financial investors, and expagdhe stock and bond markets) (2
Promote asset managemenhis project was the increase in the use ofrikarance
and retirement pension funds, and to develop ofeshands.

However, the plan was problematic. One of mgnviewees (a senior high-level
government official) argues that ‘it is nothing radhan a slogarf® Firstly, there are
already so many competitors within this region. gl&mng, Singapore and Tokyo
were rated as the third, fourth, and tenth findrezatres in the world in 2007
(Yeandleet al. September 2007). In terms of the number of forexghange
transactions, the size of stock exchange, the sifdogeign investors in the stock
exchange, the number of foreign banks, and thenegftehe globalisation of
Taiwan’s financial market/institutions is far ldban the above financial centres (Wu
2001). According to various international instituts’ (i.e. IMD and WEF) ranking, in
items related to access to the international firdmearket, Hong Kong, Singapore,
and Malaysia (Kuala Lumpur) are the first, secamd] fourth countries in the Asia-
Pacific area, while Taiwan was only sixth in 20B6ually, other Asian countries also
planned to develop financial centres. South Koeesagroposed to establish Seoul as a
regional financial hub since 2003 (Berger 06/13/200rade 2005); Shanghi and
Mumbai also planned to join the fierce competitiotbecome regional financial
centres (Tucker 18/07/2007, 19/07/2007).

Secondly, the restrictions on cross-stragfficial exchanges and the ban on direct
cross-strait links (postal, transportation, andéjehave reduced the possibility of
developing a financial centre or logistics cen&®B 2008a, p.152). There is no
obvious way to develop a regional financial cemthéle ignoring the significance of
China’s financial market and of cross-strait finan€or example, the Taiwanese
government assumes that one of Taiwan's advantagks/eloping a regional
financial centre is the amount of Taiwanese oversegital and assets (the estimate

is between US$ 500-700 billion); in principle, #stablishment of a financial service

28 aythor’s interview with Sean Chen (no.15 ) on Z2AD06.
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centre would lead to the return of Taiwanese owarsapital/asséfs (CEPD 2004).
However, these Taiwanese overseas capital/asgetslated to serve Taiwan’s
overseas investments, so how could the overse#sltagsets return to Taiwan when
the cross-strait financial exchanges are still lyiglontrolled? The Central Bank of
ROC also notes that two factors determine why Taesa enterprises prefer funding
overseas: one is the tax-free environment, andtther is the lack of restrictions on
investments in China from overseas (CEPD 2004 alRjinthe original idea of a
regional financial centre was indeed accompaniefivieyother regional operation
centres, meaning that the design of the regionahfie centre was based on industrial
development. However, the revised plan for a regjiinancial centre was not
combined with any other industrial regionalisatperspective and ignored the
restrictions on cross-strait finance.

Conclusion

The development of the financial sector and theadyins of financial capital is one of
the keys to understanding semi-peripheral ascetteasector provides industrial
finance and has become one of most profitable sedtaing the B-phase. Between
1945 and 1987, the KMT state controlled the finahsector and used the whole
sector to guide and promote selective industriesléoelopment. The contemporary
function of state intervention in finance is verffetent to the pre-liberalisation
period. Under the influence of the changes to #ptalist world-system during the
B-phase, state financial capital has been replaggativate financial capital; financial
support measures adopted by the state are limitadian has been integrated into the
global financial market; and the process of finahsaton has begun. The state no
longer acts as the primary conduit for financiglita to finance industrial capital.
Even though the state still supports the finanahtgrget strategic industries, the
financing method has now been limited to a fisca.dverall Taiwan’s financial
sector and financial capital are transformed int@a stage, seemingly one where
Taiwan attempts to expand the power of financigite&

However, although both industrial capital &imancial capital were influenced by
the changes to the capitalist world-system, thetiypes of capital have different
developmental processes. Due to political tensa&iween Taiwan and China, the

%7 Author’s interview with Susan Chang (no.7) on G7AD06. Chang was the Vice Chairperson of the
Financial Supervisory Commission when the authodaoted the interview.
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state is more cautious with regard to cross-dirance than cross-strait investment
and trade. Although the concentration of financegital follows the concentration of
industrial capital, the expansion of industrial it@poverseas has not been
accompanied by the enlargement of Taiwan’s findmepital trans-nationally. As
such, the trans-nationalisation of Taiwan’s finahcapital and Taiwan’s semi-
peripheral strategy via the aim of an Asian-Pac#igional financial sector cannot be
developed within the limitations on cross-straitfice. The restriction on cross-strait
finance has also caused Taiwan’s domestic financéket, following financial
liberalisation, to be less globalised than theegpaedicted.
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Chapter Seven: Labour in Taiwan’s Semi-peripheral Acent

Introduction

In Chapters Five and Six, | discussed how charm#éset capitalist world-system and
state-capital relationship shaped Taiwan’s sempperal ascent trajectory, via
analysis of the dynamics of the industrial andritial sectors. The study of the two
sectors demonstrates the strategies, achievemahtsbatacles of Taiwan’s semi-
peripheral ascent. | also examined the specialafolkee Taiwanese state in the
interstate system (US-Taiwan-China nexus), thecgtra of capital accumulation
(semi-periphery), and domestic state-capital refeti However, the state-capital
relationship is not the full picture of domestics relations in the process of capital
accumulation as the subject of labour is abserns iStone of the problems in the
national model approach of development, in pardicird the study of East Asian
economies, as the issue of labour is under resedrch

Why is the subject of labour a necessary qfatie analysis of domestic social
relations of national capitalist development? Ascdssed in Chapter Two, the subject
of labour has two different roles in capitalism.eda as the producer of value and the
other is as a social force. As Ougaavd (2004) a;gugroup or individuals might not
constitute a social force even if they are in e position of production. Only if
the group shares a collective interest and hasapacity for collective action can it
be called a social force (p.153). To examine tliese roles, we can realise on the
one hand that labour is structured in the capaalimulation process to contribute to
national ascent, but also on the other hand labauifact as anti-systemic movement
to resist the logic of capital accumulation.

As such, this chapter attempts to analyseltia roles of labour in Taiwan’s
capitalist development during the period of 198@ a007. In particular, the chapter
will focus on labour in the industrial sector besau(1) Taiwan’s industrial capital
and industrial production determine Taiwan’s seerigheral ascent trajectdfy, (2)
the industrial sector is the main engine of promucand Taiwan’s economy as a
whole since the 1970s. Although the industrial @eat a share of total GDP has

28 |ndustrial products have dominated these expans the share of industrial goods to total exports
was 94 % in 1984 and 99% in 2006 (CEPD 2007, thbi&).
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decreased, from 37.6% in 1986 to 23% in 2006 (CEB@Y), it does not mean that
the sector is no longer as important as before.ri&i@ reason for the “decline” in the
sector in the domestic economy is due to an inergasverseas relocation by
Taiwanese firm€® (3) Taiwan’s organised labour resistance is nydimlind in the
industrial sector.

How does labour as labour force contribute tov@a’s semi-peripheral ascent,
and how does organised labour as a social for¢g the logic of national capitalist
ascent? How does organised labour change the dgsafhdomestic social relations
and Taiwan’s semi-peripheral ascent trajectory? dibeussion of these questions
will be laid out as follows: firstly, the chapteillidiscuss how labour, as labour force,
has contributed to Taiwan’s semi-peripheral asoetite last two decades. New types
of labour forces rise in response to industriartesuring, namely hi-tech and high-
skilled labour; migrant labour from East Asia; anetrseas employment. Overall,
Taiwan’s labour market has increased the degreearfomic globalisation and
regionalisation. Secondly, the existing old typdatiour force needs to adjust under
industrial restructuring. As such, labour flexityiland structural unemployment have
increased. In general, the annual growth ratelaflds average wage has reduced (as
figure 7-1 will show). Under the changing labouusture, how does organised
labour respond? Has organised labour been abtestagshen its power and change
domestic social formation? Has organised laboun ladg¢e to act as an anti-systemic
movement regionally and globally in order to resist logic of capital accumulation?
These questions will be examined in the third sectia the analysis of Taiwan’s
labour movement. Overall, Taiwanese organised labas successfully prolonged
the impact of neo-liberalism and industrial restuuiag on the domestic labour
pattern. However, the structure of the Taiwaneledamovement has not been
strengthened in confronting the new employmenttire. Taiwanese organised
labour has neither significant political influenmeer the state and capital, nor does it

play an active role as an anti-systemic movement.

29 The size of Taiwanese overseas manufacturing imesg reached its first peak in 1986 (since
1952), and it was higher than domestic fixed cafotanation by the manufacturing sector. In 1982,

the size of Taiwanese overseas manufacturing imezgtwas still lower than domestic gross fixed
capital formation by the manufacturing sector (CERO07, table 3-12a; Investment Commission 2007,
table 17). The share of outward FDI flows as a @atiage of gross fixed capital formation thus
surpassed 1% in 1987 (3.5%), and increased to 129306, see UNCTAD (16/10/2007).
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7-1 The Rise of New Types of Labour Force and Padation of the Labour Market

This section will focus on the rise of new typedatfour force that have resulted from
Taiwan’s semi-peripheral ascent. In Chapter founghtioned that the specific feature
of Taiwan’s labour pattern in the period betwees 1B50s and the 1980s was flexible,
unprotected, low-skilled female labour in the exged sectors while semi-skilled
male labour was in the upstream and intermediatarst sectors. The pattern was
significantly changed as, firstly, skilled-labouarthe electronics industry increased
due to Taiwan’s dual industrialisation trajectorileat shifted to Taiwanese-led,
export-led, hi-tech electronics industries. Thidle#t labour undertakes technical and
professional work as part of a supply chain foibgleelectronic brands in the core
zone. The second change is with industrial resirutd and the decline of traditional
industries, where Taiwan now imports low-skilledgnaint labour from Southeast
Asia to provide a cheap labour-supply. Taiwan'sustdal relocation overseas also
for the most part employs cheap, low-skilled laboyperipheral countries. In other
words, the unprotected, flexible, cheap, and loesk Taiwanese labour has been
replaced by migrant labour from Southeast Asianfeomd overseas. As such, these
three new types of labour force are now Taiwan’swtebour pattern. In particular
the hi-tech electronics industry not only represérdiwan’s specific trajectory of
semi-peripheral ascent, but also demonstratesnipdogment feature of semi-
peripheral ascent: the industry is composed ofdure of hi-skilled labour, and low-
skilled cheap (migrant and overseas employed) lal®uch a labour pattern
structures Taiwan’s position in the capitalist wleslystem, and leads to a polarisation
of the domestic labour market.

Dicken (2004), Luthje (2002) and Henderson (198%rgue that the
semiconductor industry is characterised by a spdeibour pattern. The industry not
only has a division of labour in terms of skillsitlalso has geographical, gender, and
ethnic divisions of labour (Dicken 2004; Luthje 200As Dicken (2004) notes, the
labour structure is ‘a polarization of skills ireteemiconductor industry between
highly trained professional and technical workerdtte one hand and low-skilled
production workers on the other hand’ (p.408-40%kir description resembles
Taiwan’s changing labour structure. On the one h@advan has developed many hi-
tech technicians with professional skills who ergogpecial wage system (e.g. stocks

and bonus). In the past two decades, Taiwan’s dicriabour pattern has been
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upgraded and skilled-labour (technicians and aategtiprofessionals) has increased
from 9.8% in 1988 to 19.6% in 2007; while the nunshef blue-collar workers has
reduced from 43.2% to 32.3% (CEPD 2008; DGBAS 20B8)ever, on the other
hand, the existence of migrant labour and oversggdoyment shows that Taiwanese
enterprises still exploit cheap, disciplined, fldei, and non-unionised labour through
their overseas production.

7-1-1 The rise of a highly-skilled labour force

As the hi-tech electronics industry rises to bectimedominant industry in Taiwan, it
also becomes the industry with the highest employn? the end of 2007, the
number of workers in the electronics industry amthrggtotal number of
manufacturing workers in Taiwan was nearly 31% ([ASB008). The electronics
industry can be divided into three sectors: (1) @otar, communication, and
consumer electronics (3C); (2) Electronic composief®) Electronic equipment and
suppliers. The first two expanded sharply in Taiwathe 1990s. The percentage of
workers in the first two sectors only accountedd®% in 1980, and grew to a
quarter (25.4%) of total manufacturing workers @92.

There is no specific data available about the itrgiubut the statistics for Hsinchu
Science Park (HSP) demonstrate the major charsiiterdf the industry. According
to the government’s definition, employees who hab&ined at least a Bachelor’'s
degree are regarded as R&D researchers at Hsiréncg Park. In 1990, nearly
74% of the employees did not hold a Bachelor degrbis declined to 54% in 2007.
The average age of employees at the science pa€kyisars old.
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Table 7-1: Number and percentage of Taiwanese gme@soin Hsinchu Science Park
by education (1990, 1999, and 2007).

1990 1999 2007
Education

person share Person share person  share
PhD 166 0.7 1,078 1.3 1,420 1.1
Master 1,324 5.9 13,494 16.3 24,465 195
Bachelor 4,348 19.5 17,973 21.7 32,013 255
Junior college4,312 19.2 19,618 23.6 26,782 21.3
High school 9,460 42.3 25,310 30.5 32,177 25.6
Other 2,746 12.2 5,349 6.4 8,732 6.9
Total 22,356 100 82,800 100 125,589 100

Source: (HSP Administration various years)

According to the data above, nearly half of HSP leyg®es hold a Bachelor’s degree
or above and are employed in the position of ‘eegiri Currently, there are only a
few studies available regarding the labour prooé¢ssmgineers in the HSP (Chang et
al. 2006; Fang 1997; Lin 2004). They are classde@mical and mental labour. Hi-
tech employees’ monthly salaries are much highean the average manufacturing
workers (by 25% in 2001). Fang (1997) and Ling @0foth mention that they have
longer working hours of between ten and twelve wuagkours per day, for example.
However, these engineers do not claim overtime aysa Fang (1997) argues that
this ‘volunteer overtime work without pay’ occu two main reasons: one is the
adoption of ‘responsible autonor{f by engineers; the other is pressure to speed-up
the production process. The latter feature (speedp production) is due not only to
the fast business cycle of the hi-tech industbes also to Taiwan’s position as a
contract manufacturer in the global electronicsustdy, as analysed in Chapter Five.

Two other significant features not only explain wdngineers at HSP accept
voluntary overtime work, but also make clear thresom for the lack of labour
organisation consciousness in HSP. The first featithe ‘supervision system’: each
new engineer is allocated to a senior engineemoamager who is responsible for
technical training and resource coordination. Thesgneers call their tutors “boss.”
Fang (1997) states that the relationship betweejuthior engineer and the tutor does
not conflict because the managers/tutors do ngtglale similar to that found in

2% Thijs is a common situation in the service sector.
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traditional industry, namely monitoring and conlira} labour. Rather, these tutors
offer technical supervision and help to solve tecdlrproblems. It is noteworthy that
such a relationship exists only among engineersoAl®w-skilled operators, they
have to wear clean clothes with a specific numinetheir back, and their work is
monitored through television monitors (Lin 2004).

The second feature is a ‘share-save scheme’, wherglineers will be given
stocks (depending on their work performance) asraub at the end of the year. Due
to the fact that hi-tech industries have been bagrsince the 1990s, the stock price
in hi-tech listed companies has been rising. Tloeegthe earnings engineers gain
from their stock are usually higher than their tagsalary (Lin 2004). Thus, helping
their company earn more profit in order to obtaiorenstock is the most important
concern of these engineers. If the engineers feshtisfied with their company, they
can always choose to change to another companygxXaonple, by conducting a
guestionnaire, Hsu (1999) found that there was aigployee turnover (e.g. as high
as 35% in some compani&s)within HSP companies.

As mentioned previously, the industry features lanmation of skills. In
Henderson’s (1989) study into the semiconductoustry in the US in the 1960s and
the 1970s, he found that ‘the development of timeicenductor industry’s component
labour process resulted in a polarisation in thik stkucture of the labour force and
subsequently the emergence of socially/spatialjyesgated labour market (p.38)’. He
concluded that the segregated pattern was thaéwrates dominated skilled jobs,
while immigrant females, mainly Latinos and Asiansre doing unskilled and semi-
skilled jobs. In Taiwan’s hi-tech industry, a siarikegregation of labour can be found;
namely, local male workers dominate skilled johg.(engineers) while local female
workers and migrant workers undertake semi-skiled low-skilled jobs.

Firstly, these hi-tech companies still prefer feenabrkers to undertake low-
skilled jobs. In general, female workers are pagslthan male workers. Between
1991 and 2007, the average wage of male workerdetasgeen NT$ 29,690 and NT$
49,219, while that of female workers was betwee$ NT,946 and NT$ 34,401
(DGBAS various years-b). In the hi-tech industoy, éxample, the computer and
optoelectronics manufacturing industry, the gagvisn larger. The average wage of
male workers in that industry was between NT$ 324dd NT$ 60,684, yet for
female workers it was between NT$ 16,690 and NT$3I/ (ibid.). There are more

"1 There were 390 companies out of a total of 1, 508$CP that responded to the survey.
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female than male workers in the electronics ingu&nd in the two hi-tech sectors),
even though in general more males work in the nantufing sector. The media often
reports the increase of females working in thesbhhtsectors, meaning that the quality
of the female labour force and gender equalityngroving. This is a
misunderstanding, as the majority of female worketbese sectors still undertake
low-skilled jobs. For example, a top semiconductampany which employs 6,000
employees, Powerchip Semiconductor Corp., saidféimadle ‘indirect employees’
(administrative and engineers) only accounted 8% 2f their employees (Tseng
2006). Yan (1999) points out that between 19841848#, female workers were
mainly concentrated in lower job positions, suclopsrators and administration,
while male workers mainly worked as engineers anfegsionals. The government’s
statistics also show that the percentage of fenesiearchers in private enterprises
was only 13% between 1996 and 2003 (NSC varioussyea

Secondly, HSP began to employ migrant labour id199some years, the share
of migrant labour of the total labour force at H8&s as high as 8.8 % (in 2003 and
2004). This migrant labour mainly worked in the aiveam factories of the hi-tech
industry. We will discuss this point in next seatio

7-1-2 The import of low-skilled migrant labour*’?

Following the issue of migrant labour, this sectiail discuss the new type of labour
force and their specific labour pattern. Taiwang@dd a labour migration policy (i.e.
importing migrant labour from Southeast Asia) ir829which was not a unique case
but a common pattern in Asia. The share of intgaergal Asian labour migration of
Asia’s total labour migration grew from 10% duritig 1970s-1980s to 40% during
1995-2000 (ILO August 2006). In 2000, the ILO estiad the number of Asian
labour migrants as 2.6 million. According to Wickrasekera (2002), the receiving
countries include Japan, Taiwan, South Korea, HGmmpg, Singapore, and Brunei.
Migrant labour only represented 4.2% of the recgj\dountries’ total labour
force (ILO 2006)Y."® By taking into account that the majority of migréabourers are

272 pccording to the CLA, foreign workers are as fallo (1) white-collar labour, which includes
professional and technical workers; (2) blue-cddaour, which includes manufacturing operators,
domestic servants and workers in the constructéatos. For example, in 2001, among blue collar
workers only 0.2% were clerks. The term migranblatin this thesis refers to the second category,
“low-skilled” labour.
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low-skilled workers?™ the share of migrant labour of the total low-gdllabour

force is higher. For example, in Taiwan, the fig(otlow-skilled workers) was 10%
in 2006. Other common characteristics can be fonmsbian labour migration in
terms of skill composition, gender, and duratiomwofk contracts (Athukorala 2006;
Dent 2008; ILO August 2006; Wickramasekera 2002cdkding to these studies,
Asian migrant labour is mainly low-skilled and seskilled; fixed-term temporary
contract; feminised (in particular more than 60%nafonesian and Philippino
migrant workers in Asia are female); and conceattan construction, labour-
intensive manufacturing, and domestic care sectiorddition to these “non-decent”
working conditions, Asia’s increasing labour migoatalso creates a
‘commercialisation’ of the private recruitment busss that can not be found in other
regions (ILO August 2006). All of these charactiecscan be discovered in Taiwan’s
immigrant labour.

In 1989, the Council of Labour Affairs (CLA) outéd a plan for the import of
migrant labour for companies who were involvedhea Eourteen Major Construction
Projects and Six Year Development PatThe plan was a response to pressures
from the construction business. In 1991, with theliding trend of traditional labour-
intensive industries, capitalists from these indestrequested to expand the quota of
imported migrant labour to six industries (haviifeeen sub-sectorg)® In 1992, the
Employment Service Act was announced. It has hadnwplications: firstly, it was
the first legal/institutional framework to regulategrant labour; secondly, the quota
was extended to the service sector (e.g. househaidis, domestic nursing, and
crewmen) and some key export-led industries. Al sthe above fifteen sub-sectors
were extended to 73 sub-sectors in 1993. In 19PZsEScience-based Industrial
Parks and thirty-eight industriééwere allowed to apply for migrant labour. In 1995,
another seven industries were allowed to importramglabour. Accordingly, the

213 Except in the case of Singapore (28%) and Malaisiao)

2% The number of skilled and professional migranolatis also increasing, due to the growth of FDI
from Japan and NIEs, but the share is still muerelothan low-skilled migrant labour (Athukorala
2006;Dent 2008)

2’5 This paragraph, about the evolution of the govemi's migrant labour policy, is drawn from Lee
(2002, Table one, p.44-45) and Liu (2000, p.86-89).

#"®including construction, textiles, the basic ménalustry, fabricated metal, machinery and equipment
and electrical and electronic machinery industries

#"including major investment-manufacturing whichésts more than NT$ 0.2 billion)
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number of migrant labourers increased from 15,892¥902 to 338,755 in 2006
(Council of Labour Affairs 2007, Table 11-1).
Several points are noteworthy. Firstly, the ideagdorting migrant labour was

initially only for governmental construction projecHowever, following requests

from industrial capitalists, soon the manufactursegtor employed more migrant

labour than the construction sector (i.e. in 198&rly 77% of migrant labour was

employed in the manufacturing sector) (Lee, 2082tondly, within the

manufacturing sector, the import of migrant labaais originally for traditional

labour-intensive industries such as textiles, pasbducts, and metal products.

However, migrant labour in the electronics industegzame the largest group in the

manufacturing sector after 1997 (Table 7-2) follegvrequests from these industries.

The hi-tech industry employs more migrant laboantkthe traditional electronics

industry. For example, the ‘computer, communicatiad video, radio’ and

‘electronic parts and components’ industries acteaifor 14.25 % of total migrant

labour employment in 2006 (see Table 7-2).

Table 7-2:Distribution of migrant workers by main sector ovarious years (person; %)

Sector 1992 1995 1997 2006
1. Total Manufacturing 17,938(35.01126,403(76.63)60,401(65.28169,903(50.2)
(1) Textiles 4,369 (8.54) | 23,435(14.21B82,956(13.41)22,454(6.62)
(2-1) Electrical & 1,492(2.92) | 21,230(12.8785,825(14.58)10,261(3.02)
electronic machinery
(2-2) Computer,
communication & video,  |-- - -- 11,264(3.32)
radio
(2-3) Electronic parts & e . _ 37,031(10.93
components manufacturing
(3) Basic metal products ~ 1,704(3.33) 15,363(9.31) 14,885(6.06) 10,434(3.08)
(4) Fabricated metal product3,520(6.88) 14,578(8.95) 18,994(7.73) 19.533(5.76)
(5) Plastic products 2,184(4.27) 11,566(7.01) 11,211(4.56) 10,255(3.02)
2. Construction 11,745 (3.4)
3. Nursing workers & home- 153,785(45.39)
maids
Total migrant labour 51,155(100) 164,973(100) 2934100)|338,755(100)

Source: (1) 1992-1997: Lee (2002, Table 2, p.48+%)1998-2006: Council of Labour Affairs (2003
and 2007, Yearly Bulletin of Labor Statistics, Talill-2).
Note: ‘Electronic parts & components manufacturiagd ‘Computer, communication & video, radio’
began to be calculated from 2003.
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Thirdly, migrant labour mainly comes from Indoneskge Philippines, Thailand, and
Vietnam (after 1999): intra-regional labour migoati Only a small number come
from Malaysia and Mongolia (since 2004). Indonesiad Vietnamese workers are
mainly employed in domestic nursing and as homedsdihe Philippine and Thai
workers are mainly employed in the manufacturingae but the former are
concentrated in the electronics industry and ttteran the traditional industries
(Council of Labour Affairs 2007, Table 11-2). Fduyt initially male migrant labour
was much greater than female migrant labour, y20bil the share of female labour
out of the total migrant labour reached 52%, insiregito 62% in 2006’2 This is due
to an increase in the employment of domestic nlaedshome-maids, fields
dominated by women. Even in the manufacturing setite share of Philippine
female workers out of the total migrant labour frima Philippines (the major
migrant labour in this industry) in Taiwan grewrftal7% in 1998 to 68% in 2006 (it
was 72% in 2004) (ibid.). From the above dataait be observed migrant female
labour is much more favoured by Taiwanese capisaiisgan male labour. Employers
prefer female labour because, firstly, hiring migriabour through temporary
contracts can help to meet urgent business orgecendly, it reduces training costs,
as Philippine workers speak English and are walkated; Thirdly, female labour is
generally preferred for low-skilled jobs at HSP (ge2001).

The government claims that the purpose of impommgyant labour in the
manufacturing sector is to complement labour sigedan the market and to help
traditional industries with their upgrading. Suchlaim is problematic. As Liu argues,
from 1993 the government used the migrant labolicyas a tool to encourage
investment (Liu 2000, p.63). It was the major inuesnt sectors, rather than SMEs,
that were allowed to employ migrant labour. The lEyipent rate of Taiwanese
labour among the low-skilled job categories dedifrem 56.8% in 1988 to 45.9 %
in 1998 (Liu 2000). Even the government arguesttiashare of migrant labour
among Taiwan’s total labour force is not signifitgor example it only stood at
3.22% in 2006. However, migrant labour is conceattan low-skilled jobs and the
share of migrant labour accounted for 10.3% of Bai\w total low-skilled jobs in
2006. The electronics industry has become the maimufacturing sector to import
migrant labour, which is increasingly female. Tlalsour serves as a cheap and low-
skilled labour force for the export-led electroniedustry. The following section will

2’8 This data is from the Council of Labour Affairsafious years), Alien Workers Statistics.
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discuss how the special working conditions of nigjtabour in Taiwan contributed
to Taiwan’s manufacturing sector. The conditiorerebles another side of Taiwan’s
semi-peripheral ascent, namely using a cheap andkdled labour force from

peripheral zone.

Guest labour

Low-skilled workers have been treated as ‘gueskers’ because the Taiwanese
government only allows low-skilled migrant workéoswork temporarily for two to
three year$’® and migrant labourers thus have no chance to dpplylonger
residence permit and for naturalisation. Lan (20@& argued that the system of
‘guest workers’ in Asia is the most restrictive pas most of the industrialised Asian
countries are concerned about their limited tenatspace and high population
densities. In addition, these countries do notrédéeethnic diversity (p.114). Taiwan
is one such country. For example, the Taiwanesergovent forbade migrant labour
workers marrying in Taiwan, and female migrant vesskhave to undergo a
pregnancy test before they arrive in Taiwan, rapgdhe test once every six
months?®° Being a guest worker worsens her/his power relatiip with their
employer and ageRt’ The workers are non-unionised labour and theiptary

contract worsens their already weak political posit

Bonded labour

The discussion above links to a second point: ifjle placement fee paid by migrant
workers and their restrictive labour contractsnigrant workers want to apply for
jobs in Taiwan, they have to contact their locaray and the latter will contact a
Taiwanese agency. The Taiwanese agency will coetaptoyers who obtain a quota
of the number of migrant workers they can employ.part of this process, migrant

219 pccording to theEmployment Service Adow-skilled migrant labour can only work in Tainvéor

two years, but this can be extended by one yeaer fliree years, workers need to go through the
application process again if they want to contitaue/ork in Taiwan. However, professional foreign
workers are allowed to work for three years, afitbich the term can be extended again.

280 Except for the pre-arrival pregnancy test, otlegutations were lifted on 7 November 2001 and on
9 November 2002 respectively.

%1 The issue of the relationship between migrantuatamd citizenship can be found in Cheng (2002)
and Tseng (2004)’s study. They analysed the exatusi migrant workers from citizenship in the
context of Taiwan’s nationalist politics and sthtelding ideology.
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workers have to pay placement fees to both agefitighe fee varies depending on
nationality and industry. For example, a Philippimarker has to pay anything from
US$3,966 to US$6,641 to work in Taiwan for two wedinis amount is equal to
her/his salary in Taiwan for between eight to #ert months (Asia Pacific Mission
for Migrants 2002). In addition to this, after th&gn a contract with an employer,
they cannot change this employer unless the ldigsror the company is closed. As
Chan (1999) notes, this high debt burden and inztegmanagement leads to many
migrant workers to runwa¥’° Before 2001, the government even gave employers th
right to ask migrant labour to pay “saving fundsitk month, which could be up to
30% of their monthly salard?* Migrant workers could not have this money backlunt
they had finished their contract. The so-called/iisg fund” was indeed a kind of
“deposit” to prevent workers from running away aave employer more control
over their migrant labourers. The system operasea farm of bonded labour.

Cheap labour

The third point relates to wages. Liu (2000) hagiad that Taiwan’s shortage of
labour is indeed a shortage of ‘cheap labour’. Adow to the CLA's report, the
wage gap between migrant labour and local labogromy 10% between 1993 and
2002 (Lee 2002 and 2007). However, this data hagptablems. Firstly, the term
‘local labour’ in the CLA’s data only means “junidocal labour (those who have
worked for less than two years). Secondly, the wagrkours of migrant workers are
far higher than that of local workers as Table $h@ws (working hours gap between
foreign labour and local junior labour). It is maecurate to compare their “hourly
wage”. As such, the hourly wage gap between migedottur and ‘local junior

labour’ was around 24% between 1993 and 2002 (abke17-3). The hourly wage
gap between migrant labour and ‘local labour’ waserthan 50% in 1998, 2000, and
2003 (Table 7-4). Currently, migrant workers in thanufacturing and construction
sectors are covered by the Labour Standard Lawghwhieans that they are

282 Although the Taiwanese government only allows Eaiw agencies to charge a placement fee to
migrant labour of no more than their first montke&ary, they allow agencies to charge a ‘servieé fe
no more than US$ 1,875 for three years (Lan, 200& 16). The Taiwanese agency might ask a
migrant labour to pay a placement fee as a “petdoan” every month (Asia Pacific Mission for
Migrants, 2002).

283 By the end of 2006 there were 21,051 runaway mign@rkers (CLA, 2007).

24 Thjs regulation was lifted on 7 November 2001.
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guaranteed a basic monthly wage (currently US$.488)business groups continue
to lobby the government to “delink” the relatiornsihetween migrant workers’ wages
and the basic wage of the LSL.

Table 7-3: Wage and working hours’ gap betweenl lpcaor labour and foreign

labour in the manufacturing sector

Wagegap: foreign  Working hoursggap: Hourly wagegap: foreign
labour/local junior foreign labour/local labour/local junior labour

labour (%) junior labour (%) (%)

1993 88.22 118 74.8
1994 89.27 113 79

1995 90.70 122 74.3
1996 94.20 115 81.9
1997 96.90 121 80

1998 96 119 80.7
1999 95 121 78.5
2001 80.40 122 65.9
2002 83.90 124 67.7

Source: (Lee, 2002 and 2007, Table 1-10).
Note: The original data is from the CLA. “Local talr” means those junior workers who have worked

for less than two years.

Table 7-4: Average monthly salary and working hoarthe manufacturing sector
(unit: NTS).

Period Local workers Migrant workers
1998 36,546 (198 hrs) 21,006 (239.77 hrs)
185/ per hr 88 /per hr

2000 39,080(198.7 hrs) 21,083 (251.1 hrs)
197 /per hr 84 /per hr

2005 41751 (188.8 hrs) 21, 577 (231.16 hrs)
221/per hr 93 /per hr

Source: CLA (1999, 2001 and 2006), Report on theiga Workers Administration and Utilization
Survey; DGBAS (various years), Time Series of Bagrand Productivity Statistics Tables
(http://win.dgbas.gov.tw/dgbas04/bc5/earning/ht4&&.
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7-1-3 Sweatshops: working conditions in Taiwan’s @rseas employment

Apart from migrant labour from Southeast Asia, &eotway to use cheap and low-
skilled labour from the peripheral zone is throwglerseas industrial relocation, and
the method is increasingly important to Taiwandustrial capital. The government
does not collect any data on the number of empkye&aiwanese overseas
investments. However, the yearbook of Taiwan’st0f corporations published by
the China Credit Information Service (CCIS) statieéhclude the number of
employees in Taiwan’s overseas investments in Z0D0&ir figures only show the
total number of employees in the top 100 corponatid\ccording to the CCIS data,
between 1990 and 2002 the growth rate of the numibemployees in the top 100
corporations (in Taiwan only) was around 10%.

There have been few academic studies inttatiaur process and working
conditions in Taiwanese overseas companies, ey K2002) and Chen (2005).
However, several international non-governmentaaoigations (NGOs), Taiwanese
NGOs, and the media have produced empirical reporfBaiwanese TNCs in China,
Malaysia, Thailand, the Philippines, Mexico, anddfagua. The Taiwanese TNCs
investigated in these reports were Taiwan’s topufenturing enterprises; they either
have their own brand (e.g. Acer) or are contradimr&)S and EU electronic TNCs
(such as OEMs, ODMs or CMs). Chapter Five has dsetthe semi-peripherisation
of the IC and IT industries. This section reveas/Taiwanese overseas enterprises
manufacture for the branding companies from the zone by making use of
workers from peripheral companies.

According to eleven empirical reports, eight comnfeatures of workers’
conditions in these Taiwanese enterprises candmdifbd: (1)Low wagesSome
companies do not pay minimum wage and overtime wagme only pay daily wage
system. (2Excessive working hours and enforced overtime waidrkers are forced
to work overtime and their working hours are mdévant 60 hours a week (or more
than 12 hours a day). Some workers need to workdeen days a week. Some are
forced to sign an agreement to work unlimited awegtif necessary. (3)
Occupational safety and health risli&everal heath problems are reported but the
companies refuse to provide appropriate proteclitie. dormitories are overcrowded
(e.g. 10-12workers a room). There is no sick lesw a lack of social insurance. (4)

Inhuman managemertinequal and discriminative management can bedotlinese

249



reports also found verbal and physical abuse okersrby managers. (Prefer
female workersThese cases are found to prefer hiring femaleual{6)Child labour.
Some companies employ child labour whose age ieruflyears old. (Apsecurity
of work contract Some workers only have short-term contracts; samdéemporary
workers on a one-year contract. [8) right of free associatiorThese companies
forbid workers to organise trade unions, and exadudade unionists when they
recruit.
These eight features are part of the exploitivekimgr conditions (further details
can be found from Appendix Two). These reportsawevestigated in the following
ways:
® Kung (2002) analyses a special labour pattern iwdi@s overseas enterprises
in Malaysia: the ethnic division of labour. Taiwaeeverseas firms in Malaysia
prefer to employ Chinese-Malaysians for managenaeiministration and
technical positions, and to recruit indigenous Malad migrant labour
(especially Bangladeshf&j as production operators. Taiwanese employers treat
their employees based on their ethniéff.

® Tsai (2006) was the former director of a Taiwame&®, Ching-Jen Labour
Service Center. He has studied the working constiaf a Thailand subsidiary
for one of Taiwan'’s top consumer electronics conypdiatung. The subsidiary
was set up in 1989 and employed 2,000 workers @® 2dowever, this number
was reduced to 409 in 2005 when the main busirteiedto China.

® CEREL (2007), a Mexican-based NGO, published artep@®007 which
explored working conditions in fifteen electronitCs in Mexico. CEREL
contacted nearly 2,000 workers and chose 237 taskExument; 74 cases were
presented in the report. The report refers to thekiwg conditions in Foxconn, a
Taiwanese company which is a supplier and CM fanymaternational brand

companies.

285 Around 16% of labour in Malaysia is migrant labour

28 They offer high wages and give managerial pow&himese-Malaysians. Apart from cultural and
religious background, the government’'s employmaticp is another factor that influences Taiwanese
employers’ attitude towards workers of differertretities. The Malaysian government requires all
foreign companies to have employees who are at 3886 indigenous Malay workers. Although
Taiwanese employers have many complaints abowgéndius Malays (e.g. not as disciplined as
migrant labour), they still need to employ themldy.
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® On 11 June 2006, The Mail on Sunday reported thenrane working
conditions at a Foxconn factory in Shenzhen, Cfilinee Mail 18/08/2006;
Webster 14/06/2006). Following this report, mediahe UK, the US, and China
did follow-up reports (BBC 14/06/2006; Musgrove A&/2006)*%’ Foxconn in
Shenzhen is an assembly factory for Apple’s iPqaplé subsequently sent an
audit team to investigate the working conditiond egleased a report on 17
August 2006 (Apple 17/08/2006).

® SACOM (2006; 2007), a Hong Kong based NGO, prodiwaedreports about
working conditions of Taiwanese enterprises in @hin their 2006 report they
interviewed seven Taiwanese companies. In theiv 28port they researched
Lite-on, a contracting company for Dell, and Lite’sotwo outsourcing factories.

® SOMO (2005; 2007), a Dutch NGO, published two reporgarding labour
rights and the corporate social responsibility oEAs supplier chain companies.
The report of 2005 researched five suppliers inthiéippines and China, and
the report of 2007 studied twenty suppliers in Tdrad, China, and the
Philippines.

® TSNW (2001), Ralph (2005), and Chen (2005) all ekscone particular
Taiwanese company in Nicaragua. Nien-Hsin is a &nasge textile enterprise
which invested in a company in Nicaragua calledr@dein 1994. Nicaraguan
workers tried to organise a trade union but weversdy oppressed by the
employer.

The empirical research mentioned above has denadedtthat the Taiwanese TNCs
being investigated have not provided “decent” wogktonditions and have
suppressed trade union activities. These compange$aiwan’s top enterprises, and
are often considered by the Taiwanese governmehtrenmedia to be “successful”
cases of overseas investment. However, labour Ngg@snternational trade unions
see that these TNCs export not only their cagiati,also inhuman management and
anti-trade union activity. In these reports, tl@manese companies being criticised

%7 |t is noteworthy that among these reports, only Ghinese newspaper, thigst Financial Daily,
was sued for US$ 3.8 million by the president otdemn, Mr. Terry Guo on 3rd July 2006. The
company even requested the freezing of two jowstsalassets. Eventually the company reached an
arrangement with the First Financial Daily in Seplber by abating the charge.
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are, for example, Foxconn (the world’s top one m@mitmanufacturer in the
electronics industry), ACER’s supplier chain (ACERow the world’s second
largest computer manufacturer), and Lite-on (are@btmanufacturer for Dell). The
common feature that links this labour pattern lithse Taiwan companies is that
these Taiwanese electronics firms are either contnanufacturers made use of
peripheral employment for a core zone’s TNC, or enage of a supplier chain from a
peripheral zone to develop its own brand. In otherds, the peripheral zone is a
necessary element for Taiwan’s top enterprisegweldp either as the world top
contract manufacturer or as a world leading brénfflerent from migrant labour,
these peripheral labour patterns do not appear skicalty but are located overseas,
but they nevertheless serve as a distinguishingreaf Taiwan’s semi-peripheral
ascent.

7-2 Impact of Industrial Restructuring on Labour

Section 7-1 discussed how new types of labourtanetsred into Taiwan’s semi-
peripheral ascent process, and their various wgrgamditions. As for the domestic
labour pattern, the overall working conditions affected by Taiwan’s semi-
peripheral ascent via industrial restructuring. $hetion will examine the impact,
namely the increase of labour flexibility, the gtbvef structural unemployment, and
the declining rate of growth in the real wages ofkers.

7-2-1 The increase in labour flexibility

Although Taiwan'’s labour pattern before 1984 wasaaly flexible and unprotected,
the pattern was found mainly in the export-led $nzald medium-sized enterprises
(see the discussion in Chapter 4-3-3). Howevecesthe early 1990s, the state has
actively promoted a labour flexibility policy @l industries

There is a considerable amount of literature disiogsthe definition of ‘labour

y 288

flexibility’ < (Huang 2005). For example, Guy Standing’s siteda of labour

flexibility (Standing 1999, p.83-127) - namely prmtion/organisational flexibilit§®®

28 Huang (2005) lists ten definitions of labour fleikty from eleven literature sources
289 (1) The increase of TNC global commodity chains peoduced a diversity of production systems,
while also causes a decline of Fordism. (2) Thevimaf global downsizing, outsourcing and

contracting out. (3) The increase of small firmd anb-contracting.
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wage system flexibility™® labour cost flexibility’** employment/numerical

292 \work process/functional flexibilit§?* and job structure flexibiliy*.

flexibility,
Since the late 1970s, the Regulation School alatysed the increase of labour
flexibility as a consequence of economic restruotuin the advanced countries (for
example, see Jessop 2001).

The enforcement of the Labour Standards Uz8é ) in 1984 (a result of Taiwan-
US trade talk of the 1980s) and the creation ofGbancil of Labour Affairs in 1987
marked the beginning of a regulated labour maikeHowever, a few years later, the
pressure of industrial restructuring and the emerg®f labour protests in the late
1980s led to the government’s proposal of a newdaBexibility policy in 1991.
These policies amended the LSL to adopt functi@ieaibility (extend overtime work
and shift work) and employment flexibility (the aghtion of contract restrictions).
The amendment was not approved until the end 08,1®Ben the government agreed
to the expansion of LSL coverage to include theisersector; an amendment raised
by the opposition DPP. After 1996, the governmemitinually presented labour
flexibility proposals related to wage system flakiip (e.g. the minimum wage,
individualisation of wage determination), employrBexibility (e.g. encouraging
the employment of part-time workers) and labout desibility (changing the
retirement pension payment system). However, nbtieese amendments were
successfully approved because of resistance bigloeir movement.

290 1) The proportion of state benefits and enteepbisnefits of the worker’s total social income has

fallen. (2) The erosion of the minimum wage. (3cBwtralisation and individualisation of wage
determination. (4) The wage share of GDP has dsetta

291 abour costs include wages as well as non-wages.cbBere are ten categories of indirect and
variable labour costs, namely overhead costs,|ftszsts, training costs, co-ordination costs, ptde
costs, labour turnover costs, motivation costsgdpetivity costs, adaptability costs, and bureaicrat
costs.

292(1) In developing countries, migratory labour,dabcirculants, contract work, outwork, and sub-
contracting are forms of employment flexibility ttere often seen. (2) In developed countries,
numerical flexibility occurs through forms of cafuemporary work, consultants or self-employed
individuals, sub-contractors, agency workers, havoekers, tele-workers, part-time workers, and
concealed workers.

293(1) Increased managerial control. (2) Working tifteibility (shift working, weekend working, and
overtime work).

294 The “federal” job structure, or the virtual firias been developed recently. This job structure is
“loosened” and emphasises business specialis#timaxample of this is that “core” enterprises
outsource some business to self-employed individoateams.

2% The service sector was not covered by the Labtandards Law until 1996.
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When the DPP came to power in 2001, the mosts®Boonomic recessiofisince
1971 occurred in the third quarter of 2001 (Hund Bn2001). The real growth rate
in terms of GDP dropped from 5.8% per annum in 200@inus 2.2% in 2001. The
growth rate of fixed capital formation declinedrrd@.4% in 2000 to negative 21.1%
in 2001, and unemployment rate increased from 2.@92657 % in 2001 (CEPD
2008, p.4). Under these circumstances, the DPPraginaition introduced a ‘Scheme
of Human Resource Development in the New Era’ imil&901. The DPP followed
the KMT’s labour flexibility policy to help capitets to reduce labour costs,
including proposals to reform retirement pensioynpants, to withdraw the
minimum/basic wage, to increase the flexibilityadrking hours and wage system
flexibility, to withdraw severance payments, andncrease flexibility of labour
contracts (CEPD 2001; 2005). Of these proposals pwlicies were approved and
enforced: (1) the expansion of working time flektiiin 2002 (the increasing of
female workers’ legal overtime working hours, te&xkation of the restrictions on
female workers in undertaking night work, and theasurement of legal weekly
working hours on either a fortnightly or an eighdei basis); and (2) reform of the
retirement pension system in 2005 (i.e. shiftirgponsibility from enterprises to
individuals).

As a result, the increase of labour flexibilityparticularly evident in large
enterprises and the hi-tech industries. According government survey in 2006,
33% of employees out of the total number of empbsyworking in companies which
employ more than 500 workers were classed as ‘ggearkers’ (DGBAS various
years-b). This figure was found to be 15% in congahich employ between 200
and 499 workers (DGBAS various years-b). In terfnsaustries, the hi-tech
industries have a larger share of dispatched lathaur did other industries (ibid).

7-2-2 The increase of structural and involuntary uemployment

Taiwan’s national unemployment rate increased feomere 1.79% to 5.17% in
20022°" Taiwan’s rate has been higher than the averagmpingment rate in East

2% pccording to Hung and Li (2001), Taiwan had seeeanomic recessions between 1971 and 2001
(p.8). Hung and Li argue that the main internatidaetor is the over production and business
recession of the global ICT industry in 2001 (nagagrowth rate).

27 The data in this paragraph is from the officialatimse of unemployment statistics of the DGBAS
(http://www.stat.gov.tw/ct.asp?xltem=17144&ctNodé&¥h
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Asian countries from 2001 onwartf.Structuralunemployment anivoluntary
unemployment have increased more than the usulid@ydrictional and voluntary
employment. Firstly, the number of non-first-jobsers increased from 58.9% in
1982 to 80% of the total unemployed in 2006. Thisves that, increasingly,
unemployment is not caused by the “frictional” updoyment of new entrants.
Secondly, the percentage of company closures ast@r fcausing unemployment
increased from 15% in 1982 to 30% in 2007, whiatpassed the factor of being
‘dissatisfied with jobs.” Finally, the average metiof unemployment grew from 15
weeks in 1993 to nearly 28 weeks in 2005. The albava confirms that there has
been an increase in structural and involuntary ypieyment.

Unemployment has mainly occurred in the martufang sector. Although the
number in general employment has increased, thdauof manufacturing workers
has decreased since 1986. For example, accordiDGBAS data, the total
manufacturing labour force reduced from 2,751,156B8986 to 2,418,492 in 2001, a
reduction of 12% (DGBAS various years-a). Howeeenployment in the hi-tech
sectors increased, while employment in the majdustries of the 1960s and 1970s
(the traditional industries of textiles, clothiramd plastic products) decreased. This
data reflects an underlying structural change ima&a’'s economy, from labour
intensive industries to hi-tech industries. Statidtdata from the Ministry of
Economic Affairs reveals that the total number mtiegprises that closed between
1992 and 2006 was as high as 79,138 (MOEA 200@addlition, the privatisation of
SOEs between 1989 and 2003 caused some 100,000v8®Ré&rs to lose their jobs
(Kong 2006, p.372). In sum, it is evident that sharp increase in the unemployment
rate from the 1990s up to the present has mairdy baused by the industrial
restructuring of the manufacturing sector.

7-2-3 Harder working, but greater inequality
The IMD'’s (Graduate Institute of International Mgeanent in Lausanne) world

competitiveness report of 2006 shows that Taiwas among the top five countries
with the longest working hours (annual hours: 2)Z8d@D 2007). Indeed, the

29 according to ILO’s World Employment Report and 6& Employment Trends in various years
(http://www.ilo.org/public/english/employment/stisttatprod.htm), the unemployment rate of the East
Asian region was between 3% and 4% from 2001 t&2@0ich was lower than Taiwan’s rate
(ranging from 3.91% to 5.17%).
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working hours in Taiwan’s manufacturing sector re\pous years were even longer.
Between 1994 and 2006, the annual working houf@iwan’s manufacturing sector
amounted to 2,335 hours (DGBAS various years-byvéd@r, long working hours
did not bring about an equal increase in wagesiaaeitare. The annual average
growth rate of ‘real wage$* for manufacturing labour began to decline in1989
(Figure 7-1). Before 1994, the annual growth rdtesal wages in the manufacturing
sector was higher than that of labour productivitgwever, after 1994 the latter
became more than double the former (Figure 7-1).

Figure 7-1: The annual growth rate of average real wages &labour productivity
in the manufacturing sector
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Source: The author’s calculation from DGBAS (vasgears) and Time Series of Earning and

Productivity Statistics Tables (http://win.dgbasge/dgbas04/bc5/earning/ht456e.asp).

One of the major consequences of the phenomena ate a growth in income
inequality. The following data illustrates thisrice Firstly, the gap between the rich
and the poor has grown by 53% over the past twggdys. If one divides all
households into five groups based on disposabtameger household, the income
gap between the highest fifth of households andaivest fifth of households stood

at 4.17 times in 1980. Yet, the gap increased38 Gimes in 2001 (6.01 times in 2006)
(DGBAS 2007, Table 3). Secondly, with regards ®lamber of employed persons
per household, the gap between the highest fifttoaseholds and the lowest fifth of
households was 1.8 times in 1980, and grew to t81®% in 2006 (ibid, Table 25).

29 The annual average ‘wage’ growth rate minus thesemer prices index (CPI).
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Third, the Gini's coefficierif’also shows a similar trend; it was lower than QB8
the 1970s and the 1980s, but grew to more thaaf@®B1988, reaching 0.339 in 2006
(ibid, Table 3). Finally, the income gap within tladour market has also increased.
The government divides all employees into sevempatonal groups®* The highest
group earned 3.8 times more than the lowest gnod®80, but the gap reached 4.5
times in 2006 (ibid, Table 27).

7-3 Strengthening or Weakening of Organised Labous Resistance?

The discussion above demonstrates that the steuofuraiwan’s labour pattern has
changed significantly, corresponding with Taiwasesni-peripheral ascent. Under the
changes of labour structure, how does organisexutaiespond? Has organised
labour been able to strengthen its power and chdogeestic social formation? Has
organised labour been able to act as an anti-systaovement in order to resist the
logic of capital accumulation?

Before | discuss these questions, | shall makked@ravhat is meant by “organised
labour’s resistance.” Although labour has a dubd,mot all labour can be organised
labour nor may organised labour necessary be tranefl into resistance. Firstly,
labour might not want to change their subordinatgtpn (this is the most common
case) for a number of reasons. For example, treegatisfied with their work welfare,
are able to transfer jobs (they have transferdblis ®r the industry is booming),
there is entrepreneurship in SMEs. In Marx’s argoini&936 [1847]), class
consciousness determines if labour is a ‘classtéetf’ (i.e. one with a class
consciousness) or a ‘class-in-itself’ (i.e. onarded objectively by its socio-economic
conditions). This links to the second point, classsciousness and organised forms
of labour are neither pre-given nor automatic resps to their subordination
situation. Education, organisation, and campaignstfuggles) are all necessarily
methods to awaken class consciousness, and thieeagisjorm labour into organised
resistance. The role of radical intellectuals (anig intellectuals’ in Gramsci’'s

39 The Gini coefficient can assess the degree ofernation (inequality) of a variable in distributio

of its elements.

301 (1) Legislators, government administrators, bussrexecutives and managers; (2) Professions; (3)
Technicians and associate professionals; (4) ClésksService workers, shop and market sales
workers; (6) Agricultural, animal husbandry, forgsworkers and fishermen; (7) Craft and related
workers, plant and machine operators labourers.
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terms¥%? and labour movement leaders are thus signifidsthe section will discuss,
these roles actually determine the agenda for asgdrabour’s resistance in Taiwan.

7-3-1 The resurgence of labour resistance

As discussed in Chapter Four, the dynamics of esgdriabour in the pre-1980s
period was “silent and disciplined” as they wer@mssed by the authoritarian KMT.
The silent situation however has changed sincenidel 980s and there has been a
rise of labour resistance against the state anidatayyhat are the factors behind the
increase in strength of labour resistance? Firgty enforcement of the Labour
Standards Law (LSW) of 1984 provided the legal famrk for labour to struggle for
their basic rights. It was a milestone for Taiwaalsour to voice their concerns over
working conditions. However, it needs to be bormind that the LSW was a
consequence of US-Taiwan trade talks in the 1988s Chapter 5-1) rather than an
outcome of labour resistance. Labour disputes ghexs sharply after 1985, and cases
increased from 907 in 1984 (with 9,069 workers imgd) to 1,443 in 1985 (with
15,486 workers involved). Secondly, industrial nesturing had a negative impact on
labour’s working conditions, as discussed in thevjmus section, in terms of the
increase of structural and involuntary unemploynaermt the growth of labour
flexibility. The type of labour dispute shifted frobonus payment disputes to the
protection of employment (e.g. contract disputésrd 989°° Thirdly,
democratisation and the lifting of Martial Law gawganised labour the right to
industrial action under some restricted conditiditeere were more than 15 cases of
strikes and slowdowns within six months in 1888mainly occurring in the public
transportation and manufacturing sectors. Moshe$¢ cases concerned workers’
year-end bonus payments and overtime wages. Fimatlical intellectuals have

392 Organic intellectuals are a particular group ¢éliectuals that work with the working classes. he
behave as organizers or a thinking element thdsléathe ideas of their class. The organic intélial

is distinguished from the traditional intellectuddpse who regard themselves as independent frem th
dominant social group.

303 Between 1976 and 1988, the largest three disppesstwere bonus payments (28.6%), contracts
(28.2%) and wages (19.38%) From 1989 to 2006, the order was contract disp(#6.6%), wage
disputes (35.5%), and occupational hazards dis|§idt8%o).

394 This information is from the database of a majwspaper, the United Daily Newspaper. The
author searched the database with the term “sthikéiieen 01/07/1988 and 31/12/1988, and found 15
cases among 537 reports.
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actively played an important role in mobilising ttesistance of organised labour,
which will be discussed in 7-3-2.

Most labour disputes are dealt with through legabns of conciliation between
labour, employers, and local government. HoweVer |égal procedure is not very
helpful to labour, in particular when the disputealves a large number of workers
and a great deal of money. Labour can apply focidiation of a labour dispute in the
locality where their workplace or the head-offidetee company is located. A local
government officer will call a conciliation comna# meeting attended by the
company, the employees and mediation members stafal both parties. However,
it is not compulsory for the company to attendrieeting. The only enforceable
regulation is that the company cannot refuse ingason by the mediation committee
members® As such, some labour disputes needed “additianathods, such as to
organise protests and strikB8 The first (illegal) significant strike occurred in
February 1988, after the lifting of Martial Law @& July 1987% In general, the
main issue of concern that caused the collectitieraof labour in the late 1980s was
the violation of the LSL by employers (Hsiao, 199Pa 1987), the same as the
pattern of labour disputes. The resurgence of lakesistance in the 1980s was also
part of a broader social movement of dissent aagdiitical democratisation
movement®® As Hsiao (1992b and 2006) argues, a broad rangeail movements
and civil protests in the 1980s (including labowvwaments, consumer protection,
farmers, environmentalism, gender equality, miyadentity, and urban housing)
significantly challenged state-civil society retats, and thus facilitated Taiwan’s
political democratisation.

The intensity of labour strikes was reducedraf989 due to the failure of two
significant strikes. The first of these failuressihe Far-East Chemical Fibre
Worker’s strike of May 1989, which was led by theagest trade union in existence
at that time’® After their failure, more than 400 workers anddabmovement

activists were either fired or prosecuted (AcadeSiiica and Taipei National

305 See the Settlement of Labour Disputes Law, Ari@e23 from
http://laws.cla.gov.tw/Eng/FLAW/FLAWDATO0201.asp.

3%% Eor details of cases between 1986 and 1989, s€&990).

397 Between 1983 and 1987 there were several stiiilétcurred in local bus companies. They
neither involved more than 60 workers nor lasteer @0 hours, see Lin (1987).

3% Chu’s (1994) study points out that the frequenicyazial protests grew from 143 in 1983 to 676 in
1987.

39 For an introduction to this strike, see Chu (1996)
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University of the Arts 2001). The second failuresveastrike that occurred in the
export processing zone in December 1989. The le#dbe strike was arrested and
sentenced to one and half a years in prison. 110,119@ new Prime Minister, Ho Pei-
Tsun, claimed that labour movement activists weoeial movement gangsters’ who
should be controlled by the special police force. (Taiwan Garrison General
Headquarters) (Kuai 1990/08/28). These two failugas be viewed as a “victory” of
the state and capitalists over the rise of a mililabour resistance.

In the 1990s, the majority of labour protesiacerned employment rights and
severance pay. Many factories suddenly closed withotice to workers, and
overdue wages were owed for several months. The lammber of labour protests
that took place over the closure of factories cdule government to draw up a draft
bill, the ‘Enterprises Closure Law’, and the govaant has provided unemployment
allowance since 1998° Unlike the strikes and protests led by autononimade
unions in the late 1980s, the labour movementenl®90s was led by non-unionised
labour. The pressure of losing jobs enabled worteemsganise themselves to protest
in a short time. However, such an ad-hoc orgamisas easily dissolved after
requests are more or less conceded to.

Apart from the manufacturing sector and tramgtion sector, organised labour’s
resistance was also raised by state-owned-entesp(BOES) trade unions. They
either struggled for the improvement of working diions or against the
privatisation policy. Not only were their concedifferent from private sector
workers, but also their method of resistance. TBEStrade unions did not strike, but
applied for sick leave or a day off to organisaublg rally. In 1995, SOE trade
unions and a labour NGO (Taiwan Labour Front) psggioa draft bill, the Industrial
Democracy in State-owned Enterprises bill (Chan@220The bill had three core
demands: (1) Employees should have representativése board of directors of their
enterprise (the so-called Labour Directors on thar ). (2)The appointment of high-
level managers should be approved by trade unionbaes. (3) The opinions of the
trade union should be obtained in advance for tetdesign of work rules and the

319 The draft ‘Enterprises Closure Law’ was withdraamthe government thought the draft regulated
the enterprises too much. The draft was modified less radical and less restrictive, ‘the Protecti
Measures for Mass Redundancy of Employee’, in 1988.unemployment allowance amounted to six
months pay based on the basic wage (US$ 495 pehjnttnwas extended to a system of the
unemployment insurance payment in 1999. The inserfee was paid by the government and
enterprises, and the payment is half a worker’sewag
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structural change of the enterprise’s business.d¥ew the bill was not approved by
the Legislative Yuan. Only the first demand wasrappd as an amendment of the
Act of State-owned Enterprises Management in 200 general, the above
organised labour’s resistance (either from thegte\or the public sector) was
concerned with the “legal” working conditions tleisted after the Labour Standard
Law was enforced in 1984, but soon shifted to @tatg for employment rights due

to industrial restructuring.

7-3-2 Organised labour as a social and political foe

The resistances mentioned above were raised &yheade unions at a basic level
(the plant-based union mentioned in Chapter Faubyayroups of non-unionised
workers. Few of these massive labour protests a&sisted by their superior unions
(industrial federation or local/national federaspnThese organised resistances
highlighted the weakness and inability of the affi¢rade union federations. As such,
several alliances of militant trade unions wererfed in the late 19805 These new
organisations do not have official registrationdgpt for the bank employees unions),
and accordingly, they are called “unofficial federas of trade unions.” From 1997,
these unofficial federations formed a joint prepamacommittee called the Taiwan
Confederation of Trade Unions (TCTU). They argueat the monopoly national
federation, the Chinese Federation of Labour (CR&Yl neither represented trade
unions’ interests nor struggled for workers rigiise demand for the establishment
of a new official national trade union federatioasnaccepted in 2001 by the

government-3when the DPP came to power. Overall these unaffichde unions

31 Under the new amendment, at least a fifth of ihectbrs from the government’s share should be
trade union representatives.

312 The national level includes: the Brotherhood Un(ip®87.12-1989.3), the National Alliance of
Autonomous Unions (1988.5- current), and the Natidgiederation of SOEs Trade Unions (1994.9-
current).The industrial or regional level allian@edude: the Alliance of Trade Unions in the Taiwa
Taoyuan International Airport (1990.4-2000), thetibi@al Federation of Bank Employees Unions
(1993.9-current), the Federation of Warehouse aadsportation Workers (1993.11-current), and the
Federation of Mass Communication Workers (1996 rtert).

33 Taiwan’s Trade Union Law only allows one natiolealel of federation of labour for registration,
thus legitimising the monopoly of the CFL. The Di#ernment lifted this restriction, however, in
2001.
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and labour resistance are termed as ‘autonomoasdalganisations’, in contrast to
official trade unions which were controlled by ti®IT and by the enterprises.

In Chapter Two, | argued that radical intelleds played a role to transform
organised labour into resistance. This is the t@s€aiwan. The role of the labour
movement NGOs is very significant because they eateoworking-class awareness
and research labour policies and laws. They algvighe a resistance strategy and
legal assistance, all of which help to transforab@ur” into “organised labour
resistance”. The core members of these NGOs ate traion leaders, intellectuals,
former student movement activists, journalists, land/ers. Their relationship with
trade unions has several forms: (1) to play the aslan advisor; (2) to work in the
trade union secretariat; (3) to invite trade udeaders to join the NGO’s executive
board. In sum, it is the labour NGOs that have prily led the direction of Taiwan’s
organised labour resistant®The policies and issues raised by labour NGOs tend
become the objectives of struggle by the labourenmnt. The NGOs serve as the
“strategic” intellectuals of the broader labour rmment. Apart from issues related to
working conditions™® how do they view about Taiwan’s ascent strategiythe
impact of industrial restructuring? The labour mmeait proposed some agendas
related as illustrated in the following table:

314 The relationship between trade unions and thdsrilaNGOs is not always harmonious, especially
for the trade union leaders who have political sndal resources. Trade union leaders are awate tha
only trade unions have mobilisation capability. Hmer, they still rely on the policy supervision
provided by the labour NGOs.

315 e.g. the reduction of working hours, labour retiemt reform, protection of irregular workers,
extending the LSL coverage, unemployment insurasice,so on
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Table 7-5: Demands Made by the Labour Movement

Ascent strategy | Labour NGOs’ demands Adapted b
and industrial the
restructuring government
or the
business

The (1) Against Taiwanese companies moving oversedsne of
regionalisation/ | (1992); (2) Restrict the international movement ofthem
globalisation of | Taiwanese capital; (3) Overseas Taiwanese
Taiwan’s companies should pay an ‘employment security
industry fund’ to Taiwan’s government; (4) The government

should require overseas Taiwanese companies to

neither close Taiwan'’s factories nor lay off

workers; (5) Overseas Taiwanese companies’

Taiwan branches should stop employing migrant

labourers and should employ more middle-aged

workers (2000).
The decline of | Increase the penalty to those closure enterprises’None of
traditional owners. them
industries
The (1) Nationalisation of business groups (1997); (2) None of
concentration of | Reform Tax system. them
private capital
The privatisation| (1) Against privatisation (1993); (2) Transferring| Only part of
of SOEs SOEs’ shares should involve distribution to all | the fourth

citizens; (3) The government should review and | demands

reconsider the privatisation policy (2000); (4) Th
representative forms of industrial democracy
(1995)

D

Source: (Lin, 2005, p.104-159; TLF, 2000).

Overall, the labour movement successfully organmady protests and helped

workers when their enterprises closed. The labcawrement put forward one Labour
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bill that was turned into legislatidtfand they have helped to modify the I8 They
also successfully pressurised the government todate new labour laws® They
have stopped proposed amendments to labour laws byatthe government when
these proposals would seriously damage labourradé tnion rights. Howevaeit,is
hard to conclude that Taiwan’s labour movementdiftser been strengthened under
industrial restructuring, or has influenced Taiwarsemi-peripheral ascent trajectory
Firstly, resistance from organised labour failedtimp two amendments related to the
increase of labour flexibility. Secondly, most bétlabour movement’s issues and
proposals regarding Taiwan’s semi-peripheral asaedtindustrial restructuring are
neither adopted by the government nor businegheaabove table shows. Thirdly,
the fragmentation of the trade union structuredt@hanged. The labour movement
requested the opening of organising federationnsait the national level. Such a
request was approved when the DPP came to poweertieless, the fragmentation
of the trade union structure at the shop-floor ¢ largely been ignored. So far,
there is no industrial union to which all workenstihe same industry are affiliated. All
trade unions newly established after the late 1880still either enterprise-based or
plant-based, which lack financial resources. Theceatration of Taiwanese capital
has not brought about a parallel concentratiomaafet union structure and organised
labour’s power. Another two significant factorsateld to the weakening of Taiwan’s
organised labour resistance will be introducedenext two sections, namely the
lack of political power, the absence from the ngpetof labour force (including the

weak link with the anti-systemic movement).

Organised labour as political force

Organised labour is both a social force and aipaliforce. What is meant by

“political force” here is a narrow term that reféosorganised labour that can organise
as an independent political party to directly iefhge politics. After the establishment
of the DPP, one of the founders was disappointedtahe DPP’s labour policy and
pro-independence stance. He organised the Worketg &h £' November 1987.

This party was composed of militant trade unioréra and socialist intellectuals,

31 protection for Workers Incurring Occupational Ateits Ac (31/10/2001)

37 The Labour Standards Law (02/12/1996) and theoA&tate-owned Enterprises Management
(19/07/2000).

318 Enforcement Rules of the Employment Insurance (@1/01/2003) and the Protective Act for Mass
Redundancy of Employees (07/02/2003).
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and they were actively involved in many labour pst$é. However, internal conflicts
within the Workers Party caused some members teldee party and establish
another class-based party, the Labour Party (Laugdan 1989°° In the election
which combined legislator, city councillor, andyamhayor in 1989, the Workers Party
won only one seat in the city council whilst the®ébtained 22% of all votes. From
then on, they no longer had any political power fédrghe Labour Party, they
maintain a pro-unification plus socialist stanckey have neither won any election,
nor have they ever nominated candidates afterdhgressional elections of 1996. In
sum, the labour movement’s political power throtiggir own political parties has
been marginalised.

However, the mainstream parties are stiluiafitial on the labour movement even
after Taiwan’s democratisation. Apart from the pcéil control by the KMT over the
official trade unions, the DPP has a strong infkeean the autonomous trade union
movement. The DPP formed a Labour Group in 199% @rthe DPP’s factions,
New-tide was very active in the new social movements. @irikeir missions was to
organise activists from student movements, laboawements, peasant movements,
and environmental movements into the DPP’s polititavement against the KMT
and in favour of pro-independence. In the labouveneent, the Labour NGO
mentioned above, The Labour Front (TLF), was vieag@n arm of their
organisation (Hsu 2003; Lin 2005). The TLF draféedthite paper on labour policy
for the DPP during the first presidential electinr2000. When the DPP came to
power in 2001, the Trade Confederation of Tradeobsi(TCTU) was recognised as
another official national federation. This was vesi\by some labour activists as a
victory for the autonomous labour movement. Howgethereafter there was a power
struggle within the secretariat and executive beafdhe TCTU, a situation that, not
only showed a weakening of the labour movementalsat showed the long-term
conflict that existed among the three labour movwam&Os. The TLF fully controls
the secretariat of the TCTU. The consequence tslieal CTU has been viewed as
maintaining a pro-DPP stari¢®

319 According to Lin's interview, the members who réneal in the Workers Party insisted that the
labour movement'’s current objective should be gage in parliamentary democracy, yet members
who left and established the Labour Party arguatlttte current objective should be strengthenieg th
trade union system (2005, p.32).

320 |Indeed, three chairpersons of the TCTU were apeoias a DPP legislator, advisor to the
President’s Office, and the Minister of the CourdiLabour Affairs.
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On the other hand, when the KMT lost the presi@telection in 2001, the
subsequent election in the Chinese Federation lmdla(CFL) was influenced by the
political change. One independent candidate, Lia-Huan (1957-2009), from the
Taiwan Rail Workers Union, was elected as the ohair of the CFL. This was the
first time that the chairman of the CFL was notided by the KMT. When Lin came
to power in the CFL, he tried to cooperate witheotlabour movement NGOs who
were excluded from the TCTU secretariat. Such agteary alliance led to a
successful campaign in 2001 to reduce the legatimghours from 48 hours per
week to 84 hours fortnightly. The successful campded by the CFL against the
DPP administration gained the attention of bothKMET and the People First Party
(PFP)3*! Accordingly, by the end of 2002, Lin was appoinbgtthe PFP as a
legislator. During his two terms in the CFL, Lin tked closely with the PFP. In 2007,
one candidate (who is also a KMT legislator) woa @FL’s election, so the CFL has
now “returned” into the hands of the KMT.

The above discussion shows that Taiwan'’s ttemien movement has been
influenced by the main parties and political chamgther than vice versa. The end of
the authoritarian regime contributed to politicahtbcratisation in terms of the
growing opposition party and social movement, bdtrabt bring about the
strengthening of the trade union movement in tesfrolitical influence. Although
more and more trade union leaders (even from thmp e the autonomous labour
movement) are being appointed to political pos#ionthe government and in the
Legislative Yuan, the political power of organidalour is actually weakening. The
development of the TCTU and the CFL has actualtydaegative impact on the
trade union movement as the leadership in the t@ng pursue more personal
political advantages rather than organised labaafective strength.

7-3-3 Absence of organised labour resistance in neéwpes of labour force

Another weak presence of organised labour’s resistés the absence of labour
resistance in Taiwan’s new types of labour fordee @iscussion in section 7-1 has
mentioned that the number of hi-tech workers actaxifor nearly 25% of the total
labour force in 2006, and migrant labour accoumbed 0% of the total low-skilled
labour in the same year, while employees of over§aavanese enterprises was the

3211t is the third biggest party which spilt from tK&T in 2001.
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same, amounting to 9-12% of Taiwan’s employed persdhese workers (in the hi-
tech sector, migrant labour and overseas emplogeedhe main actors that have
contributed to Taiwan’s semi-peripheral ascent. sy, none of these types of
labour have been paid attention by Taiwan’s tradens.

Non-unionised labour in the hi-tech industry and imigrant labour

For the hi-tech electronics industry, so far ngkarirade union or employees’
association have existed in the Science Parks. &fdy trade unions exist in the
electronics companies which were transformed frigntenic equipment
manufacturing to ICT manufacturing. However, themwbers of these trade unions
are mainly operators. Several reasons accountéoditficulty of organising a trade
union in the industry. Firstly, a zero-unionisedt@an is the global situation in the hi-
tech industries (Steiert 2006). Secondly, bothER&s and the Science Park are not
supervised by the Council of Labour Affairs, buhex by the Ministry of Economic
Affairs. These workers are in no doubt protectedhgyLabour Standard Law, but
once they have a labour dispute, the settlemergrsyis different from that of
industries outside the EPZs and the Science PAkEPZs and the Science Parks are
“special labour zones” that have a different labsystem from labour outside the
zone. Thirdly, features of the labour process olfitécians/engineers are very
different to the labour processes found in theiti@thl manufacturing sectors, as |
discussed in section 7-1-1. Thirdly, the intern#edences within the sector (e.g.
engineers vs. low-skilled operators) also caudecdify in organising enterprise-
based trade unions. It might be ineffective if ldd@our movement activists try to use
the ‘old’ way to organise workers in the hi-teclotse3#?

As for migrant labour, the majority of trade unieaders are from the traditional
industries. They are aware of the issue of migiemur; however, they are more
concerned that migrant labour might take their jiblag the migrant labour’s
inhumane working conditions. The Trade Union Lalewas migrant labour to join a
trade union on the condition that they cannot leetel to the executive board. In
reality, no migrant labourers have joined a tradem. Their temporary contracts and
huge debt burden are the main reasons for thee@®n 7-1-1 mentioned. Separation

322 Eor example, labour movement activists normallgibéo organise labour when the latter have a
labour dispute. For conservative trade unions elaesivists will help them to transform to a mifita
one; for non-unionised workers, these activist$ alp them to set up either a plant-based or an
enterprise-based trade union.
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between local labour and migrant labour is a furgreblem. Only some NGOs from
the Catholic and labour NGOs have tried to orgamggant labour. Their main
concerns are the general working conditions of anigfabour and related policy, e.g.
to lobby the government to extend employment cebariods regulated in the
Employment Service Act, to contend that domestre garkers should be included
in the Labour Standard Law. They organised rabie$iuman Rights’ Day in 2003,
2005, and 2007.

International solidarity or networking?

As discussed previously, the feature of Taiwaniaigeeripheral ascent is to export
industrial capital and to make use of global prdaduncchains. In particular in the hi-
tech electronics industry, Taiwan is now the legdiantract manufacturer for top
brands from the core zone. Such an achievemetgdasased on the use of peripheral
labour in China and Southeast Asia. In the indusatyour from Taiwan, the core
zone and the peripheral zone have formed globayatéon chains. Taiwan’s position
in the capitalist world-system provides an oppadttufor labour to organise
themselves internationally.

Taiwanese trade unions have participated in intennal trade unions for decades
(see the list in Appendix three). However, som#hdaf participation originated more
from “diplomatic” factors than from concerns abadrker solidarity. When the
Kuomintang came to Taiwan, they not only domindtedsettlement of the trade
union structure, but assisted the trade unionsimrjg the international labour
community. Due to Taiwan’s weak international stathe opportunity to join the
international community through unofficial waysgethrough NGOs) was
encouraged by the governméfitMost trade unions complained that they did not
have enough resources, including finance, langaagability and knowledge, to
participate in international organisations. It reéulbe noted that “participation” here
means attending/hosting conferences, meetings etmebrking. Few trade unions
really made use of international networking to deigh cross-national industrial
disputes’* One major reason for this was that the unions lwhitively participated

323 Some membership fees to join the internationaletnanion federations were met by the government.
324 |n the past five years, only Chunghwa Telecom WmskUnion and Taiwan Railway Workers’
Union have asked for international support for ati-grivatisation strike.
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in international networking were state-owned-enisgunions and craft unions and
the nature of their industries did not link to gewtional networks of production.

On the other hand, some Taiwanese labour NEB©wgery actively engaged in
international worker solidarity networking. Two fams cases, the Niensien-Chentex
Corporation industrial dispute in Nicaragua, angl Tlainan Enterprise industrial
dispute in El Salvador, originated from Taiwanestmprise¥™ repressing local trade
unions’ rights and thereby causing trade unionslabdur NGOs in the US, Taiwan,
and Nicaragua/El Salvador to form an internatimaahpaign network. Chen (2005)
has provided a detailed study of the two cases.

The above two cases concerned Taiwaneseretiqts in Latin America.
Regarding Taiwan’s main investment area, East Asime regional networks have
been organised by Hong Kong labour NGOs, AFL-Cl@négkican labour federation),
and European NGO%° In 1995, two occupational safety incidents ocatlireAsia:
one in Thailand and the other in China. In theselents a number of female workers
were Killed by fires at two toy factories. InitipllHong Kong labour NGOs
cooperated with Thai labour NGOs to start an irdBomal campaign about the two
toy factories, with the issues of occupational saéed health later being extended to
include other workers’ rights and issues. Most ingatly, the cross-national network
was widespread in other Asian countries, includiagvan. In 2002, a Hong Kong
NGO, the Asia Monitor Resource Centre (AMRC), sisige enacting an ‘Asian
Transnational Corporation-ATNC Monitoring Netwotk’ organise 37 organisations
within Asia. As Chang (2003) argues, Asian TNCHlmour intensive industries in
Asia not only supply Asia’s lesser-known brand ngneit also ‘enjoy the lack of
social pressure on their suppressive labour coniroé ATNC project therefore
targeted Asian NIEsS’ TNCs - mostly those of Taiwdouth Korea, Hong Kong and
Singapore. However, in the three years that hagsqubsince its inception, the project
seems to be mainly a cross-national network theth@xges information and
resourcesSince 2006 there has been no update of the infammabout the project
on their website (http://atnc.org/html/aboutus). ddoss-national industrial disputes
have been settled via the network (unlike the tamwanese cases mentioned above).

Most of the participants are from labour NGOs, W&ty trade unions being involved.

32 The two corporations both produce textile and garnproducts which supply well-known brand
TNCs like Levi's, Gap, and Ann Taylor.

328 The following descriptions are based on the atstinterview with Tsai Jin-je on 27 April 2006.
Tsai was the director of the Ching-Jen Labour Ser@entre.
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Another significant problem is related to the finarof the project, which has mainly
been derived from a British NGO and will, in theanéuture, stop?’ However, the
project at least has made an effort to collectrmition and analyse the special
situation of Asian FDI and labour; a move which Iddiacilitate future solidarity.

Two further two regional networks have bedal@shed by the Solidarity Centre
of AFL-CIO and some Western NGOs such as Oxfamtla@dlean Cloth Campaign
(CCC). The Solidarity Centre ran the ‘Corporatimtial Responsibility (CSR) of
Taiwanese business’ project between 2001 and 2@i8h included organising
seminars and workshops, as well as arranging iatiemal trips to certain Asian and
Latin American countries. They tried to cooperatthwo national federations (CFL
and TCTU), labour NGOs and the Council of Laboufiaiké (CLA)*?%in order to call
for Taiwanese businesses to respect trade unibtsragnd CSR. The program was
finished when the funding from the CLA ended. Ohthe participating
organisations mentioned that even though the i€&5& was brought to Taiwan, it
had no practical implementation, with the issuéas@nly being raised occasionally
by the government. As for the meetings of the ‘EBesan Labour's Round Table
Forum’ facilitated by Oxfam and CCC, they invitedian NGOs and some trade
unions to join the Olympic Games Campaign and tacgkarge, famous brand TNCs
from the EU and the US. This is, however, a cagented network more than a long-
term institutional linkage. In sum, it is the labdNGOs that mainly undertake cross-
national labour solidarity projects, and theretilé 150 strong interaction between
Asian regional trade unions and Asian labour NG&sance is the main difficulty for
Asian labour NGOs in organising regional networks.

Conclusion

In the 1950s and the 1960s it was the agriculsegator, composed of smallholders,
that was the engine of Taiwan’s economy as the p@ducer and exporter). When
Taiwan was transformed from an export-led agrag@anomy to export-led
industrialisation from the late 1960s, Taiwan’s etged sectors were constituted by

surplus labour from the agricultural sector andesahkinds of flexible/irregular

327 pccording to the interview, there is only one fiihe member of staff in Hong Kong working for
this project. According to the author’s email withai Jin-je on 18 September 2008, this ATNC project
is still ongoing as they have received other futigsiy website is http://www.atnc.org

328 Some Taiwanese trade unions complained that thiga%ity Centre received funding from the
Taiwanese government (the CLA) to host these aiettvi
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labour in SMEs. This labour formed an internaticsiglsion of labour with TNCs
from the core (mainly the US and Japan) (Frobal.e1980; Gereffi 1993). When
Taiwan became a capital-export country after 1988yan made use of migrant
labour and various flexible workers from peripherahes, something similar to the
TNCs from the core previously in Taiwan. What happened since then?

Taiwan’s semi-peripheral ascent since the late $98® only needed a state’s
ascent strategy and capital’s expansion, but aeded an adjustment of the labour
force. As such, three new types of labour forcesha@come the main producers,
namely hi-tech skilled labour, migrant labour fr@outheast Asia, and overseas
employed workers. Taiwanese labour upgraded tkis and improved their
working conditions, yet Taiwanese capitalists satjuire a large, cheap, low-skilled
labour for capital accumulation.

In domestic social relations, Taiwan’s senviypieeral ascent and industrial
restructuring have had an impact on Taiwanese lalotking conditions (in
particular in the declining traditional industriegamely the increase of labour
flexibility, the increase of structural and invotary unemployment, and the growth
of income inequality. Except in the hi-tech indiesty Taiwanese labour has not
benefited from the semi-peripheral ascent and im@lisestructuring. Such a conflict
between the expansion of Taiwanese capital anohipact on Taiwanese labour is
not unique. It is what the expansion of capitalistld-system requires: in order to
expand the scale of capital accumulation, labostscoeed to be reduced as much as
possible. Since labour is a necessary part of@agetumulation, organised labour
exists to counter the logic of capital accumulatmal to alter their weak position.

In the case of Taiwan, before the 1980s, $ilerit” labour movement was due
more to the nature of the authoritarian regimec&ihe late 1980s, political
democratisation, although it promoted a resurgefceganised labour’s resistance,
such resistance has not turned into a powerfutipaliforce. Although semi-
peripheral ascent and industrial restructuring hehaped the structure of the labour
force and have had impact on working conditionsw@aese organised labour has
not yet demonstrated a powerful response. Thetaesis has been mainly based on
“defensive” and “legal” struggles over employmeghts and working conditions.
Overall, the resistance has not altered the ti@jgcf Taiwan’s semi-peripheral
ascent and the logic of capitalism, nor has restgtdeen transformed into an anti-

systemic movement.
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Chapter Eight: Conclusion

How can national capitalist development be analySgte national model approach
argues that domestic institutional framework, daiesconomic policy, or domestic
state-capital relations are keys that determiniemnaltdevelopment. Once a country
follows a “correct” policy or institutional framewig, it will be able to ascend. The
approach first studies advanced countries (e.gaiBrin modernisation theory, Japan
and Western Europe in the school of varieties pftaasm), and then researches East
Asian NIEs (i.e. the school of developmental stakbg approach provides useful
analysis on the domestic context of national dgu@lent, in particular in the role of
the state in the ascent of NIEs. However, theidmental assumption about national
capitalist development is that it is primarily dgivby the domestic context, and there
is more than one national model of developmenthitivone model is superior to
another. The thesis argues that national econcangesot isolated, independent, self-
contained systems from the world-economy, bustnecturedas part of the world-
economy via a hierarchy of capital accumulatiorthdligh national policies and
national institutional arrangements can to somerexe learned and copied from
others, a country’s fundamental ascent trajectbigtegration into the capitalist
world-system cannot be simply by imitation.

On the other hand, the world-system perspegrovides an analytical framework
that places national capitalist development incihretext of the capitalist world-
system. The system operates through a hierarcbgptfal accumulation (i.e. core-
semi-periphery-periphery nexus), the interstatéesyghegemonic transition and
geopolitics), the cyclical movement of capitalisnddegemony, and anti-systemic
movements. National ascent is conditioned and cainsd by the dynamics of the
capitalist world-system. | agree with their anagtiframework for capitalism and its
relations with national economies. However, thekmeas of the perspective lays in
the lack of sufficient studies of the semi-perigieone and lack of sufficient
analysis on domestic social relations. Since natioapitalist development is not
limited to three types (i.e. core, semi-periph@eriphery), the context of the
capitalist world-system is not the only factor tdatermines national development.

As such, this thesis adopted the basic frameworkanld-system analysis but
added new analysis (domestic state-capital-labexus) into the study of a semi-

peripheral case, Taiwan. The central argumenteftibsis was that national capitalist
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development is both determined by changes to thigatiat world-system and the
dynamics of domestic state-capital-labour relatidiee thesis thus examined the
changes to the capitalist world-system during theae B-phase, and concludes that
the main features of changes are: (1) The decliratgyof profit in the industrial
sector in the core zone. This tendency thus badgsit the increase of industrial
relocation (from the core to the semi-peripheryd #ven to the periphery), the growth
in the trans-nationalisation of capital and finafisation, and the rise of neo-
liberalism and economic globalisation and its &ttac state power. (2) The relative
decline of US hegemony in economics and financéciwives the chance for a new
centre of capital accumulation to emerge, East.Adlaof these changes significantly
influenced Taiwan’s semi-peripheral ascent durihmgB-phase.

Research Findings: Taiwan’s semi-peripheral ascergnd changing national
social formation

By applying the new analytical framework to theecatidy and considering the main
changes to the capitalist world-system, this thieassseveral finding3he first

finding is, based on a historical study of Taiwan’s cdigitalevelopment from the
seventeenth century to 1987, that through seveggmonic influences, Taiwan has
ascended from the periphery to the semi-peripl&ome hegemonic powers (i.e. the
Dutch and Japan) not only dominated the ordereirnterstate system, but also acted
as the state in Taiwan domestically. Different @sasf leading hegemonic power
placed Taiwan’s development in various positiorfg Thanging capitalist world-
system put conditions on the Taiwanese state’shaigaand determined the path
and position of Taiwan’s integration into the cap#t world-system. Overall, with

the support of the interstate system, the statepmagrful enough to guide Taiwan’s
developmental route (in particular the Dutch caddgiovernment, Japanese colonial
government, and the KMT administration), and Taiescapital was subordinated
to transnational capital and the state. Anti-systenovements in the form of peasant
movements and organised labour were absent. Dthengost-war period, under the
auspices of US hegemony, links to the US and Japa@nomies, and the KMT
authoritarian state, Taiwan shifted from being mpoegt-led agrarian economy to an
export-led industrialising economy. Taiwan was dblascend from periphery to the

semi-periphery through two industrialising trajews: export-led industrialisation
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and the integration of domestic production chaimsum, Taiwan’s ascent trajectory
was both shaped by the capitalist world-systemisngbecific domestic social
formation.

The second findingis that Taiwan shifted from the periphery to teens
periphery during the 1970s, but as yet it has sotaded to the core in the past three
decades, although there are opportunities for Traivihe core zone experienced a
decline in the rate of profit in the industrial &#cand started to relocate production to
selected semi-peripheral zones: Taiwan is oneadfehThe East Asia region has risen
to become a new centre of capital accumulatioenms of trade, production, and
investment, while the core zone has experiencaegysh economic growth. Taiwan is
among the dynamic high performing East Asian ecoasnbomestically, the
Taiwanese state attempts to ascend via arrangemedmtancial and industrial policy,
the encouragement of overseas investment, the piamaf the Asia-Pacific
Regional Operation Centre and the Global Logistieatre. Taiwanese capital tries to
expand and relocate production overseas, and upgredposition in the global
production chain. Although Taiwan’s organised lab@sists the logic of semi-
peripheral ascent, they are not powerful enouglites the ascent trajectory. Given
this, why has Taiwan not yet ascended in the hasetdecades?

The first reason is that the state on theh@ma promotes the development of
industrial and financial capital, but on the othand limits their expansion into China
due to the complicated US-Taiwan-China nexus. &®Chapter Three shows, China
is a key engine in driving the rise of the new cemwif capital accumulation (the East
Asian region) in the capitalist world-system. Thegt&'s restriction on Taiwan’s
industrial capital and financial capital not onipits further development, but also
reduces the possibility of Taiwan realising itseadcstrategy via the Asia-Pacific
Regional Operation Centre, Regional Financial Gerand the Global Logistics
Center. The limits on Taiwan'’s financial sector pagticularly restrictive, where the
increasing power of financial capital domesticalhd internationally is a key to
ascend to the core. As such, Taiwan'’s financiaitabis only significant in its
domestic economy. The overseas expansion of TasAfarancial capital delinks the
expansion of Taiwan’s industrial capital.

The second reason is that most of Taiwan’astreal capital still relies on capital
from the core zone as Taiwan’s industry is mairdgdd on its intermediate semi-

peripheral position in various kinds of contractrmgacturing. Taiwan’s semi-
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peripheral ascent shows the “success” of indusipgrading (in terms of
technological development, the shift of the positio the global production chain,
and the increase of skilled-labour) and of thengsinational” industrial capitalists (in
terms of shifting from peripheral production ledthg TNCs in Taiwan to semi-
peripheral production of the global electronicsusialy led by Taiwanese capital).
Nevertheless, the actual change is from the mddategration ofdomestic
production chaingo the model of integration ingglobal production chainsThe
emerging Taiwanese industrial capitalists mighless dependent on the Taiwanese
state, but they remain dependent on leading TN&@=s the core countries. The shift
of these two production models also demonstratgsTiwan’s overall
industrialisation is still in a process of deepeniits semi-peripheral position, rather
than in the process of transforming into a corenenuy.

The third reason is that Taiwan’s financigpita is not only limited in its overseas
expansion in China, but it also relies on foreigramce capital in the areas of non-
productive financial innovation. The process o&figial account liberalisation
benefits foreign financial capital more than Taies@ financial capital. It is evident
from the data that the financial inward FDI hasdmee the principle inward FDI since
the late 1980s (nearly 30% of total inward FDI begw 1998 and 2007); yet Taiwan’s
outward financial FDI only accounts for 4.6% ofalobutward FDI between 1987 and
2007 (Investment Commission 2008). Foreign findrzagital gains access to
Taiwan’s financial market but Taiwanese financegbital can neither compete with
foreign capital nor is capable of expanding its ppawverseas.

The third finding of this thesis relates to the changing nationaileddarmation
in a semi-peripheral country such as Taiwan. Asi@dgoreviously, Taiwan’s ascent
from the periphery to the semi-periphery was aiolgd specific social formation,
namely a strong state’s guiding function, which duated Taiwanese capital and
organised labour. Has this social formation chafiged

For the role of the state, under the changing akgtitworld-system during the B-
phase, the case of Taiwan does not fit either tipgnaent of ‘the retreat of the nation-
state’ or the simple assumption that ‘the statersttters.” We can examine the
argument from the study of Taiwan’s industrial dindncial sectors. Taiwan’s
industrial and financial sectors presents two dspaicthe same development, namely
that the Taiwanese state still promotes “targetedstries” within the overall
framework of neo-liberalism and economic global@atIn the industrial sector, the
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state’s strategic industrial policy has remainexdl bas even been strengthened in
fiscal support methods (e.g. tax incentives and Re&Bistance), which is a key factor
in promoting Taiwan’s hi-tech industries. The prsaldfor an Asia-Pacific Regional
Operation Centre (APROC) and the Global Logistiest@: are examples of how the
state has attempted to lead a “grand ascent sffdtageapitalists and to upgrade
Taiwan’s “competitiveness.” In the financial sectibre Taiwanese state (especially
after the DPP administration) has encouraged theertration of financial capital,
thus Taiwan’s financial holding companies have bbertop ten enterprises since
2003. The state thereafter proposed a plan to beeoragional financial service
centre. Although the plan is problematic, as disedsn Chapter Six, it can be seen
that the state has not given up its guiding fumct@mprivate industrial and financial
capital. Overall, the role of the state in Taiwes been transformed fraime
domination of bureaucratic-corporate capital andtst finance capitalo becomehe
promoter/facilitator for private industrial and famcial capital

The Taiwanese state s@ttemptgdo maintain its strategic and guiding functions
within the national economy even if Taiwanese tnational capital has increased its
power. Such an attempt is indicative of the longateontinuity of Taiwan’s state-
capital relations ever since the Japanese colpeiad. However, the state’s ability
and instrumental tools have been limited sincel®®&0s, due to the changes to the
capitalist world-system. In sum, for semi-periph@sxcent, there is a need for the
state’s ability to offer guidance and promotiont, ybe semi-peripheral state’s ability
to guide national capitalist development is alsest@ined by the capitalist world-
system. In the case of Taiwan, while the Taiwarség® was supported by the
hegemonic power and the interstate state systenst#te was able to fully guide and
control national development; however, when therstate system and the hegemonic
power constrained the development of the Taiwastge’s power (e.g. via heo-
liberalism), the function of the state was ineviydbmited.

There are opportunities for Taiwanese orgahlaleour to offer resistance as a
social and political force, and as an anti-systeamawement, as the structure of labour
changes to reflect new patterns and links Taiwalas®ir with the core and the
peripheral zones. Due to the concentration ondti-dectronics industry, there is an
increase of hi-tech skilled labour and migrant labdomestically. The same industry
is also Taiwan’s leading outward investment andibdd’s leading contract

manufacturer; accordingly, there is a growth inregas employed cheap and low-
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skilled labour. Coinciding with economic changeditical change, as Taiwan began
political democratisation in 1987, and there hagerbvarious political and social
resistances. However, Taiwanese organised labeundtayet become a social force
that is able to alter its power relations with g@te and with capital in society as a
whole. Rather, organised labour in Taiwan is stéinipulated by major political
parties and remains distant from real political powhe concentration of capital, the
increasing power of industrial and financial calsta, and the end of the formal
authoritarian state, all have not necessarily bnbagout the strengthening of the
labour movement or its ability to act as an ansitggnic movement.

What do we learn from the case of Taiwan?

The case study demonstrates that to analyse seipheral ascent, both the context
of the capitalist world-system and domestic staeial-labour dynamics are needed
for analysis. Such an analytical framework brehlesdichotomy between the national
model approach, which primarily focuses on domegiittext, and the world-system
approach, which mainly pays attention to the iraéamal context. The thesis
developed a specific way of combining the two crtgeFirstly, a general historical
study is needed to examine how individual countnege been integrated into the
capitalist world-system, the course of nationaladormation, and historical
achievements. Since capitalism is a historicallyticmous system, historical
evolution cannot be ignored. Secondly, the thas#yaed three sectors as one semi-
peripheral ascent case, namely the industrial seti® financial sector, and the
labour sector. The three sectors demonstrate thenaigs of semi-peripheral ascent
trajectory, namely the development of productiod finance power, and the anti-
systemic movement. The three sectors also showt@whanging capitalist world-
system and domestic state-capital-labour dynanmapessemi-peripheral ascent.

Another contribution of the thesis was the studg semi-periphery case. As
Chapter Two discussed, given the complicated rbteeosemi-periphery and the lack
of sufficient study, the case of Taiwan exploresharticular route of semi-peripheral
ascent. Firstly, on the one hand, semi-periph¢aéés attempt to ascend to the core,
but on the other hand, they are constrained bgahe zone. The capitalist world-
system might “invite” some countries to ascend,dudh an invitation is not

unlimited. A peripheral or semi-peripheral econasgble to ascend, but they are not
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capable of ascending by their own will. As Arrigind Drangel (1986) argue,
economic mobility in terms of GNP per capita for@intries between 1938 and
1983%° only Japan and Italy moved upward from the seenighery to the core, and
South Korea and Taiwan shifted from the peripherthe semi-periphery (p.21). As
Martin (1995) well points out, semi-peripheral statay find forward movement
blocked by the very forces that generated their be¥ship of that zone (p.8). In the
case of Taiwan, it is evident that the US once st Taiwan’s ascent via political,
economic, and military means; however it begarestrict Taiwan’s development by
imposing neo-liberal practice. Another examplens thi-tech electronics industry:
Taiwan has successfully upgraded its position fpampheral production to semi-
peripheral production as contract manufacturetbenglobal production chain. The
industry in Taiwan is no longer dominated by foreaapital but by “national” capital.
However, just one Taiwanese company (ACER) wastaldievelop as a world
leading brand, and most Taiwanese capital servéssTihdom the core zone which
were once the leading FDI contributors in the indus Taiwan.

Secondly, the case of Taiwan also shows that a-peripheral state is not
necessarily a ‘revolutionary’ one, as Chase-Du@89) argues. Even the semi-
periphery plays a significant intermediary rolentegrating the core zone and the
peripheral zone via a global production chain. fideson is that in Taiwan, there was
no revolution in social relations domestically, hais Taiwanese organized labour
acted in the role of an anti-systemic movement. drethe semi-peripheral state
functions tostabliseor transformthe system depends on its domestic state-capital-
labour relations.

Thirdly, as Chapter Two argued, the semi-periphgiatess is in tension between
interstate struggle and global accumulation. Incdee of Taiwan, the situation is far
more serious, as the specific US-Taiwan-China nexasthe core of Taiwan’s
interstate struggle and Taiwan is in a very weadtfmm in the interstate system.
Taiwan once benefited from the US-led hegemoniemird East Asia, but changes to
interstate system in East Asia after the 1980s bawmstrained Taiwan. This
constraint presents itself as the tension of cstrsst political relations on the one
hand and the increase in cross-strait economicdiependence on the other hand.
Taiwan’s present economic connection with China i&ct at its highest ever level,
higher than during the 212 years that Taiwan wasgiahe Qing Empire. However,

329 Arrighi and Drangel’s study only focused on theipe between 1938 and 1983; there is no recent
study update the similar issue.
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the US-Taiwan-China nexus contradicts the genémattsiral tendency of capital
accumulation. Under the present ‘dilemma’ betwewerstate struggle and capital
accumulation, Taiwan can only find a “midway” coaifsetween pursuing greater
capital accumulation and accepting declining powehe interstate system. This
condition will hold unless other alternatives ocdor example, if China were to no
longer be concerned about Taiwan’s sovereigntth@tS changes policy to strongly

support Taiwan'’s claim to sovereignty (both of whgzem very unlikely to happen).
Future research direction

Firstly, it would be interesting to do a comparatstudy of Taiwan and South Korea
(especially during the period after the late 19888y 1990s) with regard to how the
two countries as semi-peripheral countries havierdint trajectories in maintaining or
upgrading their positions in the capitalist worlgstem. Based on the analytical
framework that this thesis has suggested, therdiffe= might be driven by a distinct
position within the interstate systems (e.g. S&dhea does not have the political
conflict with China that Taiwan does, and it hasrba major political actor in East
Asian regionalism); by the state’s and capitaltateigies (e.g. South Korea has
focused more on the integrated device model thgouoe-play foundry, and has
developed their own brands in the hi-tech andmdustries, such as Samsung, LG,
and Hyundai); and by different relationships betwtee state, capital, and labour
domestically (e.g. the South Korean labour moven®entore militant than in Taiwan,
and their individual industrial capital concentoatis also larger than in Taiwan).

Secondly, the following questions concern Taiwdntsire capitalist development.
Will the new Taiwanese government further lift tiestrictions on Taiwanese
financial and hi-tech industrial capital investmanChina? Will this openness
increase the capitalists’ direct power over th&eStaVill Taiwanese finance capital be
able to make use of China’s economy in the sameasalaiwanese industrial capital?
In particular, there is an economic shift undenivagelation to China as it attempts to
transform itself from the world’s factory to the e market. (As of December, 2008,
China has become the biggest market for cif$:urther openness in China and
increased Chinese influence may change the resdtipribetween state and capital
further.

330 5ee the report from Hogg (10/02/2009).
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Thirdly, Taiwan’s IT and IC industries have led #gort-led industrialization
process for nearly two decades, but which will bgta Will Taiwan be able to
upgrade its position in the global electronics stdyto be a core candidate through
developing it own brands or innovating core tecbggP Alternatively, will Taiwan
enter another rising industry (e.g. biotechnologigh a similar trajectory, as part of a
global production chain? Whichever of these, likisly that Taiwan will experience
another industrial restructuring when other devigiggountries compete in global
contracting manufacturing, or when this industrpenences global recession (e.qg.
surplus production). Taiwanese labour might cortfeorother structural impact, and
this time, hi-tech industrial labour might be atdeorganise themselves for the first
time, as was the case before with the workersaglitional industries.

Finally, will increasing East Asian regional intagon through industrial capital,
financial capital, and perhaps the state, diminigfanized labour’s ‘anti-systemic
movement’ in Taiwan and in this region? There ggeat deal of literature on the
regionalisation of trade, investment, and financapital in East Asia (e.g. ADB
2008b; Coweret al. 2006; ARIC various years; Fouqueh al2006; METI 2005;
Ando and Kimura 2003). However, little has beertten on the study of the
regionalisation of labour and organised labourspomse in this region as a whole
(although there are some excellent comparativeeguahd national cases studies
considering East Asian region in particul&)Such a study needs both detailed
national cases and a broad regional perspective.

331 For example, Custers (1997), Deyo (1989), Fre(k@d3), Gills and Piper (2002), Horton (1996),
Hutchison and Brown (2001).
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Appendix
One: Inrviewee List

No. |Name Institution and position when conducted té interview [their current positions] Interview date

1 Shr-shian Hang | General Secretary of the NatiBaderation of Bank Employees' Union 16/02/2006

2 Wa-Zing Lai Chair of Steering Committee of NatibRederation of Bank Employees' Union 23/03/2006

3 Wan-yu Shen General Secretary of Internationah@ercial Bank of ROC Labour Union 24/02/2006

4 Shih-Feng Yu Former General Secretary of Firsh@ercial Bank Industrial Union 24/02/2006

5 Andrea S.Lee Deputy Director-General, Dept. térimational Affairs, Financial Supervisory Commissi | 21/02/2006

6 His-Ho Huang | Section Chief, Dept. of InternatiofHairs, Financial Supervisory Commission 2102080

7 Susan S. Chang Administrative Vice Chairpersamari€ial Supervisory Commission 07/03/2006

8 Te-Ming Peng | Senior Economist, Dept of Econonasdairch, The Central Bank of China 23/02/2006

9 GH. Young Senior Economist, Dept of Economic Redg The Central Bank of China 23/02/2006

10 |Chen, Pei-Wen | Assistant Specialist, Dept. ofngatc Research, The Central Bank of China, Taipei 3/02/2006

11 |S.S.Ou Chair of R&D Committee, Chinese Fedenatf Commercial Bank Employer’ Union 16/03/2006

12 |A-Ting Chou Director General, Dept. of ForeigccBange, The Central Bank of China, Taipei 21/03/2006
[Vice-Chairman of the Central Bank: 2007-]

13 |David Huang Assistant DG, Dept. of Foreign Exg® The Central Bank of China, Taipei 21/03/2006

14 |Maggie Y.F.Lin | Senior Specialist, Dept of Forelgxchange, The Central Bank of China, Taipei 22036

15 |Sean C.Chen Chairman of Taiwan Cooperative Banker Political Deputy Minister, Ministry of Finea |23/03/2006

16 |Eric S.H. ChiangDirector of Second Bilateral Trade Division (The ancans, Europe& Africa) 2703/2006

17 |Jerry J.R. Ou DG of Industrial Development amgestment Centre (IDIC), Ministry of Economic Affei | 30/03/2006
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(MOEA) * Quoted for by IDIC

18 |Chih-Peng HuanBirect General of Bureau of Foreign Trade, MOEAQtoted for by BFT) 30/03/2006

19 |Vincent C. Siew| Chairman @fhung-Hua Institution for Economic Research 11/04/2006
Former Premierl(997~2000)Head of negotiators of ROC-USA trade talks (19728)9
[Vice President of ROC government: 2008-]

20 |Hua-yin Chen Assistant Director of Divisionlnélustrial Policy, Industrial Development Bureaddinistry of {27/04/2006
Economic Affairs

21 |Jin-je Tsai Director of Ching-Jen Labour Sen@mntre; Executive broad member of Taiwan Labour (27/04/2006
Information & Education Association

22 |L.S. Shen, Former Deputy Representativeaghdi Economic and Cultural Representative Officéhe  |04/06/2006
US (TERCRO);Taiwan/ROC Representative in the EU: 2008-]

23 |John C.C. Deng| Deputy Permanent Represent&®&rejanent Mission of Taiwan, Penghu, Kinmen andsMain4/06/2006,

to the WTO (2002-2006); Deputy Representative, TEGR006-); [Deputy Minister of
Economic Affairs: 2008]

08/06/2006

Note: no. 17 and 1&he interviewees were abroad so that the staff idi® and BFT provided answers to my interview quegss.

322



Two: Summary of working conditions in Taiwanese oveseas enterprises.

Low wage = Tatung in ThailandOnly white collar officers have paid holiday, dration line operators receive only 26 days wage pe

month. Their wage is one-fifth or one-sixth of Taivese labourers’ (Tsai 2006)
» Acer’s suppliers Six out of twenty suppliers do not pay minimumgea overtime wage, or have unreasonable wage
deductions (SOMO, 2007). Workers from twelve sugrgliof Acer indicate that the wage is not enougliveon (SOMO
2007). One supplier in the Philippines does not payovertime wage (SOMO, 2005). One supplier inn@ronly pays

workers a daily wage, which is lower than the legaliimum wage (SOMO 2005).
» Lite-on and its outsourced companide not pay overtime wages (SACOM 2007).
» Zhon Han in ChinaThe overtime payment is lower than the legal l&tinn (SACOM 2006).
» Foxconn in ChinaUnnecessary complicated wage structure whichfigwlt for workers to understand, and inappropei

D

reporting system for overtime wage (Apple 17/08@&00
» Foxconn in MexicoA worker from Guadalajara area reports that hlary was deducted by US $18.04 for his one-day off
(his daily wage is only US $8.04) (CEREL 2007).
Excessive = Seventeen suppliers of Aceave forced labour working overtime, and workimmgits are more than 60 hours a week (SOMO

working 2007).

hours and = Acer’s suppliersMore than 30% of workers in one supplier in théliPpines need to work 12 hours a day, six daygeak.
enforced Workers in another supplier in China do not hadawoff for four months (SOMO 2005).

overtime = Zhon Han in ChinaWorkers work seven days a week. When workersrbiagir job they are required by the HR department
work to sign an agreement in which workers agree to watknited overtime if necessary (SACOM 2006).
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= Chentex in Nicaragueshifts of twelve hours a day, six days a weekc&o overtime with no additional pay (Ralph 2005,
p.117).

Occupational
safety and
health risk

= Acer’s suppliers Several health problems are reported from fivepsars, including skin allergies, respiration peshs,

noise hazards, dizziness, loss of appetite, naws@ajrritation and deterioration of eyesight. Hoee factories neither
provide appropriate protection nor provide specifiealth checks regularly (SOMO, 2005). Thirteen pdieps have
occupational health and safety problems (SOMO 2007)

= Lite-on in China Around 10-12 workers live in a single room in th@mitory. Workers need to stand up for 12 houdayn

and there is no appropriate protection. It is diffi to apply for sick leave. Lack of social insoca. (SACOM 2007).

= Zon Han in China Around 8-12 workers live in a single room; lindtesupply of hot water and food; poor working
environment (has neither an air conditioner norkabte fan in a hot environment, limited toilet aa£e(SACOM 2006).
» Tatung in Thailand High risk in terms of occupational health andesaf For example, fuel and chemical products are

exposed in the air; easily-broken lifts; few taslefire alarm is broken, emergency exit is locked;dormitory provided to
female workers who work at night (Tsai 2006).

» Foxconn in ChinaThe dormitories are not in a reasonable condittosingle room has 100 workers living in it (ThaiM
18/08/2006). Three dormitories are not suitablexforkers stay in (Apple 17/08/2006).

= Chentex in NicaraguaNorkers live in overcrowded stick and tin-roobbrms with cardboard walls, dirt floors, no running

water and outdoor latrines (Ralph 2005, p.117).

Inhumane

management

= Acer’s suppliersEight suppliers have inhumane treatment, or ualegid discriminative management (SOMO 2007).

= Malaysia Migrant Bangladeshi workers are managed in atamyllike way. For example, migrant workers havevtwrk for

12 to 16 hours a day and have no holiday. The egmpouse two ways to push migrant labour to folltbe managerial
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order: threatening either to not sign a new contoacot allowing labour to work overtime. Thesegnant labourers are

eager to work overtime because they have huge delgay (i.e. the placement fee) and they are atibwed to stay in
Malaysia for three years (Kung 2002).
= Tatung in ThailandThe managers use discriminatory words and behatwovards the Thai workers; for example, they $h

at workers, sexually harass them, and ask sontesaf to do the manager’s personal work (i.e. cleamduse) (Tsai 2006).
» Foxconn in Chinaworkers are treated like an army; for exampleytare asked to stand still for three hours andutsider
can visit their dormitories (The Mail 18/08/2006).
» Chentex in Nicaragud/erbal and physical abuse of workers (Ralph 2@0517).

ou

h

Prefer » Tatung in ThailandOnly 50 out of 409 (12%) employees are male.
female = Zhong Han in ChinaAround 85% of workers are female.
workers = Foxconn in ChinaPrefer to employ cheap female workers (The M&i08/2006).
» Chentex in Nicaragudrire pregnant female workers and sexually haotssrs (TSNW 2001).
Child labour | = Two suppliers of Aceemploy child labour whose ages are under 16 yadr6&SOMO 2007).
» Zhong Han in Chinaemploy child labour as apprentices (SACOM 2006).
Work = Malaysia They hire indigenous Malays mainly on short-t@wntracts and an outsourcing system (Kung 2002).
insecurity = Foxconn in Mexico They have plants in three areas; there are A@0dRers in Chihuahua and Guadalajara, and around 50
70% are outsourced workers. They are temporary everén a one-year contract, but they are in faet fand rehired eac
year. In high season, the company gives only onevormonth contracts. Some workers in the factarlgich produces
equipment for HP, are asked by the agency to sagm & 15 day contract and an advanced resignaditer (CEREL 2007).
Noright of | B Malaysia:No trade unions exist in Taiwanese enterprisédataysia (Kung 2002)
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free
association

Foxconn in MexicoMore than 50% of the 7,000 workers are recruitgaie agency. The agency excludes two kinds of

people when recruiting: tattooed people and tradenists (CEREL 2007, p.21).
Acer’s supplier in the PhilippinedVorkers attempted to organise a trade union hist was opposed by the company

(SOMO 2005, p.32). SOMO also finds that betweenhteaad fifteen suppliers of ACER violate the IL@snvention on

freedom of association (SOMO 2007).

Note: There are a few cases of independent trade uniofiiailand and Nicaragua. In Thailand, a trade mini@s established in 2000 when a company intendled t

change its wage structure. However, the compaey fiifteen trade union leaders when the union vetabiished. These leaders were returned to worlnie company

realised that it was illegal to lay-off union leaslein 2002, the company employed an extra 1,00@éeary workers who exclusively received daily payhe legal minimal

wage. Yet in 2003 the company began to lay-off manykers, which included all trade union leademfrthe executive committee. In Nicaragua, when @&heworkers

organised a trade union in 1998, the employer kstednl another union. When the Chentex trade uplanned a strike in 1999 for an increase in wages,Chentex

employer sacked twelve trade union leaders andtimed workers not to join the trade union. Thegnefired 200 workers in 2000 (TSNW 2001).
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Three: Taiwanese trade union’s international partidpation

Global Unions

Union that joined the global union

International Confederation of Free Trade UniorSFTU)/ International Trade Unio

Confederation (ITUC)

Chinese Federation of Labour (CFL)

World Confederation of Labour (WCL)

The National Alliance of Autonomous Unions

Building and Wood Workers International (BWI)

National Federation of Construction Workers

International Federation of Chemical, Energy, Méamel General Workers' Union (ICEM)

Taiwan Petroleum Workers’ Union

International Transport Workers' Federation (ITF)

Federation of Aviation Employees, Chinese FedenatioRailway Workers’ Union, Federation of Aviati@mployees, Nationa

Chinese Seamen’s Union, Taipei Travel Craft Union

Public Services International (PSI)

Taiwan Power Labour Union

Union Network International (UNI)

Chunghwa Telecom Workers’ Union, Chunghwa Postatkéts’ Union, National Federation of Bank’s Empleyé@nion

Education International (EI)

National Teachers’ Association

International Textile, Garment and Leather WorkEesleration (ITGLWF)

Taiwan Province of FederatdiTextile Workers Union

International Metalworkers' Federation (IMF)

National Federation of Metalworkers’ Union

International Union of Food, Agricultural, HoteleRaurant, Catering, Tobacco and Alli

Workers' Association (IUF)

edAlliance of Tobacco and Alcohol Workers

Source: Author’s interview and each global uniom&bsite

327



