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PREFACE

The economic transformation of the Republic of China in
Taiwan from a semicolonial to a rapidly growing and prosperous
economy within two decades is an accomplishment that has few
parallels in the history of world development. Today Taiwan is
not only a key member of the economic community of the Pacific
Basin, but also a major trading partner of many developed
nations and a model of development for other developing
economies.! To many government administrators, scholars, and
businessmen who maintain a keen interest in Taiwan’s changing
roles, two crucial and interrelated questions arise: How did the
transformation occur, and will Taiwan be able to sustain its
phenomenally high growth rate in the future? The latter question
is especially timely because the economic security of Taiwan has
always been highly dependent on external circumstances, and in
recent years international developments have repeatedly turned
against the Taiwan economy. The abrupt change in U.S. and
Japanese policy toward Peking since 1971 was a major diplomatic
setback to the Republic of China and generated widespread
concern over Taiwan’s economic future. In the aftermath of the
worldwide energy crisis, Taiwan had to face strong inflationary
pressures and mounting protectionist sentiments abroad. At this
moment, even more diplomatic storms loom over the horizon. Will
the Taiwan economy encounter problems so severe and intracta-
ble that high rates of growth can no longer be sustained? Clearly
the question for the future is not independent of those for the past.
To provide a better understanding of Taiwan’s development
experience and its economic prospects, the present volume brings
together six essays that address various aspects of these two
problems.

The introduction outlines some preliminary thoughts on the
lessons of Taiwan’s development as reflected in the major
economic challenges and Taiwan’s responses. The first chapter
presents an overview of Taiwan’s growth record, the distinctive
features of the development process, and the principal sources of
growth. Because growth of output is only one, although an
important, aspect of economic progress, Chapter II deals with a
key element that is closely related to the economic welfare of the
people, that is, the changing distribution of income in the growth

1. For editional convenience we use the names the Republic of China, ROC,
and Taiwan interchangeably in this study. Likewise, Communist China, the
People’s Republic of China, and PRC are used interchangeably.
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process and its implications for future growth and political
stability. Chapters III through V discuss three important aspects
of Taiwan’s development strategy: agricultural growth, external
economic relations, and the development of human resources.
Because this study is a collection of essays by different authors,
there are inevitably some duplications and major gaps that we
have not been able to remedy.

Several features distinguish this study from others in the
literature and should make it more useful to those concerned about
Taiwan’s economic future. First, the analysis is set in a
comparative framework. The development experiences of five
major Asian economies (South Korea, the Philippines, Japan,
Mainland China, and India) are used as a background against
which we observe and assess the record of Taiwan’s performance.
The selection of these economies as bases of comparison is not
arbitrary. Although these six economies differ markedly in size,
natural resource endowment, economic organization, extent of
reliance on external trade, stage of economic development, and
their strategic positions and historic heritages, it still seems fair to
say that a high rate of growth of per capita output has been the
most important single national goal for all these countries. It
should be of interest to relate their economic performances to the
different development paths they follow, the different wvalue
systems and institutional frameworks, or to the various con-
straints each must face. Second, special emphasis has been placed
on noneconomic factors to underscore our basic precept that
economic growth can best be understood if we take into account
the political, social, and strategic factors as well as the economic.
Finally, this study is specifically designed for the general public
and not for professional economists.

In the preparation of this study we are indebted to numerous
persons for comments and suggestions regarding various parts of
the manuscript, particularly Professors Yu-chu Hsu of National
Cheng-chih University, Wan-yung Kuo, Kuo-shu Liang, Chien-
sheng Shih, Chun Sun, Tso-yung Wang, all of National Taiwan
University; and Tzong-shian Yu of the Academia Sinica. We wish
to also thank Mr. Chi-cheng Chang (Secretary General of the
Executive Yuan), Mr. Kwang-shih Chang (Vice Minister of
Economic Affairs), Mr. Kan Lee (Director of the Central Bank of
China), Ms. Carolyn Lee (The Rand Corporation), Mr. Kuo-ting Li
(Minister without Portfolio), Mr. Shih-cheng Liu (Vice Minister of
Economic Affairs), Mr. Y. C. Liu (Chairman of China Sea
Products Development Corporation), Mr. Yun-suan Sun (Minister
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of Economic Affairs), Mr. Yien-si Tsiang (member of the Joint
Commission on Rural Reconstruction), Mr. M. T. Wu (Director of
Investment and Trade Office, New York), Mr. Wan-an Yeh
(Economic Planning Council), and Mr. Kuo-hwa Yu (Governor of
the Central Bank of China), for their comments and stimulating
discussions. Finally, we are grateful to Prof. Hungdah Chiu of the
University of Maryland School of Law for his efforts in expediting
the publication of these essays and to Ho-I and Pyng-Pyng Wu for
their preparation of the index.

But it is the authors, not the organizations or individuals who
have so generously helped them, who are responsible for the views
expressed in this study.

Y. L. Wu K. C. YEH
Palo Alto, California Pacific Palisades, California

January 1, 1978






INTRODUCTION
Yuan-L1 Wu

To understand the course of Taiwan’s economic development
in the last 25 years, we need to bear in mind that the activities of
individuals—including both those who make policy and the
ordinary consumers and producers—are influenced, if not fully
determined, by the internal and external environment they
perceive, their objectives and priorities, and their ideological,
cultural and historical background. It is only when we bear in
mind the sources of these influences that we can understand why
the ROC government in Taiwan has adopted certain policies at
certain times, why they have refrained from doing certain other
things, and why the population has responded in a particular
manner and taken certain initiatives of its own. The behavior of
private producers and consumers in Taiwan has also been
profoundly influenced by their experience during the post-World
War Il inflation and, for a segment of the population, by life under
Japanese rule before 1945. A combination of these circumstances
has made possible the remarkable economic performance of
Taiwan in the last quarter century.

The constraint imposed by certain physical factors is obvious.
Taiwan is an island economy with limited natural resources, with
the exception, relatively speaking, of land resources during the
early phase of its economic development when the population was
much smaller than it is now. Its sustained economic development
must therefore be predicated upon the utilization of natural
resources located in other countries and on the creation of new
and sometimes intangible resources. Since acquisition of foreign
resources and their products cannot be continued in the long run
except through imports that have to be paid for, development of
the island can proceed indefinitely only on the basis of foreign
trade and export promotion. Import substitution would take much
longer before it could bring about the same degree of development,
and it would be easier to pursue at a later stage of development.
For the beginning, and at any rate for Taiwan, export promotion
is a much faster and surer way of entry into sustained economic
growth.

Export expansion is not without its preconditions. To be able
to export requires knowledge and availability of external markets.
Furthermore, production must be at an adequate level and the
economy must have sufficient capacity for expansion before
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exports can develop on any scale. Since an abundant resource
available on the island in the beginning was labor, the most
natural development was the type offered by “export processing
zones.” Here foreign investors would bring in their technical
know-how, raw material, and intermediate goods, which Taiwan
does not possess, for processing with the aid of labor that was
cheaper than they could hire elsewhere. Then the finished
products were exported by the same investors who had a
preconceived and prearranged export market to begin with. When
the labor became less abundant and, therefore, more expensive,
new resources had to be developed so the country could regain its
comparative advantage for export promotion. At a later stage of
development, which corresponds to the present time for Taiwan,
new labor resources that are qualitatively at a more advanced
level must be created through upgrading by education and
training. Sustained economic growth must, in the long run, be
predicated on the proper coordination of manpower development
with economic policy. This leads to considerations of educational
and manpower policy, reversal of the “brain drain”, infusion of
technology from overseas, etc., as part and parcel of the gradual
restructuring of the economy.

Furthermore, as the island becomes more developed and
domestic demand increases, the domestic market will be more able
to absorb sales of new products. At the same time, as the number
and size of productive enterprises increases, the relative impor-
tance of intersectoral, or intermediate, demand will also increase.
Thus the time will come, and it may already have, when a greater
degree of import substitution in the form of producing domestical-
ly more and more goods that would provide both forward and
backward linkages and that were previously imported can be
profitably pursued. (Import substitution does not mean the
exclusion of imports.) This shift in emphasis is, however, only
relative because total exports must continue to be expanded even
though their content will change in the direction of a larger
percentage of goods with higher value added per unit of sales than
before, and so will the content of total imports.

What constituted the most likely items on Taiwan’s export list
in the beginning of the post-war period? Since the island’s major
prewar exports were sugar, rice, pineapples, and other agricultural
products, one would expect these same primary exports to
constitute the core of the island’s exports while new exports would
also emerge in the agricultural field. This historical factor was
compounded by the fact that at the time of the transfer of both
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government institutions and trained manpower from the main-
land to Taiwan in 1949, there was a sizable inflow of agricultural
technicians and researchers who were connected with the former
National Bureau of Agricultural Research and whose employment
was continued through U.S. aid. At that time, overall U.S. aid to
the ROC had been suspended with the exception of a small
amount that was still in the pipeline. This aid enabled the
researchers on food and agriculture to move to Taiwan and,
fortunately for Taiwan, there happened to be a sizable pool of
such talents that had emerged during the prewar and wartime
development of applied agricultural research in China. Assured of
employment, these specialists were able to apply their talents to
work on Taiwan which increased productivity, controlled pests
and insects, and developed agricultural extension. Fortunately
again for Taiwan, the island’s farmers had been well organized,
disciplined, and trained while under Japanese rule, in the use and
acceptance of new farming techniques. Communication between
the farmers and the technicians was readily established and
successfully maintained. This combination of circumstances,
which one can only attribute to the vagaries of history, provided a
favorable climate for the development of new agricultural exports
and a general increase in farm output.

When the ROC government moved to Taiwan, it correctly
attributed its own defeat on the mainland partly to the Chinese
Communist Party’s successful strategem of gaining both domestic
and foreign support by cloaking itself in the mantle of agrarian
reform. The Nationalists, having learned this bitter lesson, were
now ready to carry out agrarian reform in Taiwan in a way that
they had advocated in their party platform but had never been
able to enforce while they still ruled the mainland. The successful
land reform of the early 1950s inevitably reduced the average size
of farm holdings. This could have had a negative effect on
productivity but for the offsetting influence provided by the
agricultural researchers, as well as the stimulus of new land
ownership to former tenant farmers. Consequently, land redistri-
bution in Taiwan was accompanied by an increase in productivity
and by the restoration of agricultural exports and the expansion
of new farm exports. Land reform, increasing agricultural
production, expansion of agricultural exports and later of
processed agricultural goods for export all combined to increase
overall exports in the early phase of Taiwan’s economic develop-
ment. Political theorists argue that one can never really expect
any group of people in a position of authority to adopt policies
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that are seriously detrimental to their own economic interests.
This is not to say that individuals can never rise above personal
considerations. However, in the case of Taiwan, the government
that enforced the land reform program and redistributed private
property in land came from the mainland, and members of that
government were not landowners in Taiwan. Consequently,
consideration of private personal interest could not have affected
their decisionmaking, and whatever they might have done in
other circumstances is immaterial. This historical political fact
has also worked in favor of Taiwan’s economic development.

Still another lesson of the past that both the policymakers
and the older members of the population have learned is the
devastating effect of galloping inflation as well as the potential of
an incipient inflation to get out of control. The ROC government
on Taiwan has continuously stressed that economic stability is a
national goal equally as important as rapid economic growth.
During the hyperinflation on the Chinese mainland before 1949,
the accelerating depreciation of the Chinese currency in terms of
foreign exchange was widely regarded as an indicator of inflation
in general and was exploited by speculators who benefited from
instability. This explains the reluctance of the ROC authorities in
the 1950s to adjust the official exchange rate to a more realistic
level or to relax exchange controls until the end of that decade. By
the time exchange and trade controls were relaxed, which
benefited Taiwan’s exports, there had been a prolonged period of
reasonable price stability. Apparently, the body politic had by
then recovered from the inflation psychosis of the late 1940s. One
can always argue about the timing of the 1960-61 exchange
reform, but these historical circumstances explain the delayed
decision of the ROC government to adopt measures that were soon
to prove eminently successful in promoting exports.

It is in the same light that one should regard the current
reluctance of the ROC government to allow the New Taiwan
dollar to be untied from the U.S. dollar and float on its own. It
also explains why the ROC authorities habitually resist the idea
of either devaluing or revaluing the New Taiwan dollar against
the U.S. dollar. There still is a lingering concern that the public
might regard changes in the foreign exchange value of the
currency as an indication of monetary instability. This concern
has been magnified by the experience of the price hikes made
necessary in early 1974 following the quadrupling of the
international price of crude oil, which Taiwan must import. The
oil price hike and long years of development and demand
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expansion had finally made the raise in domestic prices inevita-
ble, and the authorities felt constrained to reemphasize their
dedication to economic stability.

One cannot overestimate the importance of U.S. economic
aid—both commodities and project aid—in the stabilization of
prices and the reconstruction and initial development of the
economic infrastructure during the 1950s. Nor can one overesti-
mate the effect of confidence provided by the U.S. security shield
on economic development and stabilization. Initial reluctance
notwithstanding, in the end, the ROC government did gather
enough courage to institute exchange reform in the beginning of
the 1960s, and the policy was a success. Together with reconstruc-
tion and expansion of the economic infrastructure with U.S. aid,
the exchange reform of 1960-61 and the removal of restraints on
private business succeeded in bringing about rapid economic
growth. Consequently, when U.S. aid was finally ended in 1965,
this potential shock was met by a renewed upsurge of the economy
and unprecedented expansion of exports. Confidence was now
building up until the oil crisis again dealt Taiwan a severe
economic blow. However, by then the Taiwan economy was able
to demonstrate a high degree of resilience so that after a short
recession, economic growth was resumed in the latter half of 1975,
and new economic heights were scaled in 1976.

The Nationalist government that established itself in Taiwan
is obviously against the type of command economy practiced on
the Chinese mainland. At the same time the Nationalists are not
advocates of laissez-faire. They have tried time and again to
intervene in the economy, to maintain economic stability, to
promote greater equality in the distribution of income, and to
guide economic development in the direction of agricultural
expansion and then in industrial development—first in the
promotion of exports and more recently in the restructuring of
foreign trade. Fortunately, however, the ROC authorities have
opened up the economy to private efforts and have restricted
government economic activity to a limited area of public
enterprise and state monopolies. They have also restricted
government intervention primarily to the maintenance of price
stability and the promotion of greater equity. Taiwan’s economic
progress and future, therefore, owe a great deal both to govern-
ment efforts and to the deliberate limitation of these efforts to
certain areas. One may argue about the appropriateness of timing
of different policies, but the authorities’ ability to learn from the
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past and their increasing readiness to face new issues and
problems as they arise cannot be gainsaid.

Throughout the past quarter century, the theme of national
survival has run through all government policies. Survival in the
long run is predicated upon economic growth, the maintenance of
relative stability, and the good measure of general consensus
through a widely shared sense of equitable distribution of income
and wealth. Growth has always been a primary objective, as has
stability. In recent times, however, more and more emphasis has
been given to equity and to the uplifting of those segments of the
economy and population that have lagged behind in the general
advance of the last decades. Somehow the above approach to
economic development has succeeded; it would seem to create a
sufficiently broad consensus in Taiwan to have galvanized the
private sector into a notable economic performance, some aspects
of which are described and analyzed in the following essays. Even
in the post-oil crisis era of widespread uncertainty, cautious
optimism seems more than justified - in future projections for
Taiwan.



Chapter 1
ECONOMIC GROWTH: AN OVERVIEW

KuNG-cHIA YEH

Taiwan emerged from the Second World War a backward,
war-torn economy. In six years, it more or less restored its prewar
productive capacity. During the following two decades, it has
become one of the fastest growing economies in the world, and its
living standard has risen far above levels prevalent in most Asian
countries. This paper examines the various macroeconomic
dimensions of the transformation that have taken place since
1952, and compares Taiwan’s performance with those of five other
Asian economies: Japan, South Korea, the Philippines, Commu-
nist China, and India.! The purpose is to lend a broader
perspective to Taiwan’s economic growth by comparing it with
economies that are similar or different in resource endowment,
organization and institutions, scale and stage of development,
and objectives and strategy of development.

1. This paper draws heavily on a number of excellent studies on Taiwan’s
economic development. Foremost among them are: Kuo-wei Chang (ed.), Taiwan
ching-chi fa-tsan (Economic Development in Taiwan), Taipei: Cheng-Chung Book
Co., 1967; Cheng-hsuing Chiu (ed.), Taiwan ho-pi yu chin-yung lun-wen-chi
(Studies in Money and Finance in Taiwan), Taipei: Lien-ching Publishing Co.,
1975; Mo-huan Hsing, Taiwan: Industrialization and Trade Policies, London:
Oxford University Press, 1971; Anthony Y. C. Koo, The Role of Land Reform in
Economic Development: A Case Study of Taiwan, New York: Praeger, 1968;
Shirley W. Y. Kuo, The Economic Structure of Taiwan 1952-1969, Taipei: Graduate
Institute of Economics, National Taiwan University, 1970; Teng-hui Lee,
Intersectoral Capital Transfer in the Economic Development of Taiwan-A Case
Study (Ph.D. dissertation; Cornell University, 1968); Kuo-shu Liang, Foreign Trade
and Economic Development in Taiwan 1952-67 (Ph.D. dissertation, Vanderbilt
University, 1970); Douglas S. Pauuw and John C. H. Fei, The Transition in Open
Dualistic Economics, New Haven: Yale University Press, 1973; Tzong-shian Yu,
“An Econometric Model for Taiwan’s Economy,” Journal of the Chinese Statistical
Association, March 1970, 2892-2909; and papers in the two conference volumes,
Conference on Economic Development of Taiwan, Taipei, 1967, and Conference on
Population and Economic Development in Taiwan, Taipei: Institute of Economics,
Academia Sinica, 1976, especially those by Kwoh-ting Li and Wan-an Yeh, “Public
Policy and Economic Development on Taiwan,” Conference on Economic
Deuvelopment of Taiwan, Taipei, Taiwan, 1967, 27-51, Kuo-shu Liang, “Trade and
Policy in Taiwan, 1952-1965,” Conference on Economic Development of Taiwan,
Taipei, Taiwan, 1967, 239-277 and; K. T. Li, The Experience of Dynamic Economic
Growth on Taiwan, Taipei: Mei Ya Publications, 1976.
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Economic performance can be measured in a number of ways
depending on the specific criterion of performance.? For the
present purpose, we have selected three basic criteria to assess the
achievements of Taiwan’s economy: growth, stability, and
welfare.? These are not the only, nor necessarily the ultimate goals
of economic development, but they clearly are fundamental to
economic progress, however defined.

Section I focuses on the growth of total and per capita
product, and on stability of the growth rates and domestic prices.
Section II discusses structural changes in the economy. The level
and pattern of private consumption are examined in Section III.
Section IV traces the sources of rapid economic growth. A
summary of the main findings is given in Section V.

I. ECONOMIC GROWTH AND STABILITY
Growth of Total and Per Capita Product

The most common yardstick for evaluating economic perfor-
mance is the growth of real gross national product.* Figure 1
shows changes in Taiwan’s GNP, population, and per capita
product in 1952-72.5 The tremendous growth of total output since

2. For a variety of indicators of socioeconomic change, see Irma Adelman
and Cynthia T. Morris, Society, Politics and Economic Development, Baltimore:
Johns Hopkins Press, 1967, United Nations Research Institute for Social
Development, Contents and Measurement of Socio-Economic Development,
Geneva, 1970; Nancy Baster, “Development Indicators: An Introduction,” Journal
of Development Studies, April 1972, 1-20; Dudley Sears, “What are We Trying to
Measure?”’ Journal of Development Studies, April 1972, 21-36; Donald McGrana-
han, “Development Indicators and Development Models,” Journal of Development
Studies, April 1972, 91-102; Charles L. Taylor and Michael C. Hudson, World
Handbook of Political and Social Indicators, Second edition, New Haven and
London: Yale University Press, 1972; Milton Moss (ed.), The Measurement of
Economic and Social Performance. Studies in Income and Wealth, Vol. 38, New
York: National Bureau of Economic Research, 1973.

3. Welfare is a rather elusive concept. It is used here loosely to mean the
quantifiable material well-being of the people.

4. The conceptual limitations of GNP as a performance indicator have been
extensively discussed in recent years. See especiaily Moss, op. cit. Nonetheless, for
all practical purposes, GNP remains the most useful single indicator. Its
shortcomings, of course, should be borne in mind.

5. Data underlying this chart refer to GDP in constant 1971 prices and are
taken from Statistical Yearbook 1975 pp. 194-195; and Monthly Bulletin,
November 1976, p. 18. In general, there are two conceptually different measures of
total product: gross national product (GNP) and gross domestic product (GDP).
GNP refers to total output attributable to the factors of production supplied by the
nationals of Taiwan; GDP refers to total payments from abroad. GNP is the
appropriate measure of its productive capacity. Furthermore, an economy is often
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1952 is unmistakable. By 1972, GNP rose to more than five times
its initial level, and per capita GNP was 186 percent higher than
in 1952. Growth was continuous throughout the period and has
actually accelerated since the early 1960s. The oil crisis in 1973
and its disruption of the world economy also brought a halt to
Taiwan’s growth in 1974, but since 1975 the economy has been
turning upward again.

Table 1. Rates of Growth of Population and
GNP, 1952-1972¢

1952-72 1952-60 1960-65 1965-72

GNP per capita

Republic of China 5.6 3.6 6.4 7.3
Japan 8.5 7.2 8.8 9.5
South Korea 4.8 2.7 3.6 84
Philippines 2.7 3.1 1.6 2.9
Communist China . 3.3 3.6 2.9 3.3
India 1.3 1.8 0 1.8
GNPt
Republic of China 8.8 7.2 9.6 10.1
Japan 9.6 8.3 9.8 10.8
South Korea 7.2 4.9 6.4 10.3
Philippines 5.7 6.2 5.0 5.6
Communist China 5.6 6.0 4.7 5.7
India 3.5 3.8 2.6 3.9
Population
Republic of China 3.2 36 3.2 2.8
Japan 1.1 1.1 1.0 1.3
South Korea 2.4 2.2 2.8 1.9
Philippines 3.0 3.1 34 2.7
Communist China 2.2 2.3 1.8 2.3
India 2.2 20 2.6 2.1

operating below its full capacity. For some purposes, potential GDP (or GNP) —
i.e., full employment GDP — should be used. In the present case, GNP and GDP for
Taiwan do not differ very much and can be used interchangeably for most
purposes.

1 The initial year for South Korea is 1953.

1t For Republic of China, the growth rates are based on gross national product
in constant market prices of 1966; for Japan, South Korea, and Communist China,
gross national product in constant prices; for the Philippines and India, net
domestic product at constant factor cost.

Source: Economic Planning Council, Republic of China, Taiwan Statistical
Data Book 1974, 1975, pp. 4, 19; United Nations, Yearbook of National Accounts
Statistics, 1969, New York, 1970, Vol. III, pp. 175-177; id., 1973, 1975, pp. 152-153;
United Nations, Demographic Yearbook 1970, New York, 1971, pp. 128-131,; id.,
1973, p. 103; Joint Economic Committee, China: A Reassessment of the Economy,
U.S. Government Printing Office, 1975, pp. 42-43.
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To show how fast the Taiwan economy has been growing
compared with other countries, Table 1 presents the average rates
of growth of GNP, population, and per capita product for Taiwan
and five selected Asian countries in 1952-72 and three subperi-
ods.® The year 1952 has been selected as a base point for appraisal
mainly because by then the economies had fairly well recovered
from the war and were entering a new phase of economic growth.
In Taiwan, the land reform program initiated in 1951 was just
about completed. Agricultural output had regained its prewar
peak. The focus of U.S. aid, which began flowing in soon after the
Korean War, now shifted from rehabilitation to expanding social
infrastructure and agriculture. For Communist China and India,
the year 1952 marked the period immediately before they both
launched their first five year plans. In Korea, the war had by then
stabilized, and rehabilitation and growth got underway soon
afterward. The choice of 1972 as the terminal point is not a
compelling one; indeed, a more recent year might have been
preferred. However, it was the last year before the worldwide
economic disruptions caused by the oil crisis in 1973 and thus
provides a convenient vantage point from which to take stock of
developments in the last two decades.

The striking feature suggested by Table 1 is the rather high
growth rate of Taiwan’s per capita income of 5.6 percent per year
since 1952, which exceeded those in all other countries except
Japan. In particular, Taiwan’s growth rate is much higher than
those of the Philippines, Mainland China, and India. The rapid
growth of Taiwan’s per capita income is all the more remarkable
if one notices that Taiwan’s population increased very rapidly

6. The measures of total product for the six countries are not uniform. Some
represent gross domestic product, others refer to gross national product. Some are
net, others are gross of capital consumption. Some are based on constant market
prices of a certain year, others are based on constant factor cost of another year.
Even if uniform measures were available, international comparisons of rates of
GNP growth would still be beset with numerous conceptual and statistical
difficulties. For a brief discussion of these complexities, see Simon Kuznets,
Economic Growth of Nations, Cambridge, Mass.: Belknap Press, 1971, pp. 3-10. In
the present case, varying degrees of statistical differences in the evaluation basis
will undoubtedly affect the comparison. In particular, the estimates of GNP and
population for the Chinese mainland are likely to have wider margins of error
because of uncertainties surrounding the rather narrow statistical base, the quality
of the data, and certain methodological issues. And, with the exception of Japan,
all the countries were primarily agricultural economies in the 1950s and their GNP
may well be heavily influenced by their harvests, which tend to fluctuate with the
weather conditions. The rate of growth based on the initial and terminal years
would therefore be rather sensitive to the harvests in these years. Nonetheless, all
these difficulties are not likely to distort the overall picture significantly.
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during this period. In fact, all the five developing countries in
Table 1 had quite high rates of population growth of more than 2
percent per year. But Taiwan’s population increased the fastest, at
an average rate of 3.2 percent per year during the last two
decades. Yet, despite such a high rate of population growth, per
capita income expanded at a phenomenal pace, faster than in the
other developing countries.” This implies, of course, that Taiwan’s
aggregate income expanded even more rapidly than those of other
countries. In the two decades since 1952, Taiwan’s real GNP rose
at an average rate of 8.8 percent per year, second only to Japan’s
9.6 percent, and higher than those of others, which range from
India’s 3.5 percent to Korea’s 7.2 percent.

Table 1 also shows the growth rates in three subperiods:
1952-60, 1960-65, and 1965-72. The main reasons for taking 1960
and 1965 as intermediate time points are that there had been a
major shift in Taiwan’s developing policy around 1960 and that
economic assistance from the U.S. terminated in 1965. It is of
interest to examine how the economy performed after these crucial
events took place. For other countries such a periodization might
seem arbitrary, but it apparently introduces no serious distortion
except perhaps in the case of India, which had a poor year in 1965.

During these three subperiods, growth of Taiwan’s per capita
income has been accelerating. The growth rate in the 1960s was
distinctly higher than in the 1950s. The higher growth rate since
1965 is of particular interest, for it signifies unmistakably a
sustained growth without external economic aid. Among the
countries listed in Table 1, only Japan and South Korea
experienced a similar pattern of accelerating growth. For the
others (the Philippines, Communist China, and India) no
acceleration occurred. In the latter case, the average growth rates
in the second subperiod (1960-65) declined rather sharply and
they hardly recovered to their initial levels in the third subperiod
(1965-72).

7. There appears to be a consensus among experts that, on balance, rapid
population growth has a retarding effect on growth of per capita income even
though how serious the effect is remains controversial See Study Committee of the
Office of the Foreign Secretary, National Academy of Science, Rapid Population
Growth — Consequences and Policy Implications, Vol. 1, Baltimore: Johns
Hopkins Press, 1971, pp. 27-34. Some believe that “rapid population growth is not
a bar, perhaps not even a hindrance to rapid rise in per capita income.” Everett E.
Hagen, The Economies of Development, Homewood, Illinois: Irwin, 1968, pp.
247-271. Others argue that “there are serious economic dangers arising from the
natural tendency of population to grow too rapidly.” Stephen Enke, Economics for
Development, Englewood Cliffs, New Jersey: Prentice Hall, 1963, pp. 335-355.
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In contrast to total GNP, Taiwan’s population growth has
been declining, from 3.6 percent in the 1950s to about 3 percent in
the 1960s, quite possibly as a result of the population control
program. Again, no comparable downward trend can be found in
the other countries during the same period.! However, up to the
early 1970s, Taiwan’s population growth rate remained the
highest, more than twice as high as Japan’s. If population growth
should continue to slow down as is likely, per capita income could
increase even faster.

As a result of rapid growth in the last two decades, Taiwan
now ranks high among the Asian countries in terms of per capita
income. Table 2 compares the per capita income of 11 Asian
countries in U.S. dollars in 1975 prices and averages for world
developed and developing countries.® Taiwan’s per capita income,
U.S. $900 in 1975, is still far below that of Japan, but exceeded
that of Malaysia and far above those of India, Communist China,
and the Philippines. It is substantially higher than that of
neighboring Korea, not to mention the average for the world
developing countries. But equally clear, it still has a long way to
catch up when compared with the developed countries.

8. The effect of birth control on the Chinese mainland is unclear. Despite
some reports of a sharp decline in birth rates in some localities, some
demographers have not found the available evidence sufficiently convincing to
conclude that the rate of population increase had indeed fallen during 1953-70. See
John S. Aird, “Population Policy and Demographic Prospects in the People’s
Republic of China,” in Joint Economic Committee, U.S. Congress, People’s
Republic of China: An Economic Assessment, Washington, D.C., 1972, 220-334.

9. The measure of a country’s product in terms of another’s currency unit is
an intricate problem. Thus, the figures shown in Table 2 are only a rough order of
magnitude. Different estimates of GNP have been made of the different Asian

countries based on different conversion rates, but they do not alter the ranking
significantly.
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Table 2. Rank of Selected Asian Countries by
GNP Per Capita, 1975

GNP/capita
(in 1975 U.S.$) Rank

World:
Developed countries . 4,445 —
Developing countries 437 —

Asia: )
Japan " 4,358 1
Taiwan 900 2
Malaysia 761 3
Republic of Korea 551 4
Philippines 352 5
Thailand 334 6
Communist China 253 7
Indonesia 215 8
India 158 9
Pakistan 147 10
Burma 101 11

“—" Not applicable.

Source: U.S. Department of State, The Planetary Product in 1975, Washing-
ton, D.C., 1977, pp. 22-27.

Economic Stability

Economic stability refers here to stability in the domestic
price level and in the growth of total output with reference to a
long-term trend.!? Clearly, economic stability is a highly desirable
development goal. Fluctuations in prices and output not only
disrupt economic growth, they generally result in underutilization
of the economic capacity and more inequitable distribution of
income. In an important sense, economic stability is also an
essential element in political and social stability. Has the Taiwan
economy been able to maintain relative stability in the process of
rapid growth? We focus first on fluctuations in its total economic
activity.

10. Two important aspects of economic stability (employment and balance of

payments) have not been included in the following discussion for lack of adequate
information for international comparison.
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Table 3. Fluctuations in GNP, Selected Countries

Country Period Degree of instability
Taiwan 1952-72: 2.0
Philippines 1950-70 2.0
Japan 1952-72 3.0
India 1950-72 3.1
South Korea 1953-72 3.3
Communist China 1952-72 95
Eighteen free market

economies 1950-60 5.7
Eight planned

economies 1950~-60 2.7

Sources: See note to Table 1, Staller, 1964, p. 391.

Table 3 compares the year-to-year fluctuations in GNP for
Taiwan and five other Asian economies in the last two decades.
For reference, we also include the averages for 18 free market
economies and eight planned economies in 1950-60.!! The
measure of the degree of instability is the antilog of the square
root of logarithmic variance of the series Yt/Ytl, with unity
subtracted from the antilog.'? The value ranges from zero to
infinity. If there were no fluctuation at all, the value would be
zero. The higher the value, the less stable the path of growth. As
Table 3 shows, economic growth in Taiwan has been much
smoother than in almost any of the other five countries and the

11. The 18 free market economies are: Austria, Belgium, Canada, Denmark,
France, Germany (F.R.}, Greece, Iceland, Ireland, Italy, Luxemburg, the Nether-
lands, Norway, Portugal, Sweden, Turkey, the United Kingdom, and the United
States. The 8 planned economies include: Bulgaria, Czechoslovakia, East
Germany, Hungary, Poland, Rumania, the Soviet Union, and Yugoslavia.

12. The method is described in Joseph D. Coppock, International Economic
Instability, New York: McGraw-Hill, 1962, pp. 23-24, and has been applied to
various countries by George J. Staller, “Fluctuations in Economic Activity:
Planned and Free-Market Economics, 1950-1960,” American Economic Review,
June 1964, 385-395; and Yuan-li Wu, “Communist Economic Planning vs.
Capitalism as a Model for Development,” in M. M. Drachkovitch (ed.), Marxist
Ideology in the Contemporarq World — Its Appeals and Paradoxes, Stanford:
Hoover Institution, 1968. The index of stability equals

antilog \/ T [log(Yt/Yt-1)—(1/N) T log(Yt/Yt
N

where Yt represents GNP in constant prices in year ¢, and N is the number of years
minus one.
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averages for planned and free market economies in the 1950s. Of
particular interest is the exceptionally high degree of instability in
Communist China, While the European Communist economies
were subject to wider fluctuations than those of the free market
economies, Communist China had even greater instability in
growth than the other planned economies.

As noted by Wu, the Chinese Communists claim that
fluctuations result in higher rates of growth. The implication is
that the pace of development and smoothness of the growth path
are tradeoffs. A rough test of this proposition is made in a scatter
diagram relating the rates of growth to the measure of instability
in Figure 2. If the Communist claim were empirically true, the
data should show a positive correlation between the growth rate
and the degree of instability. But the scatter diagram for the six
countries indicates no such relationship. It is not clear whether a
larger sample would yield results that corroborate the proposition.
In any event, data for all the countries except Communist China
suggest that both high and low rates of growth could be achieved
with fairly low degrees of instability. Among these six countries,
the performances of Japan, Taiwan, and South Korea are clearly
better. Their growth rates are higher and their paths of growth
have been quite smooth. That of Communist China is perhaps the
worst. Its growth rate is considerably lower than the three best
countries, and its economy exhibited a much higher degree of
instability.

Taiwan was also successful in maintaining price stability. To
be sure, there were considerable inflationary pressures immediate-
ly after the war and following the massive evacuation from the
mainland. However, since 1952, the implicit GDP deflator rose at
a moderate rate of 6.8 percent per year.!3 This is well within the
limit of 10 percent considered by some economists as the
maximum justifiable price of rapid development.!* The path to
price stability has not been a smooth one. During the earlier
period 1952-60, the inflationary rate was about 10 percent per
year. It was not until the 1960s that it fell to about 5 percent. In
1974-75, prices rose sharply by 34 percent, but the rate of increase
has since declined.

13. Statistical Yearbook 1975, pp. 194-195,

14. See A. C. Harberger, “Some Notes on Inflation,” in Warner Baer and Isaac
Kerstenetzky (eds.), Inflation and Growth in Latin America, Homewood, Illinois:
Irwin, 1964.
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Table 4. Average Annual Rates of Increase in Wholesale
and Consumer Prices, Selected Countries, 1952~73

(Percent per year)

1952-60 1960-73 1952-73
Wholesale prices
Taiwan 8.8 3.4 54
Japan 0.3 2.0 1.3
S. Korea — 11.8 —
Philippines 0.9 8.3 54
India 2.6 6.9 5.2
Consumer prices
Taiwan 9.7 4.0 6.1
Japan 2.4 6.2 4.7
S. Korea 18.9 12.2 14.7
Philippines 0.2 3.6 2.3
India 2.2 6.9 5.1

Source: Economic Planning Council, 1974, pp. 157, 272-273; United Nations,
Statistical Yearbook 1960, New York: United Nations, 1960, pp. 447~448, 453-455;
Statistical Yearbook 1966, New York: United Nations, 1967, pp. 535-537,
Statistical Yearbook 1970, New York: United Nations, 1971, pp. 566-568.

Table 4 compares the rates of increase of the wholesale and
consumer price indexes in Taiwan and four other countries in
1952-73. The comparison shows that, for the period as a whole,
Taiwan’s wholesale price and consumer price indexes rose at a
rate faster than those of all others except Korea. Taiwan’s higher
rate of inflation than Japan’s should not be surprising. The
financial system in a developed country like Japan is apparently
more efficient in mobilizing and economizing the use of money in
the face of inflation, and the degree of mobility of resources is
likely to be higher so that the response of output to price changes
might well be faster and more flexible.!> The higher inflationary
rates in Taiwan than in other developing countries seem to
suggest that Taiwan had been less successful than others in
controlling inflation. This is clearly true of the period 1952-60.
Wholesale and consumer prices in Taiwan rose at a rate many
times those of others, except Korea, which was still feeling the
effects of the war. However, the picture was very much different in
the 1960s. Although the inflation rates in Japan, the Philippines,

15. See Harry Johnson, “Is Inflation the Inevitable Price of Rapid Develop-

ment or a Retarding Factor in Economic Growth?” Malayan Economic Reuview,
X:1, April 1966, 22-28.




Economic GROWTH; AN OVERVIEW 23

and India were higher than in the 1950s, those in Taiwan declined
markedly. It may be recalled that Taiwan’s economic growth
during this period (1960~-72) was much faster than in 1952-60. The
experience of Taiwan suggests that inflation need not be a
concomitant of rapidly rising per capita income, either as an
instrument of development policy or an inevitable outcome of
structural change.

The comparison in Table 4 leaves out the case of the Chinese
mainland, mainly because data on price changes are lacking.
Official sources claim that prices have been stable for the past 25
years.'® However, almost all prices are administratively set.
Changes in demand and supply conditions generally are reflected
in quantity changes rather than in price variations. Price stability
under these conditions thus has a different meaning and cannot
be easily interpreted.!”

1I. PATTERNS OF ECONOMIC GROWTH
Changes in Industrial and Employment Structure

Economic growth is both the cause and consequence of
changes in the industrial and employment structure. In the
process of growth some sectors generally grow faster than others,
and structural changes in output and employment are simply
manifestations of the differential rates of growth of the various
sectors during the period. At the same time, economic growth is
largely the result of continuous shifts of resources from low-
productivity to high-productivity sectors. For these reasons it is
useful to make a brief examination of the extent and pace of
structural changes in Taiwan.

16. See, for example, New China’s First Quarter Century, Peking: Foreign
Languages Press, 1975, pp. 45-50; and Kuang-hsi Peng, Why Chira Has No
Inflation, Peking: Foreign Languages Press, 1976.

17. For a discussion of the price system, see Nai-renn Chen, Chinese Economic
Statistics, Chicago: Aldine, 1967; Peter Schran, “China’s Price Stability: Its
Meaning and Distributive Consequences” (mimeographed), 1976.




Table 5. Industrial Origin of Net Domestic Product, 1952-73
(Percent)

Agriculture Industry Transportation Commerce Others

- - . . - and
Total Mining Manufacturing Electricity Construction Communications

1952 35.7 17.9 2.1 10.8 0.6 4.4 38 18.7 23.9
1953 38.0 17.6 1.7 11.2 0.7 4.0 3.4 18.4 226
1954 315 22.0 1.8 14.4 0.5 53 3.7 17.5 25.3
1955 325 20.9 1.7 13.7 0.7 4.8 40 16.8 25.8
1956 31.2 22.2 2.2 14.4 0.8 48 39 16.9 25.8
1957 31.3 23.6 26 15.5 1.0 4.5 43 15.2 25.6
1958 31.0 23.8 2.9 15.4 1.2 4.3 41 15.4 25.7
1959 30.3 25.5 25 17.6 1.1 4.3 39 14.6 25.7
1960 32.5 24.7 23 16.7 1.3 4.4 4.1 14.4 24.3
1961 31.3 24.9 2.1 16.9 15 4.4 4.8 14.0 25.0
1962 29.0 25.7 2.5 16.9 18 45 4.6 14.5 26.2
1963 26.6 28.0 2.1 19.6 1.7 46 4.4 14.7 26.3
1964 27.7 28.2 1.8 20.4 1.7 4.3 4.3 15.0 24.8
1965 27.0 28.2 1.9 19.9 1.8 4.6 48 14.9 25.1
1966 25.7 28.6 2.0 20.1 1.8 4.7 5.4 14.4 25.9
1967 24.5 29.4 2.0 20.9 1.7 4.8 5.2 14.5 26.4
1968 23.8 30.3 1.7 21.9 1.7 5.0 55 13.9 26.5
1969 20.3 31.6 1.4 23.0 2.0 5.2 5.7 14.6 278
1970 19.1 32,5 1.4 23.8 2.3 5.0 59 14.3 28 .4
1971 171 34.5 1.3 25.7 2.3 5.2 5.8 14.4 28.2
1972 16.7 353 "12 26.8 2.2 51 6.0 14.5 275
1973 15.5 379 1.0 29.8 2.1 5.0 5.4 15.0 26.2

Source: Economic Planning Council, Taiwan Statistical Data Book 1974, p. 28.
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Table 5 shows Taiwan’s net domestic product by industrial
origin in 1952-73.18 The most striking feature of the table is the
rise in industry’s share from roughly 18 percent in the early 1950s
to about 38 percent in 1973. The rise was accompanied by a fall in
agriculture’s share by almost the same amount, leaving the share
of the service sector virtually unchanged over the last two
decades. Within the industrial sector, the shares of manufacturing
and electric power rose while those of mining and construction
declined. The rise in manufacturing was especially marked. It
accounted for almost the entire increase in industry’s share.
Within the service sector, the shares of transportation and
communications and other services rose slightly while the share
of commerce declined moderately.

The rise in industry’s share is characteristic of the process of
economic growth. Taiwan’s experience, however, is unique in
several respects. First, the pace of industrialization is unusually
rapid. Within a period of two decades, industry’s share of net
national product increased by 18 percentage points. By compari-
son, industry’s share in Britain rose by only 11 percentage points
over a period of 40 years during 1801-1841. In the early phase of
Japan’s development during 1878/82 to 1923/27, industry’s share
increased sharply by 22 percentage points, but it took Japan 45
years to bring about such a drastic structural change.!? As shown
in Table 6, the Philippines and India both experienced less rapid
change in their industrial structures over the same period. Only
South Korea and Communist China could match Taiwan in its
rapid pace of industrialization. In the case of Communist China,
undoubtedly there has been considerable industrial development.
However, it is not clear whether and to what extent the rather
sharp increase was due to the larger price weights attached to
industrial growth than in other countries. In any event, Taiwan in
the 1970s is second only to Japan in the degree of industrializa-
tion as measured by industry’s share of total output, and is
substantially ahead of South Korea, Communist China, India,
and the Philippines. The experience of Taiwan, and for that
matter, of South Korea, clearly demonstrates that rapid industrial-
ization is certainly feasible without having to repeat the
prolonged process of the developed countries.

18. Estimates are based on totals in current prices. Conceivably a rise (or fall)
in relative agricultural prices could have exaggerated (or understated) agriculture’s
share in real terms. However, in the present case, relative prices of agricultural and
nonagricultural products have not changed significantly enough to distort the
picture.

19. See Simon Kuznets, Modern Economic Growth, New Haven and London:
Yale University Press, 1966, p. 88-91.
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Table 6. Industrial Distribution of National
Product, 1952 -~ 71, Six Economics

(Percent)
Manufacturing,
Mining, and
Agriculture Construction Services

Taiwan, shares in

NNP, market prices

1952 36 18 ‘ 46

1960 32 25 43

1965 27 28 45

1971 17 . 35 48
Japan, shares in

NDP, factor cost

1952 23 31 46

1960 15 36 48

1965 11 36 53

1971 6 44 49
S. Korea, shares in '

GDP, factor cost

1953 49 11 40

1960 40 19 © 42

1965 41 24 35

1971 29 29 40
Philippines, shares

in NDP, factor cost

1952 : 35 , 23 42

1960 31 24 45

1965 32 24 45

1971 29 20 51
India, shares in

GDP, factor cost :

1952 49 17 33

1960 50 21 30

1965 46 22 ’ 31

1971 45 27 28
Communist China,

shares in GNP

1952 56 15 29

1960 33 _ 36 31

1965 38 . 31 31

1971 32 37 31

Source: EPC, 1974, p. 28; United Nations, 1970, pp. 91~93; United Nations,
1974, pp. 574-575; JEC, 1972, p. 42; JEC, 1975, pp. 42-43.
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Second, the structural shift from agriculture to industry in
Taiwan occurred over a period of expansion in which both
agricultural and industrial production advanced rapidly and
simultaneously, although at different rates. During 1952-72,
industrial production rose at 15 percent per year.? But agricultu-
ral output has also been growing continually at a respectable rate
of 4.6 percent per year. This remarkable achievement can be seen
in Fig. 3, which shows the growth rates of industrial output on the
horizontal axis and that of agricultural output on the vertical axis
for six countries.?! The two perpendicular lines with Taiwan as
the origin divide the plane into four quadrants. Any point in the
northwest quadrant (I) indicates that the country’s industrial
growth rate is higher than that of Taiwan but its agricultural
growth rate is lower. The southwest quadrant (II) is the worst case
for the other countries in which both the agricultural and
industrial growth rates are below those of Taiwan. Countries in
the southeast quadrant (I1I) have higher agricultural growth rates
than Taiwan, but their industrial growth rates are lower.
Countries in the northeast quadrant (IV) have both growth rates
higher than those of Taiwan. It can be seen that none of the five
major Asian countries could match Taiwan’s performance. The
only country that came close is South Korea. Japan and
Communist China did experience rapid industrial growth, but
their agricultural growth rates are considerably lower than
Taiwan’s. For India and the Philippines, both their agricultural
and industrial growth rates are very much below Taiwan’s. The
significance of the Taiwan experience is that rapid industrializa-
tion need not be at the expense of agricultural development, and
indeed, the two sectors might well be closely complementary
rather than competitive in the medium run.

A third interesting feature in Taiwan’s case is that the time
path of the structural changes assumed the form of successively
rising plateaus. The years 1953, 1961, and 1965 stand out as major

20. Economic Planning Council, Executive Yuan, Republic of China, Taiwan
Statistical Data Book 1974, Taipei, 1974, p. 70.

21. For data used to calculate rates of agricuitural growth, see Statistical Data
Book 1974, p. 51; Joint Economic Committee, op. cit., pp. 42-43; Food and
Agricultural Organization of the United Nations, Production Yearbook 1970,
Rome: FAQ, 1970, p. 30, and 1973, pp. 27-28. Growth rates are computed on the
basis of averages for 1952-54 and 1970-72 to reduce the sensitivity of the index to
single-year fluctuations. For those used to calculate industrial growth rates, see
Statistical Data Book 1974, p. 70; JEC, op. cit., pp. 42-43; Statistical Yearbook
1960, New York: United Nations, 1961, pp. 81-82; United Nations, Statistical
Yearbook 1973, New York: United Nations, 1974, pp. 143-153.
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benchmarks of a step function. Up to 1953, agriculture’s share
remained at about 37 percent of net domestic product. Then it
settled at a lower level of about 31 percent during 1954-61.
Beginning in 1962, it fell to a still lower plateau of about 27
percent for the period 1962-65. Thereafter, it declined continu-
ously rather sharply to a low of about 16 percent by 1973. These
benchmarks generally coincided with major changes in develop-
ment policies. '

When we turn to the structure of the labor force, a similar
pattern emerges. As Table 7 shows, a structural shift from
agriculture to industry has occurred in the employment structure
as in the output structure. The share of labor force in agriculture
dropped from 52 percent in 1952 to 30 percent in 1975, while that
in industry rose significantly from 20 to 36 percent, and the share
of employment in the service sector rose moderately from 28 to 35
percent over the same period.

Table 7. Labor Force by Industrial Sectors, 1952-75

(Percent)
Year Agriculture Industry Services
1952 52.1 20.2 27.7
1955 50.3 20.9 28.8
1960 47.2 22.0 30.8
1965 44.1 23.1 32.8
1970 36.7 28.3 35.0
1975 29.9 35.5 34.6

Source: W.Y. Kuo, “A Study of Factors Contributing to Labor Absorption in
Taiwan, 1954-1971,” Conference on Population and Economic Development in
Taiwan, Taipei, Taiwan: Academia Sinica, 1976, p. 492.

Changes in Expenditure Patterns

Two broad problems concerning the pattern of expenditures
are of interest: First, how is total output distributed among
various end uses in Taiwan compared with other countries at their
present stage of development? In particular, how much of the total
output has been set aside for future growth? Second, what major
changes since 1953 have occurred in the relative share of each
category of final demand?



Table 8. Expenditures On Gross Domestic Product,
Six Economies, 1973

(Percentage of GDP in current prices)

Taiwan Japan Korea Philippines M. China* Indiat
Personal consumption 52 51 68 69 64 77
Government consumption 15 9 10 8 10 10
Gross fixed investment 26 37 24 18 23 16
Inventory change 1 3 2 2 1
Exports 49 10 32 22 3 4
Imports -43 -10 -35 -20 -5
Total 100 100 100 100 100 100

* 1970.

1t 1971. Sub-items sum up to 103 percent. Apparently there is a statistical discrepancy of -3 percent.

Source: Taiwan — Statistical Yearbook of the Republic of China, 1975, p. 190. Japan, Korea, Philippines and India —
United Nations, Yearbook of National Accounts Statistics 1974, New York: United Nations, 1975, pp. 43-45. Mainland
China — T. C. Liu and K. C. Yeh, “Chinese and Other Asian Economies: A Quantitative Evaluation,” American Economic
Review, May 1973, p. 221.
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Table 8 shows the distribution of gross domestic product for
Taiwan and five other Asian economies in 1973 in terms of six
categories of final expenditures: personal consumption, govern-
ment consumption, capital investment (gross domestic fixed
capital formation), inventory changes, exports, and imports.22 The
distinctive features of resource allocation in Taiwan are the large
share of resources devoted to growth, the substantial government
consumption, high proportion of output entering into foreign
trade, and the small share of personal consumption. In terms of
the proportion of total ocutput allocated to growth, Taiwan stands
second only to Japan, slightly above Korea and Mainland China,
and considerably higher than the Philippines and India.

Government consumption in Taiwan absorbed a much larger
share of total output than in other countries partly because of its
fairly large expenditures on education, science, and culture,?? and
presumably also because of a large defense burden. Taiwan is
trying to maintain rapid growth and a sizable defense program at
the same time, a difficult task that most other countries have been
able to avoid.

The extent of Taiwan’s participation in external trade is
highest among the six economies. About one-half of total output
was exported in 1973. Its average propensity to import is also very
high. Such high foreign trade proportions are not uncommon for
small countries.?¢ South Korea and the Philippines also have
rather high import ratios. What is unique in Taiwan’s case is its
trade surplus, about 6 percent of total GDP, whereas other
countries had either a deficit or a much smaller surplus.

Figure 4 shows the changing pattern of expenditures over the
last two decades. The most striking feature is the very rapid
increase in the share of exports from less than 10 percent in the
1950s to 44 percent of GDP in 1973-74. The rise has been
especially steep since the mid-1960s. Over the same period, the
share of imports also increased but at a less rapid rate, so that the
sizable trade deficit in the 1950s declined steadily, and finally a
surplus appeared in the early 1970s. The increase in the share of

22. For definitions of these concepts, see Statistical Yearbook 1975, pp.
370-371.

23. These expenditures accounted for 20 percent of total government current
expenditures in FY 1973. See Statistical Yearbook 1975, p. 239.

24. By size we refer to the size of land area and population. For a discussion of
the inverse relationship between size and foreign trade ratio, see Simon Kuznets,
V. Capital Formation Proportions: International Comparisons for Recent Years (in
Economic Development and Cultural Change, VIII: 4, Part II, July 1960), pp.
14-32.



Jdo uo saanjlpuadxy ¢ sundiyg

Percent

of
GDP

i

T
il

iz

Personal Consumption

50

ok

i

i
Fpaws

i

i1

1952

1964

1956

1958

1960

196

2

1964

1966

44

SANEAG SAIANLS NVISY AYVHOJWALNO))



EconoMIC GROWTH: AN OVERVIEW 33

gross fixed capital formation was no less dramatic, from about 10
percent in the 1950s to about 25 percent of GDP in the early 1970s.
The marked increase was accompanied by a substantial reduction
of the share of government consumption and a moderate decrease
in the share of personal consumption. In sum, the shift of resource
allocation clearly indicates that Taiwan in the last two decades
has transformed itself from a high consumption to a high
investment economy, and from an internally oriented to an
externally oriented economy.

The significant size of foreign trade in Taiwan’s GDP
indicates that rapid domestic growth has been intertwined with
rapid growth of external trade. Two observations in this
connection are worth noting. First, foreign trade has become
significant only since the early 1960s. As Table 9 shows, both
Taiwan’s imports and exports grew at about the same rate as
world imports and exports in 1952-61 so that Taiwan’s share of
world trade remained the same during this period. But in 1960-73,
Taiwan’s trade expanded much faster so that its share of the
world’s imports increased threefold and exports fivefold. The
ratios of goods and services traded to GDP show the same trend.

Table 9. Selected Measures of Taiwan’s Participation
In Foreign Trade, 1952~73*

(Percent)
1952 1961 1973

(1) Taiwan’s imports as percent

of world imports 0.23 0.23 0.64
(2) Taiwan’s exports as percent

of world exports 0.16 0.15 0.78
(3) Ratio of imports of goods

and services to GDP 16.0 15.7 38.0
(4) Ratio of exports of goods

and services to GDP 8.7 10.8 46.0
(5) Ratio of imports to GDP

plus imports 13.8 135 27.5
(6) Ratio of exports to GDP

plus imports 7.4 9.4 33.3
(7) Index, physical volume

of imports, 1952 prices 100 186.4 1,284.0
(8) Index, physical volume

of exports, 1952 prices 100 168.7 2,260.3

* Imports are valued cif, and exports fob. Lines (1) and (2) refer to imports and
exports of commodities only, and are based on totals in current U.S. dollars. Lines
(3) through (6) refer to imports and exports of goods and services and are based on
totals in constant 1971 NT dollars.
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Second, by 1973 the interdependence of foreign trade and
economic growth reached unprecedented proportions. About 28
percent of the total supply of resources were from abroad, and
exports absorbed one-third of Taiwan’s total resources. Conse-
quently, Taiwan’s economy is now rather sensitive to the
changing economic conditions abroad that affect its imports and
exports. In particular, the enormous size of the export-GDP ratio
means that the direct effect of export expansion on economic
growth will be substantial.? For example, in 1970-73 the high
rate of growth of exports (29.9 percent per year) compounded by a
large export-GDP ratio (29.2 percent in 1970) accounted for over
70 percent of the growth of GDP during this period.?¢ During
1973-74, mainly as a result of the oil crisis, exports declined and

(involuntary) inventory rose sharply. Consequently, GDP hardly
increased at all.

III. ECONOMIC CONSEQUENCES OF GROWTH: LEVEL
AND PATTERN OF CONSUMPTION

One of the principal goals of economic development is to
increase the economic welfare of the people. Economic welfare,
however, is hard to define. Conventional measures in terms of
national income are only rough approximations, partly because
many crucial aspects of welfare lie outside the scope of national
income measurement, and partly because the national income
estimate itself involves many intricate aggregation problems.2?
For our present purpose of a general overview, we focus on the
levels and patterns of personal consumption as indicators of

25. The rate of growth of GDP is a linear combination of the growth rates of
exports and other components of GDP, with their corresponding shares in GDP in
the base period as weights. By direct effect of exports, we refer to the rate of growth
of exports weighted by the export-GDP ratio. For further discussion, see the
following section.

26. Growth of GDP over the same period was 11.8 percent per year. For data
used, see Statistical Yearbook 1975, p. 195.

27. Theoretical and empirical issues surrounding the use of national income as
a measure of economic welfare have been the subject of an extended discussion
among economists in the past two decades. See Simon Kuznets, ‘‘National Income
and Economic Welfare,” in S. Kuznets, Economic Change, New York: Norton, 1953,
192-215; Paul A. Samuelson, “Evaluation of Real National Income,” in Kenneth J.
Arrow and Tibor Scitovsky, Readings in Welfare Economics, Homewood, Illinois:
Irwin, 1969, 402-433; Miiton Ross (ed.), The Measurement of Economic and Social
Performance, New York: National Bureau of Economic Research, 1973. Foremost
among the difficulties of using per capita income as a measure of standard of
living is that it fails to take into account the distribution of income among persons.
On this problem regarding Taiwan, see Chapter II of this volume.
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changes in the standard of living in Taiwan, bearing in mind the
many limitations of these measures.28

Earlier, we observed that the proportion of private consump-
tion in gross domestic product declined moderately in the last two
decades. The decline, however, does not signify a reduction in the
standard of living. Both per capita income and consumption have
been rising, and the decline only implies that per capita
consumption increased at a lower rate than per capita income. In
fact, a downward trend in the proportion of private consumption
in GNP is not uncommon in the experience of the developed
countries.?® The decline is generally accompanied by a rise in the
share of capital formation as was the case with Taiwan. In an
important sense, the change represents a tradeoff between current
and future consumption. Moreover, the decline in the share of
private consumption is compensated for to some extent by an
increase in the share of government services to the consumers
such as education, health, recreation, and environmental improve-
ment. For example, the share of public expenditures on education
in GNP doubled during 1952-72.30

The rise in the standard of living in Taiwan is clearly
reflected in the various indicators in Table 10. Per capita
consumption in 1973 is almost two and one-half times that in
1952. This is a significant increase by any standard. But perhaps
more impressive is the pace of change compared with the
experience of other developed countries. For example, Japan
doubled its per capita consumption between 1924-28 and 1962-64,
a 38-year period.3! It took Taiwan less than 20 years to increase its
per capita consumption more than twofold.

28. The implicit assumption here is that personal consumption is the end in
itself and not an intermediate product. As Kuznets points out, “higher consump-
tion levels may make for higher productivity of the population, either because of
beneficial physical effects or greater training, or because of inducements toward
more enthusiastic participation in productive activity.” Simon Kuznets, Quantita-
tive Aspects of the Economic Growth of Nations: VII1. Supplement to Economic
Development and Cultural Change, X:2, Part II, January 1962, p. 59. Nonetheless,
it seems fair to say that personal consumption is more a goal of, rather than a
means to, production in societies like that of Taiwan.

29. Kuznets, 1962, op. cit., pp. 20-23.

30. Statistical Yearbook 1975, p. 262.

31. Simon Kuznets, “Trends in Level and Structure of Consumption,” in L.
Klein and K. Ohkawa (eds.), Economic Growth, Homewood, Illinois: Irwin, 1968, p.
198.



36 CONTEMPORARY ASIAN STUDIES SERIES

Table 10. Selected Indicators of Consumption
In Taiwan, 1952, 1961 and 1973

1952 1961 1973
Per capita consumption in 1971 prices
(1952 = 100) 100 127 246
Per capita calorie intake per day 2,078 2,430 2,754
Percent from animal products 12 11 19
Index of food consumption per capita:
Cereals, as flour 100 120 117
Potatoes and other tubers 100 93 27
Sugar 100 100 154
Pulses, nuts and seeds 100 150 235
Meat 100 93 172
Milk 100 500 1,100
Fats and oils 100 144 289
Protein 100 122 151
Per capita consumption of industrial
products (1952 = 100) )
Steel 1002 2,329 13,480
Rubber 100 423 2,495
Energy 1000 137 327
Residential use of electricity 100 192 956
Index of per capita output (1952 = 100)
Alcoholic beverages 100 134 227
Cigarettes 100 117 130
Cotton fabrics 100 168 349
Paper 100 257 800
Cement 100 247 695

21953 as base.

21954 as base.

Source: Economic Planning Council, 1974, pp. 79-80; Statistical Yearbook
1975, pp. 2, 117, 168~169, 208-209; Economic Planning Council, 1976, p. 46.

As per capita income increased, both the quantity and quality
of the diet improved, as suggested by increases in per capita daily
calorie intake, in the proportion of calorie intake from animal
products, and in the substitution of meat, pulses, nuts, seeds, fats
and oils, and milk, for such inferior products as potatoes and other
tubers. Per capita consumption of basic industrial products (steel,
rubber, and energy) also went up sharply. No doubt, a large
proportion of these products went into other final uses such as
investment and exports. But most likely private consumption also
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rose significantly. The 856 percent increase in residential use of
electricity was primarily the result of the rapid increase in
consumer durables.

Table 10 also shows indexes of per capita output of five
industrial products related to private consumption: alcoholic
beverages, cigarettes, cotton fabrics, paper, and cement. In all
cases, the rise in the last two decades or so has been substantial.
As measures of standard of living, these indexes are less
meaningful than per capita consumption, but they do point to the
direction if not the magnitude of improvements of the people’s
consumption standards.

All the indicators show an acceleration in improvements in
the 1960s compared with the 1950s. The average rate of growth of
per capita consumption was 5.4 percent per year from 1960-62 to
1972-74, considerably higher than the average of 3.0 percent for
the period 1951-53 to 1960-62.32 The rapid growth was interrupted
in 1973-74 when per capita consumption hardly increased. But
there are indications that the upward trend resumed again in 1975
and 1976.33

Table 11. Distribution of Private Consumption
Expenditures by Types Of Goods In Taiwan, 1951-74

(Percent)

1951-53 1960-62 1972-74

Food, beverages and tobacco 66.7 59.1 47.1
Clothing and footwear 3.8 4.2 5.2
Gross rent, fuel and power,

furniture, furnishings,

household equipment, and

operations 15.8 195 21.8
Medical care and health expenses 4.4 46 5.6
Transportation and communications 1.1 0.8 3.4
Recreation and entertainment 24 29 4.8

Miscellaneous goods and services,

including education and cultural

services 58 8.9 12.0
Total private consumption 100.0 100.0 100.0

Source: Statistical Yearbook of the Republic of China 1975, 1976, pp. 208-209.

32. For data used, see Statistical Yearbook 1975, pp. 2, 208-209.

33. See Monthly Bulletin of Statistics, The Republic of China, II.7, July 1976,
pp. 15, 18.
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As per capita consumption increased, the structure of
consumption expenditures by types of goods also changed. Table
11 shows the percentage shares of types of expenditures in total
private consumption: (1) food, beverages, and tobacco; (2) clothing
and footwear; (3) gross rent, fuel and power, furniture, furnish-
ings, household equipment, and operations; (4) medical care
and health expenses; (5) transportation and communications; (6)
recreation, entertainment, education, and cultural services; (7)
miscellaneous goods and services. Two distinctive features of the
trend are evident. First, the share of food in personal consumption
declined considerably, indicating an expenditure (or income)
elasticity of less than one.?* This change conforms with the
experience of other countries and accords with Engel’s law.%
Second, the shares of all other categories increased.?® Changes in
the shares of transportation and communications, and recreation
and other services are especially marked. Although this may seem
unusual, it is by no means unique. The Japanese experience in
1952-64 shows a similar pattern.’” So does the cross-section
comparison of non-Communist countries with different levels of
per capita income. However, it should be borne in mind that the
level of per capita income is but one of many factors underlying
the structural changes in Taiwan. Other socioeconomic and
demographic changes such as urbanization, reduction in income
inequality, interregional and international diffusion of technologi-

34. One should not confuse the elasticity of consumption of a commodity group
with respect to total consumption expenditures with the elasticity of consumption
of the commodity group with respect to income. The two are different concepts. The
income elasticity of food consumption, for example, is equal to the expenditure
elasticity of food consumption multiplied by the income elasticity of total personal
consumption. In Taiwan’s case, we have observed that the average propensity to
consume has been declining, implying that it was greater than the marginal
propensity; i.e., the income elasticity of consumption is less than one. If the
expenditure elasticity of food consumption is also less than one, as in the case here,
then one can infer that the income elasticity of food consumption is also less than
one. However, where the expenditure elasticity of consumption of a commodity
exceeds one, as is the case with all categories other than food in Taiwan, one
cannot infer that income elasticity of consumption of these commodity groups is
greater or less than one.

35. See Kuznets, 1962, op. cit. Note that the empirical findings on structural
change in personal consumption based on cross-section intercountry and
intertemporal comparisons for individual countries do not always agree. The
inverse relationship between the share of food expenditures in total expenditures
and the level of per capita income is perhaps the most consistent result.

36. The original data for transportation and communications for 1961 are

apparently in error. Hence the irregular pattern.
37. Kuznets, 1968, op. cit., p. 229.
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cal change, consumption habits, and the size of households may
also be significant.3®8 Whatever the causes of the structural
change, such changes do indicate shifts from “necessities” (such
as food) to “luxuries” (such as recreation, entertainment, educa-
tion, and 2ultural services), suggesting a rise in the standard of
living.

Consumption expenditure is one important component of the
level of well-being of the people. There are other dimensions of
welfare, such as the pleasantness of living environment, working
conditions, security of income, crime rate, equity in the distribu-
tion of the tax burden and benefit, etc. A detailed examination of
these elements is beyond the scope of this paper. We shall briefly
review changes in three aspects of the quality of life: health,
education, and living conditions. Changes in these elements are
the consequences of rapid economic growth and in turn may affect
future growth.

One commonly used indicator of the general health of the
population is its life expectancy at birth. Table 12 shows that the
life expectancy of males in Taiwan increased from 56 years in
1952 to 68 years in 1974, and females from 61 to 73 years over the
same period. Closely associated with this change was the sharp
drop in the crude death rate, from 9.9 to 4.8 per thousand during
this period. How this improvement was achieved can be readily
seen from the increases in the number of medical personnel and
hospital beds per thousand population in 1952-74. Again it is
clear that the change in the last decade or so was much more
impressive than during the decade before

38. For some in-depth studies, see Yung-san Lee, “The Effect of Population
Growth on Consumption Patterns in Taiwan,” in Conference on Population and
Economic Development in Taiwan, Institute of Economics, Academia Sinica,
Taipei, 1976, pp. 487-526, and references therein.
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Table 12. Selected Indicators of Social
Development in Taiwan, 1952-1974

1952 1961 1974

Medical care and health

Medical personnel per 10,000 population 145 16.4 33.8
Physicians 6.3 6.6 9.3
Nurses, including midwives 3.5 5.2 15.5
Others? 4.7 46 9.0

Hospital beds per 10,000 population 2.9 3.9 6.3

Life expectancy at birth: Male (no. of years) 56.5 623 67.9

Life expectancy at birth: Female (no. of years) 60.7 67.7 72.8

Crude death rate (no. per 1,000) 9.9 6.7 4.8

Infant mortality rate (no. per 1,000) 372 327 14.1

Crude birth rate (no. per 1,000) 46.6 38.3 23.4

Education

Enrollment rate, primary education (age 6-11)® 84.0 96.0 98.5

Secondary education (age 12-17)
Male 179 339 69.8
Female 72 16.6 56.8
Higher education (age 18-24)
Male 1.5 4.0 11.8
Female 0.2 0.9 7.1
Public expenditures on education as % of GNP 1.7 2.4 3.0
Living conditions

Percent of urban population in total 476 50.9 63.4

Percent of households using electricity 354 60.8 97.3

Percent of households using piped water 28.8 30.8 46.1

Radio receivers per 1,000 population — 878 88.8

TV sets per 1,000 population — 1.44 60.1

Telephone sets per 1,000 population 4.2 9.8 57.0

Automobiles per 1,000 population 1.1 2.2 15.3

2 Includes herb physicians, dentists, assistant dentists, pharmacists, and
assistant pharmacists.

b Ratio of number of students to the corresponding school-age population.

¢ 1962.

4.1963.

Source: Economic Planning Council, Social Welfare Indicators, Republic of

China 1975, Taipei, 1976; Statistical Yearbook of the Republic of China, 1975,
Taipei, 1976.

Meanwhile, the crude birth rate also declined sharply, from
46.6 per thousand in 1952 to 23.4 per thousand in 1974. Taiwan
began its development process in the early 1950s with substantial
population pressure. The rapid reduction in the mortality rate
would have intensified the pressure had not the birth rate fallen
even more sharply. As it was, the natural rate of increase in
population fell from 3.6 percent in 1952 to 1.9 percent in 1974.
From a longer perspective, the almost simultaneous improvement
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in health conditions and reduction of the crude birth rate within a
short period is one of Taiwan’s most important achievements as
well as one of the most significant development lessons Taiwan
could offer to other countries.?®

Development planners have rightly placed great emphasis on
education as an investment in human capital. Nonetheless, this in
no way diminishes the importance of intellectual enlightenment
as a development objective in itself. But whether education is to be
an end or means to economic growth, its tremendous development
in Taiwan is unmistakable. By 1974, over 98 percent of the
population aged 6-11 years are enrolled in primary schools. The
enrollment rates for the population in age groups of 12-17 and
18-24 have also risen severaifold. In particular, the rather sharp
rise in secondary school students has been due to the extension of
free schooling for ages six to nine since the late 1960s. This is
reflected in part in the rise of the share of public expenditures on
education in total GNP. As noted earlier, GNP has grown very
fast in the last two decades, but public expenditures expanded
even faster so that its share increased from 1.7 percent in 1952 to 3
percent in 1974.

Seven indicators of the changing living conditions are
summarized in Table 12. The proportion of total households using
electricity and piped water rose sharply. By 1974 about 97 percent
of the households were using electricity. The percentage is
substantially higher than the percentage of total population in
urban areas, indicating that rural electrification is highly
developed. The numbers of major consumer durables (television,
telephones, and automobiles) per thousand population increased
dramatically, especially since 1961, but the number of radios
remained unchanged. In sum, all the indicators suggest substan-
tial improvements in the standard of living in the last two decades
or so. This is not to say that there have been no disamenities
resulting from economic growth. Indeed there are clearly discerni-
ble negative aspects, such as the pollution of air and water in
Taipei, traffic overcrowding in the cities, and erosion of tradi-
tional cultural values, all directly or indirectly associated with
rapid industrialization. Still, it is difficult to accept the conclusion
that such undesirable developments have outweighed the tre-
mendous positive achievements.

39. The problem is actually more complicated than it appears. See T. Paul
Schultz, Evaluation of Population Policies: A Framework for Analysis and Its
Application to Taiwan’s Family Planning Program, Santa Monica: The Rand
Corporation, R-643-AID, June 1971.



Table 13. Selected Indicators of Personal Consumption,
Six Asian Economies, 1973

Mainland
Taiwan Japan S. Korea  Philippines China India
(1) Per capita income, U.S.$ 601 3,838 374 262 221 128
(2) Percent of total consumption
Food, beverages, and tobacco 471 32.4 54.6 59.3 — 61.2
Clothing and footwear 5.4 9.4 12.0 5.9 - 7.8
Gross rent, fuel and power 178 14.8 8.0 10.6 — 8.6
Furniture, furnishings and household
equipment 4.5 10.4 35 5.8 — 3.9
Miscellaneous goods and services 25.2 33.0 21.9 184 — 18.5
Total private consumption 100.0 100.0 100.0 100.0 — 100.0
(3) Nutrition
Calories per capita per day 2,620 2,510 2,520 1,940 2,170 2,070
Protein, grams per capita per day 70 79 68 47 60 52
(4) Education**
Public expenditures per capita, U.S.$ 23 166 10 7 9 2
School-age population per teacher 53 30 76 47 47 58
School-age population in school, 66 70 65 67 63 39
Literacy rate 85 929 88 72 95 34
(5) Health
Public expenditures per capita, U.S.$ 17 130 1 1 2 1
Population per physician 2,967 864 1,983 1,490 8,142 4,399
Population per hospital bed 1,064 97 1,723 776 1,000 1,980
Infant mortality, no. per 1,000 18 12 60 78 55 139
Life expectancy at birth 69 73 61 58 62 50
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(6) Other indicators
Sugar consumption per capita, kgt
Newsprint consumption per capita, kgt
Energy consumption per capita, kgt
Steel consumption per capita, kgt
Radios per 1,000 population
Television sets per 1,000 population
Telephones per 1,000 populationt
Passenger cars per 1,000 populationt

19.6
2.0
1,427
151
94
58

48
6.0

30.4
20.2
3,839
691
6581t
229
35.6
144.0

6.5 20.5
438 1.5
961 309
124 29
1271 47

36 11
3.5 1.1
2.3 8.7

4.8
0.9
460

16*
0.4*

6.5
0.3
201
14
24
0.3
0.3
1.2

— Not available.
T 1974.
7t 1972.
* 1970.

** School-age refers to ages 5-19. Literacy rate refers to percent of adult population (over 15) able either to read or

write.

Source: Ruth Leger Sivard, World Military and Social Expenditures 1976, Arms Control Association, 1976, pp.
26~27: Statistical Yearbook of the Republic of China 1975, pp. 2, 117, 153, 166-168, 209, 280; United Nations, Yearbook of
National Accounts Statistics 1975, New York: United Nations, 1976, Vol. I, pp. 627-628, 782, 834-835, Vol. I, pp. 323~ 324;
United Nations, Demographic Yearbook 1965, New York: United Nations, 1966, p. 135, United Nations, Demographic
Yearbook 1974, New York: United Nations, 1975, p. 129; United Nations, Statistical Yearbook 1975, New York: United
Nations, 1976, pp. 70, 380, 493-494, 582, 587, 593-594, 605, 901; China: Energy Balance Projections, Washington, D.C.:

Central Intelligence Agency, 1975, p. 33.
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Table 13 compares a number of socioeconomic indicators for
six economies in 1973 to show how Taiwan stands among these
countries. Direct comparison of per capita consumption in terms
of a common currency unit is not possible for lack of statistical
data. As an approximation, we compare the per capita GDP in
U.S. dollars. These figures are subject to serious limitations in
comparability, and the share of personal consumption in GDP
varies widely among countries. Nonetheless, the differences
shown in Table 13 are so wide that clearly Taiwan’s per capita
consumption in 1973 was above all these countries except Japan.
A comparison of the structure of consumption corroborates this
finding. In general, the larger the shares of such “luxuries” as
household equipment and miscellaneous goods and services, or
conversely, the lower the shares of “necessities” such as food,
clothing, and rent, the higher the standard of living. As Table 13
shows, the share of “luxuries” in total consumption in Taiwan
(29.7 percent) is lower than Japan’s but higher than those of the
three other economies.

A comparison of the daily calorie intake per capita indicates
that the people in Taiwan enjoy a larger supply of calories. To
some extent, the number of calories depends partly on climatic
conditions. A better indicator of the standard of living is the per
capita consumption of protein in the diet. Here, again, Taiwan is
second only to Japan in terms of protein consumption.

In education and health, Taiwan’s public expenditures on
education on a per capita basis are much less than Japan’s, but
several times larger than the other countries’. Its enrollment
rate and literacy rate are about the same as all others except
India. The relative sizes of population per physician or hospital
bed rank about the middle among the six economies. However, its
infant mortality rate is distinctly lower, and its life expectancy at
birth distinctly higher than all others except Japan.

Various other indicators also convey the impression that the
standard of living in Taiwan is quite high relative to that in other
countries. Its per capita consumption or possession of eight major
industrial products ranks second or third. In particular, the
number of television sets, radios, telephone, and passenger cars
per capita is very much higher than in most other countries.

IV. SOURCES OF GROWTH

The preceding sections describe the various dimensions and
consequences of growth. We turn to the question: How did the
Taiwan economy grow so fast? Longrun growth of output is
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possible only if there is a sustained increase both in the productive
capacity of the economy and in aggregate demand. The first
question 1is, therefore: What are the sources of growth on the
supply side?

Changes in Output per Worker and Employment

As a first approximation, the growth of GNP can be
separated into two parts: the rates of growth in the size of the
labor force and output per worker. Table 14 shows two interesting
features in the rates of growth of these two elements in 1952-73
and in the two subperiods. First, for the period as a whole, growth
of output per worker contributed a larger share to growth of GNP
than increase in employment, a characteristic common to
economies undergoing rapid economic expansion. Second, the
pattern of change in the subperiods shows that the growth rate for
employment rose markedly, whereas that of output per worker
remained the same in the 1960s as compared with the 1950s. As a
result, increase in output per worker accounted for about three-
fourths of the growth in GNP during 1952-60, but it declined to
about one-half in 1961-73.

Table 14. Rates of Growth of GNP, Employment,
and Output Per Worker in Taiwan, 1952-73

(Percent per year)

1952-60 1960-73 1952-73
GNP 6.9 9.7 8.6
Employment 1.6 4.7 3.5
Output per worker 53 5.0 5.1
Qutput per worker as
share of total 76.8 51.5 59.3

Source: Statistical Yearbook 1975.

The growth of employment at 3.5 percent per year over two
decades is impressive. Its significance, however, lies in the extent
to which human resources in Taiwan have been fully and
economically utilized.® Some insight into the question can be

40. For excellent studies of various aspects of this problem see Cheng Li (ed.),
Taiwan jen-li tzu-yuan lun-wen-chi (Studies in Human Resources in Taiwan)
Taipei: Lien-ching Publishing Ceo., 1975; and Conference on Population and
Economic Development in Taiwan, Taipei: Institute of Economics, Academia
Sinica, 1976.
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gained by relating employment to population and labor supply as
shown in Table 15. Three points suggested by the data are of
interest. First, the proportion of population participating in
production had hardly changed between 1953 and 1974. The rapid
increase in employment was matched by an equally rapid increase
in total population.,

Table 15. Labor Supply and Employment in
Taiwan, 1953, 1960, and 1974

1953 1960 1974
(1) Total population (1,000) 8,283 10,612 15,708
(2) Population, aged 15 and over (1,000) 4,759 5,822 9,957
a. Not in labor force 1,677 2,339 4,321
b. Labor supply 3,082 3,483 5,636
(3) Employment (1,000} 2,888 3,270 5,486
(4) Unemployed (1,000) 194 213 150
(5) Labor participation rate 34.9 30.8 34.9
(6) Percent of population aged 15 and
over 57.5 54.9 634
(7) Ratio of labor supply to population,
aged 15 and over 64.7 59.8 56.6
(8) Employment rate 93.7 93.9 97.3
(9) Unemployment rate 6.3 6.1 2.7

Source: (1) and (2)—Statistical Yearbook 1975, pp. 14-15, 20. Totals refer to
midyear population calculated by taking an average of those in beginning and end
of year.

(2)a = (2) minus (2)b.

(2)b = sum of (3) and (4).

(3) and (4) — W. Y. Kuo, “A Study of Factors Contributing to Labor Absorption
in Taiwan, 1954-1971,” Conference on Population, pp. 485, 494.

®) = (3)/(1).

(6) = (2)/(1).

(7) = (2)b/(2).

(8) = (3)/(2)b.

(9) = (4)/(2)b.

Second, the rate of increase of total population was especially
high in the early 1950s so that the number of new entrants into
the labor supply in the late 1960s and early 1970s was quite large,
raising the proportion of those aged 15 and over from 58 percent in
1953 to 63 percent in 1974. In short, potential labor supply
actually increased faster than population or employment.4!
However, the economic life of the people of Taiwan is such that
not all those in this age group would seek employment. In fact, the

41, Strictly speaking, potential labor supply should be defined as the total
population in the age group 15 and over, less the number of those disabled. The
latter is believed to be small relative to total population.
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proportion of those that could have been but are not gainfully
employed has increased, partly because of a sharp rise in student
enrollment in the secondary level or above, and partly because of
an increase in life expectancy and per capita income. Thus, if we
define labor supply as those aged 15 and over, excluding those
unable or unwilling to work and those not otherwise occupied
(such as students and housewives), total effective labor supply as
a percentage of those in the age group 15 and over declined from
65 percent in 1953 to 57 percent in 1974.

Third, the rate of employment, defined as the ratio of those
gainfully employed to effective labor supply increased perceptibly
from 93.7 percent in 1953 to 97.3 percent in 1974. Correspondingly,
the unemployment rate was cut in half from about 6 percent in
1953 to 3 percent in 1974. It probably went up in 1975 somewhat
under the effects of the world recession.

Growth of employment is but one of several dimensions of the
problem of labor’s contribution to growth of output. Possible
changes in man-hours worked, in the quality of labor, and in
interindustry shifts in the employment structure are also perti-
nent. The limited information on hours of work suggests little
change over the years.‘? This means that employment changes
are fair approximations to changes in labor input. No information
on the changing quality of labor is available, but there can be
little doubt that the tremendous achievements in Taiwan’s
educational effort noted in the preceding section has greatly
enhanced the contribution of Taiwan’s labor force to economic
growth.

On the question of structural shifts in employment, it can be
shown that, ex post, changes in output per worker for the economy
as a whole reflected relative changes in sectoral output per worker
and in the sectoral shares of employment.43 Table 16 presents

42. Statistical Yearbook 1975, p. 45.

43. Let O and O’ represent total output in the current and base periods; N and

N’, total employment in the current and base periods; and Oi and Ni, output and
employment in sector i. Then,

O/N 0;/N; NN | 22]
O/N" o;/N;) \npN' )] 0O

The item on the left-hand side refers to changes in overall output per worker. The
three items on the right hand side represent changes in the average output per
worker in sector i, relative changes in sector i’s employment share, and the cutput
share of sector i in the base period.
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estimates of output and employment structure and output per
worker by the three broad sectors: agriculture, industry, and
services in 1952, 1962, and 1972. As may be expected, output per
worker in agriculture is lower than those in industry or services,
and the gap has been increasing. A comparison of the relative
output per worker in the industry and service sectors in the last
two decades indicates that the ratio of the former to the latter has
been increasing. The trend is consistent with the findings based
on cross-country studies that the ratio is positively correlated to
total product per worker.**

Table 16. Output and Employment Structures and
Output Per Worker in Taiwan, 1952, 1962, and 1972

1952 1962 1972

Shares in NDP, current prices (%)

Agriculture 35.7 29.0 16.7

Industry 17.9 25.7 353

Services 46.4 45.3 48.0
Shares in labor force (%)

Agriculture 52.1 459 33.0

Industry 20.2 22.5 32.1

Services 27.7 31.6 34.9
Product per worker (1000 NT/worker)

Total 5.1 18.0 46.1

Agriculture 3.5 11.4 23.4

Industry 4.5 20.6 50.7

Services 8.6 25.8 63.5
Index of output per worker (%)

Total 100.00 352.9 903.9

Agriculture 100.00 325.7 668.6

Industry 100.00 4578 1,126.7

Services 100.00 300.0 738.4

Source: Economic Planning Council, 1974, pp. 27-28; Kuo, 1976, pp. 492 pp.
492, 494,

Capital Formation

It has been observed that the rise in output per worker has
been responsible for a considerably larger share of the growth in
GDP than has the rise in the size of the labor force in the two

44. Simon Kuznets, Quantitative Aspects of the Economic Growth of Nations.

II. Industrial Distribution of National Product and Labor Force, in Economic
Development and Cultural Change, V:4, Part II, July 1957, p. 41.
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decades since 1952 (Table 14). Changes in the output per worker,
however, are the combined result of many factors other than those
associated with labor, such as changes in the stock of capital per
worker, new technology, scale of production, efficiency in
management, and so on. Among these factors, capital investment
is perhaps one of the most important.4> This is primarily because
the formation of physical capital is a necessary if not sufficient
condition for an increase in productive capacity, and because
growth in any economy must depend on its own capability to
generate and sustain fairly high rates of capital formation. To
evaluate the performance of the Taiwan economy in this
particular respect, we focus on three issues: (1) the level, structure,
and trend of capital formation proportions, to indicate the
changing volume of output set aside for investment; (2) the
financing of capital formation, to trace the sources of funds that
make capital formation possible; and (3) the relation between
investment and economic growth, to indicate roughly how
effectively investment is being used to increase output.

Table 17 shows the gross domestic capital proportions in
1952-74 in constant 1971 prices. Three observations based on this
table are worth noting. First, the proportion of capital formation
rose significantly during 1952-74, from an average about 12
percent in the 1950s to about 27 percent in the early 1970s. Over
the entire period, it accounted for about 18 percent of total output.
Second, the rising trend shows sharp upturns around 1960 and
1965. Before 1960, the rate of capital formation averaged less than
12 percent. It rose to 16 percent in 1961-65, followed by an even
larger increase to 25 percent after 1965. Third, the increase in the
rate of capital formation was almost entirely due to the rise in the
rate of fixed capital formation. The proportion of inventory
change in total output varies from year to year but remains more
or less constant at about 3 percent over the long run.® The
overwhelmingly large share of fixed capital formation is signifi-
cant because fixed capital formation generally contributes more to
increasing productive capacity than increases in stocks.

45, The role of investment in economic growth has been a controversial issue
in the economic literature of the 1950s and 1960s. But despite the controversy, no
development economist goes so far as to deny the importance of capital. See Gerald
M. Meier, Leading Issues in Economic Development, Second edition, London:
Oxford University Press, 1970, pp. 165-185.

46. The exceptionally high percentage in 1974 was probably due in part to the

accelerated purchase of raw materials in the face of world inflation following the
oil crisis, and in part to involuntary inventery accumulation.
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Table 17. Percentage of Gross Capital Formation
in Gross Domestic Product, 1952-74*

(Percent)
Gross Gross Fixed
Capital Capital Increase
Formation Formation in Stocks
1952 12.0 9.1 29
1953 12.5 10.8 1.7
1954 12.7 10.7 1.7
1955 99 8.6 1.3
1956 11.0 9.3 1.7
1957 10.3 8.5 1.8
1958 11.7 9.9 1.7
1959 12.8 11.1 1.7
1960 14.7 12.0 2.9
1961 15.4 12.7 2.7
1962 15.5 12.5 3.0
1963 15.3 135 1.8
1964 16.4 12.8 36
1965 19.1 14.2 4.9
1966 19.8 16.4 3.4
1967 22.4 18.6 3.8
1968 24.4 20.5 3.9
1969 23.5 20.8 2.9
1970 25.7 21.7 4.0
1971 25.8 22.9 2.9
1972 23.4 24.1 -0.7
1973 249 23.7 1.2
1974 34.0 25.9 8.1
Average
1952-60 11.9 10.0 1.9
1961-65 16.3 13.1 3.2
1966-74 249 21.6 3.3
1952-74 18.0 15.2 2.7

* Based on totals in constant 1971 prices.
Source: Statistical Yearbook 1975, pp. 194-195.
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Table 18. Capital Formation Proportions, Six Asian
Economies, 1952, 1961, and 19722

1952 1961 1972

Gross capital formation (%)

Taiwan 15 20 23
Japan 26 35 36
South Korea 16 14 22
Philippines 12 19 19
Mainland China — — —
Indiac 10 15 15
Gross fixed capital formation (%)
Taiwan 11 16 24
Japan 20 33 34
South Korea 7b 12 20
Philippines 11 17 17
Mainland China 10 — 244
Indiac 10 15 15
Increase in stocks (%)
Taiwan 4 4 -1
Japan 6 2 2
South Korea gb 2 1
Philippines 1 2 1
Mainland China — — —
India — — 1

= Based on totals in current prices except those for Mainland China.
b 1953.
¢ Fiscal year beginning 1 April, 1952, 1961, and 1970 respectively.
4 1970 and 1957 prices.
— Nil or not available.
Source: United Nations, Yearbook of National Accounts Statistics 1969,
Vol. II, 1970, pp. 46-47; 1973, 1975, pp. 42-44; ECAFE, Economic Survey of Asia
and the Far East 1957, p. 216; Statistical Yearbook 1975, pp. 194-195; Field, 1976.

Compared with those of five selected Asian countries shown
in Table 18, Taiwan’s capital formation proportion in 1972 is
second only to that of Japan, and substantially above those of the
Philippines and India. Even more impressive is the rapidity with
which the current high capital formation was attained. While all
the developing countries experienced a rise in capital formation
during this period, none experienced an increase as large as that
of Taiwan.

Capital formation can be financed by domestic savings or
capital flows from abroad. Foreign capital inflows are important
both as additional resources to fill the savings or foreign
exchange gaps and as carriers of new technology. But in the long
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run, economic growth can be sustained only if internal financing
becomes an inherent part of the growth process. Table 19 shows
the proportions of the two different sources of capital formation in
Taiwan in 1952-72: gross domestic savings (which include
provision for capital consumption and private and public savings)
and capital inflows (which include U.S. aid, foreign capital, and
loans). Up to 1962, Taiwan depended heavily on external sources.
During this period U.S. aid, foreign capital, and loans accounted
for over one-third of domestic capital formation. But after 1962,
there was a sharp drop in the percentage of external financing.
The dramatic shift reflects the increasing capability of the
economy to generate domestic savings. By comparison, there had
been no discernible downward trend in the degree of reliance on
foreign financing in Korea or the Philippines over more or less the
same period, although proportions of foreign financing in the
early stages in these countries were lower than in Taiwan.4” About
the only other developing country in the group that has become
much more independent of external financing since the early
1960s is Communist China. However, the method of mobilizing
domestic savings is very much different in the two regions.

47. See United Nations, Yearbook of National Accounts Statistics 1969, New
York: United Nations, 1970, pp. 201-202.
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Table 19. Sources of Gross Capital Formation, 1952-72*
(Percent)

Gross Domestic Savings

Provision
for Capital Net National Savings U.S. Aid, Foreign
Total Consumption Total Private Capital, and Loans
1952 58.1 31.3 26.8 27.7 40.0
1953 60.6 33.0 27.6 26.6 36.9
1954 49.7 31.2 18.5 21.6 52.5
1955 65.6 376 28.0 255 32.5
1956 58.0 33.2 24.8 25.1 42.9
1957 63.4 36.9 26.5 23.5 33.2
1958 54.1 33.2 20.9 18.3 44.2
1959 51.2 33.2 18.0 16.3 45.8
1960 59.9 321 27.8 23.2 373
1961 64.8 314 33.4 329 35.6
1962 68.4 33.1 35.3 34.8 34.5
1963 93.6 35.2 58.4 49.9 4.0
1964 99.8 32.7 67.1 52.1 -1.2
1965 84.9 27.0 57.9 424 154
1966 93.2 26.8 66.4 52.1 4.5
1967 89.5 24.4 65.1 494 79
1968 88.5 23.9 64.6 43.4 115
1969 94.8 24.4 70.4 42.3 4.1
1970 97.8 24.2 73.6 51.1 0.8
1971 108.9 25.8 83.1 62.9 -938
1972 127.5 27.6 99.9 69.2 -27.5

* Gross domestic savings and capital inflows do not sum up to 100 percent
because of statistical discrepancies.
Source: Economic Planning Council, Taiwan Statistical Data Book 1974, p.
41.

As Table 19 shows, the rise in the share of domestic savings
in Taiwan was due primarily to the increase in net national
savings. While provision for capital consumption declined
slightly, net national savings rose from 25 percent of total
domestic capital formation in the 1950s to about 85 percent in the
early 1970s. The latter, in turn, was the result of the rising trends
in both private and public savings. By contrast, savings in
Communist China consist almost entirely of public savings. In
Taiwan, the decision to save or consume remains largely with the
individuals or private businessmen. In Communist China, the
state determines how much to save.
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The incremental output-capital ratio (i.e., the ratio of increase
in output to investment) has often been used to show what
additions to output could be obtained from one unit of investment.
Other things being equal, the higher the ratio the larger the
“returns” to a given amount of investment. The concept has many
limitations and its measurement is usually beset with numerous
difficulties.*8 For this reason, measures of total factor productivity
are often used instead. Nonetheless, under certain not too
unrealistic assumptions, the ratio can be useful as a device to
separate the two elements underlying the rate of growth of output:
the rate of savings and the incremental output-capital ratio.*?
This has been done by others for various countries.® It is
interesting to compare Taiwan’s experience with some of the
findings for other countries summarized in Table 20.

48. See Otto Eckstein, “Capital Theory and Some Theoretical Problems in
Development Planning,” American Economic Review, May 1961, 92-101; Maurice
Allais, “The Influence of the Capital-Output Ratioc on Real National Income,”
Econometrice, 30 1962, 700-728; A. A. Walters, “Incremental Capital-Output
Ratios,” Economic Journal, December 1966, 818~822; G. Myrdal, Asia Drama, New
York: Twentieth Century Fund, 1968; Hagen, op. cit.. Harvey Liebenstein,
“Incremental Capital-Output Ratios and Growth Rates in the Short Run,” Review
of Economics and Statistics, February 1966, 20-27; Kazuo Sato, “International
Variations in the Incremental Capital-Output Ratios,” Economic Development and
Cultural Change, July 1971, 621-640; J. Vanek and A. H. Studenmund, “Toward a
Better Understanding of the Incremental Capital-Output Ratio,” Quarterly Journal
of Economics, August 1968, 435-451.

49. These assumptions are that new technology is generally embodied in new
capital; the rate of utilization of existing equipment remains more or less constant,
the supply of factors other than capital is fairly elastic; and appropriate time lags
have been allowed for.

50. Kuznets, 1960, op. cit.; Simon Kuznets, V1. Long Term Trends in Capital
Formation, in Economic Development and Cultural Change, IX:4, part 11, July
1961; Liebenstein, op. cit.; Sato, op. cit.; United Nations, Statistical Yearbook 1960,
New York: United Nations, 1960.




Table 20. Rates of Growth of Output, Investment,
and Incremental OQutput-Capital Ratios,
Selected Countries, 1950s and 1960s

Rate of growth Rate of
of GNP investment Incremental

Country Period (%/year) (%) output-capital ratio
(1) 18 countries 1951-57 4.6 155 0.30
(2) 10 countriest 1950-58 4.7 14.2 0.33
(3) Taiwan 1952-58 7.1 11.4 0.62

1960-72 9.5 20.1 0.47
(4) Japan 1960-72 10.6 36.7 0.29
(56) S. Korea 1960-72 9.2 20.2 0.45
(6) Philippines 1960-72 5.3 20.2 0.26
(7) India 1960-70 34 16.6 0.20
(8) Communist Chinat 1961-70 42 21.5 0.20

T Gross fixed capital formation only.
Source: (1) Kuznets, 1960, pp. 50-51. See pp. 78-79 for countries in the group. (2} Kuznets, 1961, p. 16. (3) Statistical
Yearbook 1975, pp. 194-195; (5) through (7) United Nations, 1975, pp. 42-44, 101, 114. (8) Liu and Yeh, 1973, pp. 218-221.
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The comparison brings out several notable features in
Taiwan’s development experience. First, the ratio for Taiwan is
distinctly higher than the average for developing countries in the
1950s and for the other selected countries in the 1960s. In short,
during these periods investments were rather “productive” in the
sense that increase in output per unit of investment was much
larger than in other countries.

Second, in the 1950s, the rate of growth of output in Taiwan
was higher than the average for developing countries, not because
the rate of investment was higher but because its incremental
output-capital ratio was higher. Similarly, Taiwan’s rate of
growth of GNP was higher than those of the Philippines, India,
and Communist China in the 1960s for the same reason.

Table 21. Sectoral Distribution of Gross Fixed
Capital Formation in Taiwan, 1952-74*

(Percent)

1952 1960 1970 1974
Agriculture 20.5 15.0 75 6.8
Industry! 21.5 259 379 38.4
Utilities 7.1 10.9 94 16.7
Transportation 10.3 14.9 145 8.8
Housing 1.7 20 1.2 0.8
Others? 38.9 31.3 29.6 28.5
Total 100.0 100.0 100.0 100.0

! Includes mining, manufacturing, and construction.
2 Includes trade, education, military construction, and other services.
* Based on totals in current prices.

Source: Statistical Yearbook 1975, pp. 210-212.

Third, the incremental output—capital ratio for Taiwan during
the two subperiods declines, suggesting that a higher rate of
growth of output was obtained only from much more capital. The
declining trend could have been due partly to a shift of investment
from sectors with higher ratios (such as manufacturing) to those
with lower ratios (such as utilities and transportation), and partly
to changes to technology that requires more capital per unit of
output.®! But the sectoral distribution of gross fixed investment
shown in Table 21 indicates that such shifts are likely to have
rather small effects. Industry’s share of investment did rise
markedly from 1952-70 and remained at a high level between

51. Changes in relative prices could also have been a factor.
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1970 and 1974. However, the increase was largely offset by the
decline in the share of agricultural investment, so that if we take
investment in agriculture and industry together, their combined
share hardly increased in 1952-74.52 Similarly, aggregate invest-
ment in the sectors with low output-capital ratios such as
transportation and housing also remained virtually unchanged,
from 27.8 percent in 1960 to 26.3 percent in 1974, the sharp rise in
the share for utilities during 1970-74 being offset by a decline in
the shares of transportation and housing. The presumption is
quite strong that structural or technological changes within a
sector favoring lower incremental output-capital ratios have
taken place. Little is known about technological changes asso-
ciated with the new investment. There are, however, some
indications that within the industry sector more investment
apparently has been allocated to “heavy” industries in recent
years. This is suggested by the rather drastic change in the output
structure in the last decade or so. Gross value added in the
manufacture of food, beverages, and tobacco as a percentage of
value added in manufacturing as a whole declined from 45 percent
in 1960 to 19 percent in 1974.53 By contrast, the share of
chemicals, and chemical, petroleum, coal, rubber, and plastic
products increased from 10 percent in 1960 to 23 percent in 1974;
and that of fabricated metal products, machinery, and equipment
from 8 to 24 percent over the same period. To the extent the
change in output structure implies a corresponding shift in
investment allocation and that investment in the “heavy”
industries requires larger doses of capital per unit of output, a
good part of the decline in the aggregate incremental output-capi-
tal ratio could be traced to structural shifts within the industry
sector. Whatever the cause for the decline, if the trend should
continue, the need for further rise in the savings ratio would be
great, as more and more investment would be required to
compensate for the decline in the incremental output-capital ratio
in order to maintain a high rate of growth.5

Growth in Total Factor Productivity

Thus far we have been concerned with growth of employment
and capital stock as two major sources of growth. Other factors,
such as improvement in skills, technology, organization, and

52. Note that investment in agriculture includes mostly equipment purchase
for agricultural production. Investment in water works and the like is included in
“others” as part of investment by producers of government services.

53. Statistical Yearbook 1975, pp. 206-207.

54. An incisive analysis of this problem was made by Ta-chung Liu in an
unpublished study.
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scale, also contribute to growth of output. How significant these
other factors were, relative to capital stock and employment, can
be roughly measured by a combined capital and labor input
approach.5®* Table 22 summarizes estimates of the sources of
growth of output, attributable to growth of labor, capital and
“total productivity” in Taiwan, Japan, the Philippines, India,
Communist China, and the Soviet Union. The comparison brings
out several interesting features in Taiwan’s development process.
The first is the relative importance of increases in total
productivity compared with growth of labor and capital inputs. It
accounted for over one-half of the growth of total output in the last
two decades, far more significant than increases in capital or
labor.56

55. The rate of growth of these other factors, generally referred to as total
factor productivity or technical progress, is defined as that portion of growth of
total output not attributable to increases in labor and capital input. We use here a
simple method developed by Solow that measures technical progress as the
residual obtained by deducting the logarithmic aggregation of the rates of growth
in labor and capital from the rate of growth of total output. The weights used in
combining the labor and capital inputs represent the relative factor shares in total
output and are assumed to add up to one. This simple device is subject to a number
of criticisms. Conceptually, its weakness lies in the restrictive properties of the
underlying Cobb-Douglas production function. Implicitly, the approach assumes
neutral technical progress, technical progress being independent of increases in
factor inputs, and constant unitary elasticity of substitution between factors
(whatever the factor intensity). Statistically, as the residual, the measure not only
includes increases in total productivity but also contains the measurement errors
in the capital and labor series. Moreover, both capital and labor are highly
heterogeneous with respect to levels of skill and age. The meaning of the aggregate
series is thus imprecise. Because of these limitations, many attempts at refinement
have been made. (For a comprehensive survey of these studies, see M. Ishaq
Nadiri, “Some Approaches to the Theory and Measurement of Total Factor
Productivity: A Survey,” Journal of Economic Literature, December 1970,
1137-1177; and C. Kennedy and A. P. Thirlwall, “Surveys in Applied Economics:
Technical Progress,” Economic Journal, March 1972, 11-72) However, these
various more sophisticated approaches are not without shortcomings. For example,
the more general constant elasticity of substitution production function (of which
the Cobb-Douglas is a special case} has specification errors that only production
functions with variable elasticity of substitution could avoid. (See the discussion in
George H. Hilderbrand and Ta-chung Liu, Manufecturing Production Functions in
the United States, 1957, Ithaca, New York: New York State School of Industrial
and Labor Relations, Cornell University, 1965.) For our present purpose of a
limited inquiry, the simple Solow approach, though far from ideal, is adequate.

56. Although the weights used to combine labor and capital ouiputs are
arbitrarily assigned, estimates of productivity increase using alternative sets of
weights are not very sensitive to the choice of weights. The same findings are also
true of the estimates for the Philippines. See Jeffrey G. Williamson, “Dimensions of
Postwar Philippine Economic Progress,” Quarterly Journal of Economics,
February 1969, p. 96.




Table 22. Sources of Growth of Real National Income, Selected Countries
(Percent per year)

Sources of growth

Growth of
national Labor Capital Increase in
Country Period product input input productivity
Taiwan 1952-73 8.61 1.79 2.37 4.45
1952-61 6.86 1.04 1.12 4.70
1961-73 9.94 2.36 3.34 424
Japan 1953-71 8.77 185 2.10 4.82
1953-61 8.13 1.91 1.62 4.60
1961-71 9.29 1.78 2.57 4.94
Philippines 1947-65 5.75 2.24 1.01 2.50
India 1950-60 448 1.86 1.55 1.06
Communist China 1952-57 6.00 1.05 1.95 2.90
Soviet Union 1950-58 6.40 1.08 3.60 1.72
1958-67 5.30 1.02 3.60 0.68

Sources: (1) Taiwan -~ GDP in 1971 prices, Statistical Yearbook 1975, pp. 194-195; employment, W.Y. Kuo, 1976, p.
494; capital stock data provided by Professor W.Y. Kuo. The weights are assumed to be 0.6 and 0.4 for labor and capital
inputs respectively. (2) Japan — Edward F. Denison and William K. Chung, “Economic Growth and Its Sources,” in Hugh
Patrick and Henry Rosovsky (eds.), Asia’s New Giant, Washington, D.C.: Brookings Institution, 1975, p. 94. (3) Communist
China — T.C. Liu, “The Tempo of Economic Development of the Chinese Mainland, 1949~65," An Economic Profile of
Mainland China, Washington, D.C.: U.S. Government Printing Office, 1967, pp. 62-63. (4) Philippines and India — M.
Ishag Nadiri, “International Studies of Factor Inputs and Total Factor Productivity: A Brief Survey,” Review of Income
and Wealth, June 1972, p, 136. (5) Soviet Union — Abram Bergson, “Towards a New Growth Model,” Problems of
Communism, March-April, 1973, p. 3.
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Second, in both absolute and relative terms, productivity
increases in Taiwan during the 1950s was greater than in all the
other countries, including Japan. During this period, Taiwan’s
growth of total output was only moderately higher than those of
the Philippines, Communist China, and the Soviet Union. Yet its
productivity increase was far greater than in those countries. In
the 1960s, the pace of productivity increase in Taiwan remained
high, far above that of the Soviet Union and only slightly below
that of Japan. Since productivity indicates how efficiently the
inputs are being used, its change is a useful measure of economic
performance. In this respect, Taiwan has out-performed the
Philippines, India, Communist China, and the Soviet Union, and
its record matches that of Japan.

Third, in Taiwan and, for that matter, in most other countries
for which estimates are available, productivity increases have
slowed down in the 1960s compared with those in the 1950s.57
However, the growth of output in Taiwan accelerated, while those
in other countries slowed. The result was that the relative
importance of productivity increases in Taiwan’s growth declined,
while that of capital input increased markedly. If the trend should
continue, it points again to the increasing importance of capital
formation in Taiwan’s future growth.

Sources of Growth: Changes in Final Demand

Turning to the sources of growth on the demand side, we
summarize the contributions of various components of final
expenditures to GDP growth in Table 23.58 For the period as a
whole, exports of goods and services were the most important;
government consumption and increase in stocks were the least
important. The picture, however, was very much different in the
1950s. During 1952-60, growth of private consumption and
government consumption accounted for over 80 percent of the
growth of GDP. But since then, the contribution of both
components declined, while those of gross fixed capital formation
and exports rose sharply. By the early 1970s exports constituted
over 80 percent of total growth.

57. See M. Ishaq Nadiri, “International Studies of Factor Inputs and Total
Factor Productivity: A Brief Survey,” Review of Income and Wealth, June 1972, p.
147; and Williamson, op. cit., p. 96.

58. By definition, GDP is the sum of its components. Its rates of growth can
thus be expressed as the sum of the growth rates of the components each weighted
by its percentage share in GDP at the base period. The contribution of each item to
growth of total product is simply the share of its weighted rate of growth in the
growth of GDP.
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Table 23. Sources of Growth of GDP by
Final Expenditures, 1952-73

1952-73 1952-60 1960-70 1970-73

Average annual rate of growth (%)

Private consumption 7.9 6.2 8.2 9.6
Government consumption 4.7 6.0 4.2 2.6
Gross fixed capital formation 13.7 10.6 15.7 15.2
Increase in stocks 4.1 5.9 13.6 -25.3
Exports 17.6 9.0 21.3 29.9
Less: imports 13.2 6.1 16.8 21.3
Gross domestic product 8.6 6.9 9.1 11.8
Percentage share of GDP growth (%)
Private consumption 49.9 55.6 52.2 440
Government consumption 11.2 27.4 114 3.8
Gross fixed capital formation 26.8 16.1 28.7 28.8
Increase in stocks 0.8 24 4.9 -5.8
Exports 53.9 12.2 43.2 87.9
Less: Imports 42.7 13.7 40.4 58.7
Gross domestic product 100.0 100.0 100.0 100.0

Source: Statistical Yearbook 1975, pp. 194-195. Estimates are based on totals
in constant 1971 prices.

To identify exports as the fastest growing component of total
output is simply to describe what happened. The decomposition of
output growth does not tell us whether export expansion was the
cause or consequence of growth, and if the former, how export
expansion has generated growth. Has Taiwan’s growth been
export-led? Export-led growth occurs when an export expansion
originating from an external source triggers domestic growth.
Cves has suggested a test of whether growth is export-led. If the
export expansion arises primarily from external demand, then
changes in the prices and quantity of exports should be positively
correlated; if it arises from shifts in domestic supply, the
correlation would be negative.5® By this test, Taiwan’s growth was
clearly export-led, since both the price index for exports and the
export volume moved upward during 1952-73. To be sure, one can
trace the origin of Taiwan’s export expansion at some stage to
such exogenous factors as the liberalization of Japan’s import
restrictions, the sharp increase in imports of the developed
countries, and the escalation of the Vietnam War in the 1960s.
And, the increase in exports undoubtedly had direct effects on

59. Richard E. Caves, “Export-Led Growth and the New Economic History,”

in J. N. Bhagwati (ed.), Trade, Balance of Payments and Growth, Amsterdam:
North Holland, 1971, 403-442.
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output growth. However, at most, such external factors could have
accounted for only part of the growth of exports. An equally, if not
more plausible, explanation of the relation of exports and
economic growth is that exports played a strategic role in
channeling the inflow of resources essential for domestic growth.
A glance at the ratio of imports to GDP shows that Taiwan’s
reliance on imported goods has been increasing during the last
two decades. In 1974, Taiwan required almost three times as much
imported resources per unit of GDP as it did in 1952. These
imports contributed to economic growth in several ways. First,
close to one-half of total imports consists of raw materials and
fuels for which the possibility of domestic substitution in the short
run is rather limited. Fuel, oil, cotton, and wheat are examples.
Second, capital goods imports also accounted for a substantial
share of total imports, larger than that of consumer goods. We
noted earlier the importance of investment to Taiwan’s economic
growth, and clearly investment depends heavily on imports.®
Third, imports of capital goods have also been major carriers of
foreign technology. But growth of imports could not have been
achieved without a concomitant export growth, particularly after
U.S. economic aid was terminated in 1965.

60. For an interesting model of the relation between imports and growth along
these lines, see Tzong-shian Yu, “Taiwan’s Foreign Trade and Economic Growth,”

in Cheng Sun (ed.), Studies in Taiwan’s Foreign Trade, Taipei: Lieng-ching
Publishing Co., 1975, 85~131.
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Table 24. Relative Effects of Increased Home Demand, Export
Expansion and Import Substitution on Manufacturing
Output, 1953-70

(Percent)

Home Export Import
demand expansion substitution

Total manufacturing products

1953-70 80.0 28.1 -8.0
1953-565 99.5 -8.6 9.2
1955-60 91.7 16.5 -8.3
1960-65 82.7 17.3 0
1965-70 73.4 349 -8.3
Nondurable consumer goods
1953-70 42.5 59.1 -1.6
1953-55 75.2 2.5 224
1955-60 84.6 21.2 -5.8
1960-65 72.2 31.3 -3.3
1965-70 27.9 78.8 -6.8
Metals and machinery
1953-70 65.4 154 19.1
1953-55 80.5 1.5 18.0
1955-60 93.6 3.8 2.5
1960~-65 77.9 9.5 12.6
1965-70 724 22.2 5.4
Intermediate goods
1953-70 84.4 13.7 1.9
1953-55 99.4 0.5 0.1
1955-60 96.2 5.5 -1.6
1960-65 77.5 14.8 77
1965-70 87.0 16.1 -3.0

Source: Liang Kuo-shu, op. cit., p. 236.

Table 24 shows the relative effects of increased domestic
demand, export expansion and import substitution on manufac-
turing industries for 1953-70 and subperiods, estimated by
Liang.5! (1) For manufacturing as a whole, the importance of
export expansion is clear. Except for the early 1950s when import
substitution was significant, exports accounted for an increasing
proportion of total output growth. (2) The most drastic shifts
occurred in the nondurable consumer goods. In the early 1950s,
the influence of domestic demand was dominant. Import substitu-
tion accounted for 22 percent of its output growth, and the effect of
export expansion was miniscule. By the late 1960s, export

61. Kuo-shu Liang, “Taiwan’s Exports andrEmployment,” ibid,, pp. 209-246.
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expansion became the most important source of growth, far more
important than domestic demand, not to mention a negative effect
of import substitution. (3) A similar but less drastic change has
also taken place in metals and machinery and intermediate goods.
In both cases, domestic demand remained significant, with export
expansion assuming an increasingly important role, particularly
for metals and machinery.

V. SUMMARY

The intent of this chapter is to describe what happened to the
Taiwan economy in the last two decades in terms of some broad
aggregates. The principal findings can be briefly summarized: (1)
The most significant feature is of course the high rate of growth of
total and per capita output since 1952. Few nations in the world,
both developed and developing, could match Taiwan’s perfor-
mance during this period. Fewer still had achieved such a high
rate of growth with relatively stable prices and little fluctuations
in output, and in the face of rapid population growth and a heavy
commitment to defense. Of the five main economies selected for
comparison, only Japan and South Korea experienced such high
growth rates. The Philippines, Communist China, and India
belong to a different group with distinctly lower growth rates.

(2) As is characteristic of all countries going through rapid
industrialization, Taiwan’s industrial and employment structure
shifted in favor of manufacturing, while the share of agriculture
in GDP declined. The unique feature in Taiwan’s experience is
that the transformation occurred in a fairly short span of time.
Furthermore, the agricultural sector actually expanded quite
rapidly as the economic structure changed. This was in marked
contrast to the experience of such economies as that of Commu-
nist China.

(3) From yet another standpoint, Taiwan’s economic change
was also unique. Like most other developed countries, Taiwan
shifted from a high-consumption to a high-investment economy.
But unlike most others, its development process went through,
first, an import substitution stage, which was then replaced by a
dramatically different export-oriented phase.

(4) As per capita income rose, both the level and the structure
of per capita consumption changed. Per capita consumption more
than doubled in two decades. Proportions of consumption
expenditures on high-income elasticity items (education, recrea-
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tion, household equipment) increased markedly. Other indications
of social development, such as life expectancy, enrollment rate in
schools, and television sets per capita, also suggest rapid
improvements in this standard of living to a level considerably
more advanced than other developing Asian economies.

(5) Rapid growth was the result of growth in employment and
even faster growth in output per worker. The latter is probably
related to the sharp rise in the capital formation proportions. U.S.
aid was particularly important in financing capital formation up
to the early 1960s. But domestic savings and to a lesser extent
foreign private capital became the important sources of capital
formation after 1965. The incremental output-capital ratio has
been fairly high, considerably above those of other countries. But
it declined somewhat in the last decade, presumably because of
structural changes within the industrial sector favoring industries
that required larger doses of capital per unit of output. The change
suggest that, if the trend continues, demand for capital will
intensify in the future growth of the Taiwan economy.

(6) A breakdown of the sources of growth of GDP by the
simple Solow method indicated that increases in total factor
productivity were far more important than either the growth of
labor input or capital input. The overall pattern is similar to that
of Japan but very much different from those of the Philippines,
India, or the Soviet Union where increases in labor or capital
input were the important sources of growth. It will be recalled that
the growth rates of Taiwan and Japan are substantially higher
than the rates of these other countries. The disparities in the
growth rates might well be related to the difference in the relative
weights of the various sources of growth.

() An examination of the increase in GDP by final
expenditures indicates that increments in exports by far ac-
counted for the largest share. Exports have become important
only since the 1960s, reflecting the dramatic shift of an import
substitution policy in the 1950s to an export promotion policy
since the late 1950s. In an important sense, the economic
achievements of Taiwan were largely due to the successful
promulgation of an outward-looking policy.

Our brief overview necessarily overlooks many interesting
aspects of Taiwan’s development experience. In particular, we
have not discussed the role of the government and the major
economic policies in various stages of development. It will suffice
to point out that U.S. aid, land reform and technological change
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in the agricultural sector, and an inward-looking development
strategy emphasizing import-substitution were the major land-
marks in this first phase of the development (1952-59). Since the
1960s, export expansion has provided the momentum for rapid
economic growth. Subsequently, the inflow of private foreign
capital and technology became the crucial growth-generating
elements, reinforcing the outward-looking development program.
Some of these issues will be taken up in the following chapters.



Chapter 11

INCOME DISTRIBUTION IN THE PROCESS OF
ECONOMIC GROWTH IN TAIWAN

Yuan-L1 Wu
I. INTRODUCTION

Economic Benefits — Distribution and Growth

Analysis of economic development in quantitative aggregates
would be woefully incomplete if one were to ignore the distribution
of benefits of development. If we compare the GNP, a frequently
used quantitative measure of economic welfare, to a pie, successful
economic development will make the pie larger, as has been amply
demonstrated in the case of Taiwan. However, since a growing
“pie” is not produced merely as an object of wonderment, to be
admired in the abstract but not to be touched by anyone, how the
pie is sliced and how and when the slices are made available to
individual members of the society are an inalienable part of
economic development. Success or failure of the development
process must, therefore, be judged from the points of view of both
production and distribution.

Some students of economic development have even gone so far
as to suggest that a single index of economic development might
be constructed that would automatically take into account both
aspects' so that when the index is employed in choosing from
among economic policies and assessing their results, the best
policies chosen will automatically take both goals into account.
For instance, one might divide the population into five (or any
other number of) income classes in descending order of income
size, each class to consist of one-fifth (or quintile) of the total
population. One might then choose to consider a 1% increase in
income of the lowest fifth of the population to be equivalent to a
multiple of a 1% increase in the income of the highest one-fifth,
and so forth for the other income intervals. If such a weighting
system is adopted in calculating the result, a policy to achieve

1. See Montek S. Ahluwalia and Hollis Chenery, “The Economic Frame-
work,” Chapter II in Hollis Chenery, Montek S. Ahluwalia, C.L.G. Bell, John H.
Duloy and Richard Jolly, Redistribution with Growth (Oxford: Oxford University
Press, 1974). A. K. Sen has actually developed such a measure. See his “Real
National Income,” Review of Economic Studies, Vol. 43, No. 1 (February 1976): 19-
39.
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high economic growth would automatically tend to favor an
accelerated increase in the income of the poorest one-fifth of the
population. Conversely, a policy favoring the poorest segment of
the population in income distribution would tend to yield a higher
calculated rate of growth even if the absolute increase in output
were constant.

The choice of weights in constructing such a comprehensive
index of development (i.e., including objectives in both production
and distribution) must in the final analysis rest on wvalue
judgments, and a decision on this basis can be reached only as a
part of the society’s political process, with the term “political”
being construed in a very broad sense, including both ideological
considerations and practical (i.e., institutional and other) con-
straints. However, before we proceed further, let us remind
ourselves of some of the relationships between production and
distribution in general, as well as the object of distribution.

First, the nature of the economic development strategy
followed will inevitably affect the pattern of income distribution,
which is a major component of the distribution of benefits in
general. For instance, an industry-first policy will initially and
directly create more income for those in industry — owners as well
as workers — and for those in both industry and non-industry
who sell to the industrial sector. Alternatively, an agriculture-first
strategy would have the corresponding primary effect on those
engaged in agriculture and in industries supplying agriculture.
Moreover, whether the development strategy aims at achieving
self-sufficiency or is export-orientated is another major channel of
causal relationship that directionally runs from production to
distribution. Still another element in development strategy which
has causal relationship running from production to distribution is
the choice between labor-intensive and capital-intensive methods
of production.

Second, a major determinant of the rate of expansion of
production is capital formation. Since private capital formation in
a market economy, even when there is an inflow of foreign capital,
is largely determined by the availability of domestic private
savings, the distribution of income, which could affect savings,
can influence the rate of increase of aggregate production,
although, according to some students, the propensity of thrift may
not vary as much between the rich and the poor in Taiwan as one
~ might be inclined to believe a priori. Furthermore, the pattern of
income distribution will also affect the composition of market
demand for goods, and, therefore, the demand for inputs and the
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rate at which production in the aggregate can expand. Here the
causal relationship is directionally reversed; the linkage is from
distribution to production.

A third linkage between production and distribution has to do
with the effect of the distributive pattern of economic benefits on
the institutional framework and socio-political environment
within which production takes place. If this environment is hostile
to the orderly planning and execution of economic activities,
production will not expand rapidly or steadily. Since no economic
system can realistically expect the benefits (and cost) of produc-
tion to be shared absolutely equally by every member of the
society, whether the distributive pattern will lead to the emergence
of groups whose interests are mutually antagonistic becomes a
critical issue to social and political stability. For example, a
particular development strategy might consistently favor urban
dwellers and discriminate against rural residents so that rural-
urban antagonism will in due course arise as an outcome of
opposition of economic interests. Antagonism may also stem from
conflicting economic interests between farmers and non-farmers,
between new immigrants and earlier settlers (e.g., the Chinese in
Malaysia versus the Malays under the Bumiputra program),
between those who were initially rich and those who were initially
poor, and so forth. If the economic development strategy followed
tends to create such antagonistic groups, the latter would work
against the emergence of political consensus which is needed for
an effective economic policy, including measures to modify the
distributive pattern that would otherwise prevail. Effective
implementation of the income tax, subsidies, and other forms of
income transfer, is more likely if a reasonable degree of consensus
can be developed. The same issue can also be formulated in terms
of the effect of a particular distributive pattern on socio-political
homogeneity.

Economic interest groups that could become mutually antago-
nistic may overlap. For example, there could be one conflict of
economic interests between farmers and non-farmers and another
between two linguistic or ethnic groups, yet each of the latter may
include both farmers and non-farmers. In the Taiwan context, in
addition to the usual farmer-non-farmer division, we must also
look into the relative positions of the post-1945 settlers (commonly
described as “mainlanders”) and the pre-1945 settlers (commonly
described as “Taiwanese”), who, or whose forebears, came to
Taiwan 1n earlier times.
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Economic Benefits and Non-economic Values

The preceding remarks have focused attention on the
interrelationships between economic growth and the distribution
of economic benefits. However, man does not live by bread alone.
A longer life in good health, better education, more congenial
working conditions, stable employment, and, last but not least, a
greater measure of personal freedom are easily among the
desiderata that many would wish to attain. Since economic
development is only one aspect of development, and since with
economic development many other variables will also change, two
questions immediately arise. First, what other variables might
usefully serve as indicators of socio-political-economic develop-
ment other than the sheer volume of output?? Discussion of the
importance of distribution in addition to production can be viewed
as a variant of this question, the scope of which can be expanded
to cover non-economic values. Second, what are the interrelation-
ships among these different variables? In particular, how might
the pattern of distribution of economic benefits affect that of non-
economic values and vice-versa?

Clearly, the development of Taiwan can and should be
analyzed also from this broader perspective. [This is discussed in
a later chapter of the book from which this chapter is excerpted —
ed.] Nevertheless we might note in this connection that, a priori,
one can envisage the interrelationships between the distributive
patterns of two such variables both as supportive of each other
and as substitutes. Thus, as time passes, a more equitable
distribution of educational opportunities is likely to lead to greater
equality of economic opportunities and, therefore, of income.
Conversely, a more equitable income distribution is likely to lead
to a more equitable distribution of education.® In a more static

2. See, for instance, Adelman and Morris, Society, Politics and Economic
Development: A Quantitative Approach (Baltimore: Johns Hopkins University
Press, 1967), and D. V. McGranahan, C. Richard-Proust, N. V. Sovani and M.
Subramanian, Contents and Measurement of Socioeconomic Development (New
York: Praeger, 1972). For a discussion on Taiwan in this respect, see Charles H. C.
Kao, “Development Indicators and their Implications for Taiwan’s Economic
Development,” Industry of Free China, Taipei: Economic Planning Council, Vol.
XXXXI, No. 5 (May 1974).

3. These propositions are predicated on the assumption that the initial level
of educational opportunities is sufficiently high so that their greater availability
would benefit the recipients. Similarly, in the second case, the initial level of
income must be sufficiently high if a more equal distribution is to be beneficial. A
more equal distribution of very little income (or of educational opportunities) would
hardly increase the potential availability of more educational opportunities (or of
income).
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sense, it is quite plausible that at a given time those who are at
the lower end of income distribution could regard greater
educational opportunities, such as special scholarships, as
partially making up the disadvantage they suffer in income
distribution. The initial disadvantage could be viewed as tempor-
ary, and more future advantage may be traded for less present
advantage.

Of all the non-economic values to which people aspire,
perhaps the most fundamental is the sharing of political decision-
making power which can result in a more equitable “allocation” of
all other “values.” Consider now the relationship between the
distributive patterns of income — representing all economic
benefits — and of political power — representing all non-economic
values. On the one hand, those who do not enjoy an equal share of
political power may regard a more than equal share of income as
an adequate compensation, at least in the short run, and vice
versa. On the other hand, as equity in the distribution of political
power increases, it is likely to be used to increase equity in income
distribution.* By the same token, as income distribution becomes

4. C D

Increasing
political
equality

Increasing
income equality

o

In the above diagram Point A represents total inequality in both income
distribution and the distribution of political power. Point D, on the other hand,
denotes complete equality in both respects. Point C represents complete political
equality together with complete economic inequality in distribution. At the other
end, Point B represents complete economic eguality with complete political
inequality. The proposition advanced in the text is that both B and C are
essentially unstable situations. As political equality increases, for instance,
through the evolution of democratic institutions, it is likely that the more equally
distributed political power will be used to promote economic equality. This
essentially 1s in accord with the thesis advanced by Simon Kuznets in his 1955
paper on the tendency toward greater income equality during the later stages of
economic development following the establishment of political democracy. See also
Simons Kuznets, “Demographic Components in Size-distribution of Income”
(Papers and Proceedings of the Seminar sponsored by the Japan Economic
Research Center and The Council for Asian Manpower Studies, December 16-20,
Vol. II, July 1975). On the other hand, Point B is also unstable because the
population that shares economic benefit and power equally among its members
will probably be unwilling to support the smaller group holding political power in a



72 CONTEMPORARY ASIAN STUDIES SERIES

more equal, barring the existence of a totally authoritarian
government,’ it will become increasingly improbable for inequity
in the distribution of political power to prevail inasmuch as such
an inequity will become progressively harder and more costly to
support. [These issues are also discussed fully in the next chapter
— ed.]

Finally, the distribution of the benefits of economic develop-
ment is, of course, only one side of distribution. The obverse is the
distribution of development costs, which one might regard as
negative benefits. Unfortunately, it is not possible to net the
benefits or costs of economic development for individual members
or groups of the society. Rather the two aspects must be
considered separately. Since consideration of the distribution of
the costs of development would require a detailed examination of
the sources of private savings and of the financing of government
capital formation, which would take us far afield, we will confine
our discussion in this paper to an account of income distribution
and how changes in the pattern have come about.

II. INCOME DISTRIBUTION IN TAIWAN

Distribution by Income Class — A Preliminary International
Comparison with Developed and Less Developed Countries

According to an IBRD study on income distribution in less
developed countries® (LDCs), the typical pattern to be found in an
LDC is as shown in Table 1.

highly concentrated form. Such a situation would seem to require the use of force
by those holding political power in order to maintain their own authority.

Our hypothesis suggests that the two kinds of equality can to some degree be
traded in order to maintain the same level of satisfaction for individual segments
of the population. This is illustrated by the “indifference curves” shown in the
diagram. At the same time, it is also our hypothesis that increase in either income
(or political) equality is likely to facilitate further increases in political (or income)
equality. The movement in the direction from A to D, as denoted by the arrow in
the diagram, tends to become progressively easier, at least for a part of the way.
This part of Kuznets' hypothesis may be true even if his argument that economic
development in its early stages leads to greater inequality may not hold. The point
raised by Oshima in “Income Inequality and Economic Growth, the Postwar
Experience of Asian Countries,” in The Malayan Economic Review, Vol. XV, No. 2
October 1970), is further substantiated in our discussion in the text.

5. One may note in this connection Mao Tse-Tung’s concern about the
periodic recurrence of ‘‘revisioniat tendencies” in mainland China which would
give rise to greater income inequality especially as the lower incomes remain at an
extremely low level absolutely. '

6. Chenery et al., op. cit., pp. XVI and 40.
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Table 1. Income Distribution in LDCs

Percent of total Households
Arranged in Descending

Order of Income Percent of Total Income
Highest 20%
2nd 20% 22
3rd 20% 13
4th 20% 7
Lowest 20% 5
Total 100

Sixty-six developed and underdeveloped countries that had
data on income distribution were examined by the author and
classified into three groups: (1) “high inequality” (income share of
the lowest, i.e., poorest, 40% of all households being less than 12%);
(2) “moderate inequality” (income share of the lowest 40%,
between 12 and 17%); (3) “low inequality”” (income share of the
lowest 40%, 17% and above). Each of the three groups was further
divided into three subsets according to the level of per capita
income. See Table 2.

Of the 66 countries included in the IBRD study, ten are in
East, Southeast and South Asia.®? In terms of GNP per capita,
Japan is the most developed of these ten while Sri Lanka, India,
Pakistan and Burma, all in South Asia, with Burma also
straddling Southeast Asia, are the poorest. The remaining five,
including Taiwan, Korea, Thailand, Malaysia, and the Philip-
pines fall within a relatively narrow range and are all in East or
Southeast Asia. For comparison, the respective income distribu-
tion patterns of these Asian countries, as given by Chenery et al.,
can be seen in Table 3.

As far as Taiwan is concerned, especially noteworthy are (1)
the virtually identical pattern of its income distribution with that
of Japan, (2) the close approximation of the Taiwan and Japanese
patterns to that of the United States, and (3) the slightly larger
share of the lowest 40% on the income ladder in the Taiwan and
Japanese distributions as compared with the other Asian
countries of low inequality, or, for that matter, as compared with
the United States.

7. Montek Ahluwalia, “Income Inequality: Some Dimensions of the
Problem,” Chapter I, in Chenery et al., op. cit., pp. 8-9.

8. Iran, Iraq and Turkey are regarded as Middle Eastern countries and are,
therefore, not listed here.
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Table 2. Number and Percent Distribution of
Selected Countries in Terms of
Income Distribution

Total High Inequality = Moderate Inequality  Low Inequality

(1) 26 Countries with per capita GNP up
to US $300 a year

Number 26 10 8 8
Percent 100.0 38.4 30.8 30.8

(2) 21 Countries with per capita GNP of
US $300-750 a year

Number 21 10 6 5
Percent 100.0 47.6 28.6 23.8

(3) 19 Countries with per capita GNP
above US $750

Number 19 3 8 8

Percent 100.0 15.8 421 42.1
(4) All 66 Countries

Number 66 23 22 21

Percent 100.0 34.8 33.3 31.8

Source: Chenery et al., Redistribution with Growth (Oxford: Oxforé Univer-
sity Press, 1974), pp. 8-9.

The fact that income distribution has become increasingly
equitable over a lengthy period of rapid growth in GNP per capita
has made the Republic of China on Taiwan one of the few
developing countries whose growth is “distributionally biased” in
favor of persons with low incomes. A comparison with three other
Asian countries can be seen in the estimates of Chenery et al.,
given in Table 4.

The Trend of Increasing Equality in Income
Distribution by Household

The cross-section comparison presented in Table 2 shows the
Taiwan economy as one of low income inequality on the basis of
1964 data. A closer examination can be made by looking at the
same statistics in several benchmark years both before and after
1964. These figures show a progressive decline of inequality
during a 20-year span in terms of several alternative measures
(Table 5).

Several phenomena are most interesting from the point of
view of economic policy, and politically most significant from the
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Table 3. Patterns of Income Distribution in
Selected Asian Countries

Relative Shares of Income
by Income Class

Year GNPper Lowest40% Middle40% Top 20%
of Capita of All of All of All
Data (US $) Households Households Households

High Inequality

The Philippines 1971 239 11.6 34.6 53.8
Malaysia 1970 330 11.6 324 56.0
Moderate Inequality
Burma 1958 82 16.5 38.7 44.8
India 1964 99 16.0 32.0 52.0
Low Inequality
Sri Lanka 1969 95 17.0 37.0 46.0
Pakistan 1964 100 175 375 45.0
Thailand 1970 180 17.0 37.5 455
ROK (South Korea) 1970 235 18.0 37.0 45.0
ROC (Taiwan) 1964 241 20.4 39.5 40.1
Japan 1963 950 20.7 39.3 40.0

Source: Chenery et al., op. cit., pp. 89.

According to Chenery et al., “The income shares of each percentile group were
read off a free-hand Lorenz curve fitted to observed points in the cumulative
distribution. The distributions are for pretax income. Per capita GNP figures are
taken from the World Bank data files and refer to GNP at factor cost for the year
indicated in constant 1971 U.S. dollars.”

For the benefit of American readers, the corresponding figures for the United
States, also a country of low income inequality, are:

1970 4,850 19.7 415 38.8

perspectives both of the Republic of China and of other countries.
One is the combination of a progressive movement toward greater
equality by income class with a sharp increase in GNP and in
average household income over the same period. At constant 1972
prices, per capita GNP in Taiwan rose from NT$10,875 in 1964 to
NT$19,122 in 1972, while average household income rose from
NT$32,452 in 1964 to NT$61,032 in 1972.% This means that the

9. At constant 1972 prices the real household income of the lowest decile rose
by 109.27% from NT$9,854 in 1964 to NT$20,618 in 1972. In contrast, the
improvement for the top decile was 52.5% during the same period, from NT$84,454
in 1964 to NT$128,760 in 1972. These data, not including the Taipei municipality
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Table 4. Comparative Income Growth Rates

Annual Rates of Income
Growth in Percent by
Annual Increase in
Class of Income Welfare for the
Recipients Country as a Whole

Upper Middle Lowest GNP Equal Poverty
Period  20% 40% 40% Weights Weights Weights

Korea 1964-70 10.6 7.8 9.3 9.3 9.0 9.0
The Philippines 1961-71 49 6.4 5.0 5.4 55 5.4
India 1954-64 5.1 39 3.9 4.5 4.1 4.0
Taiwan 1953-61 4.5 9.1 12.1 6.8 9.4 10.4

Source: Chenery et al., op. cit., Chapter 2, p. 42.

“Equal Weights” implies a weight of 0.2 for the upper 20% of the income
recipients, and 0.4 and, again, 0.4 for the middle and lowest 40% respectively.
“Poverty Weights” are 0.1 for the highest 20%, 0.3 for the middle 40%, and 0.6 for
the lowest 40%.

Although the “poverty weights” are clearly arbitrary and could just as well be
replaced by other weights, the effect of their use in the case of Taiwan is especially
illuminating.
groups at the lower end of the income ladder enjoyed an
accelerated rate of absolute and relative improvement, which is
what some development economists have advocated as most
desirable.!® The narrowing of the income gap between the rich and
the poor in the course of economic growth through the faster
improvement of those in lower income intervals is bound to affect
mutual perceptions of one another by people of different incomes,
making the establishment of consensus for major policies easier.
Given the wide distribution of television sets in Taiwan and the
great visual impact of differences in living standards and life
styles due to income differences, this is an important stabilizing
and unifying influence not to be lightly ignored.

A second interesting phenomenon is the continuation of the
trend toward greater equality over the entire 20 year period. The
first decade of economic development was accompanied by a
sharp decrease in income inequality: 18% between 1953 and 1961

for 1972, would yield a ratio between the top and bottom deciles of 6.2. If Taipei is
included, as in Table 2, the ratio becomes 6.8, reflecting the greater concentration
of higher income households in the capital city.

10. See Chenery et al., op. cit.
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Table 5. Changes in Income Distribution in Taiwan

Distribution in Quintiles 1953 1961 1964 1972
Lowest quintile of all households 3.0 4.5 7.7 8.6
Second quintile 8.3 9.7 12.6 131
Middle quintile 9.1 14.0 16.6 17.0
Fourth quintile 18.2 19.8 221 22.2
Highest quintile 61.4 52.0 41.0 39.1

Second highest 15% 28.8 26.4 24.8 24.8

Top 5% 32.6 25.6 16.2 14.3

Gini Coefficient 0.56 0.46 0.33 0.30
Ratio of Income Share
Top 10% to bottom 10% 30.4 19.3 8.6 6.8
Top 20% to bottom 20% 20.5 11.6 5.3 4.6
Index of Decile Inequality 0.46 0.37 0.26 0.24

Source: Wan-yong Kuo, “Income Distribution by Size in Taiwan Area —
Changes and Causes” (Paper presented to the Joint JERC-CAME Seminar on
Income Distribution, Employment and Economic Development in Southeast and
East Asia, Tokyo, December 16-20, 1974), Table 5. The original 1953 figures are
taken from Kuo-wei Chang, “An Estimate of Taiwan’s Personal Income Distribu-
tion in 1953 — Pareto’s Formula Discussed and Applied” (in Chinese), Journal of
Social Science, Taipei, Vol. 7 (August 1956): 260. The 1961 estimates are from Kuo-
wei Chang’s report on a Pilot Study of Personal Income and Consumption in
Taiwen (mimeographed in English), prepared under the auspices 6f a National
Income Statistics Working Group of the Directorate-General of Budget, Accounting
& Statistics (DGBAS), of the Executive Yuan, Table A, p. 23. The 1964 estimates are
those of DGBAS as presented in its report on Survey of Family Income &
Expenditure & Study of Personal Income Distribution in Taiwan (in Chinese). The
1972 estimates are also based on DGBAS data, adjusted by Wan-yong Kuo with
income tax receipts data and through the incorporation of data for the Taipei
special municipality which is no longer included in the original provincial figures
following the elevation of its administrative status in 1968. (Provincial Statistics in
1968 still include Taipei.) The 1964 data in this table give us 20.3% for the lowest
40%, 38.7% for the middle 40%, and 41% for the top 20%, which are very close to the
estimates for Taiwan in Table 1.

in terms of the Gini income concentration ratio.!! This was

followed by a further decrease in terms of the same index of 28.3%
in 1961-64 and of another 9.1% in 1964-72. How did these

11. The Gini index can vary from 0 (total absolute equality) to 1 (total
inequality). The Gini index for family income in the United States was .37
according to the 1960 census and .36 in the 1970 census. That of Japan was .35
(1960). U.S. Bureau of the Census, 1960 and 1970 Census of Population, Part I, U.S.
Summary, and Annual Report of the Family Income and Expenditure Survey,
Japan, 1963.
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progressive and continued improvements in distribution come
about simultaneously with rapid increases in total output and
several significant shifts of Taiwan’s development strategy
during the two decades?

Income Differentials between Farmers and Non-Farmers
and Sectoral Distribution Patterns

If changes in income distribution in Taiwan have resulted in
greater equality in terms of various measures based on income
classes cutting across different economic sectors, what changes in
income differences have occurred both between and in individual
sectors? An answer to this question will go a part of the way in
answering the question raised at the end of the last section. As
mentioned in the Introduction, growing differences in this respect
could also create antagonisms detrimental to economic and
political stability and the national consensus in policy making.

Let us attempt to answer this question with respect to farm
and non-farm families!? about which considerable statistical
information is available. Using the DGBAS data for 1970-72
adjusted to include the city of Taipei, Kuo Wan-yong shows that
while income equality increased in the entire economy during
1964-72, the degree of equality increased more — that is, the Gini
coefficient decreased more — for non-farm families than for farm
families (Table 6). In 1972, the Gini coefficient showed a greater
degree of equality for the former than for the latter although their
relative standings had been the reverse in 1964. The “cross-over”
occurred between 1970 and 1971. Given these patterns of
distribution within the two sectors, respectively, it is not
surprising that the rapid expansion of the industrial sector in the
late 1960s and early 1970s contributed to greater overall equality
rather than inequality.

Contrary to the preceding favorable distributive effect of rapid
industrial growth, to be explained below, an unfavorable develop-
ment during 1964-72 was the widening discrepancy between farm
and non-farm incomes although both were rising. Average income
per farm family rose by 53.3% between 1964 and 1972, from
NT$32,013 to NT$49,090, at constant 1972 prices. On the other
hand, average non-farm family income rose by 97%, from
NT$32,740, virtually at par with farm family income, in 1964 to

12. The classification is based on the occupation of the family head. Family
income from all sources is included. Thus, the income of a farm family may include
income from both agricultural and non-agricultural pursuits of all family members.
The same is true of the income of a non-farm family.
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Table 6. Gini Coefficients of Income Concentration by Sector

Year Farm Non-farm Both Sectors
1964 0.315 0.336 0.328
1968 0.292 0.338 0.335
1970 0.283 0.285 0.299
1971 0.297 0.292 0.301
1972 0.291 0.288 0.295

Source: Kuo Wan-yong, “Income Distribution by Size in Taiwan Area —
Changes and Causes” (1974). (Papers and Proceedings of the Seminar sponsored
by the Japan Economic Research Center and The Council for Asian Manpower
Studies, December 16-20, Vol. II, July 1975), Table 7.

NT$64,497 in 1972, 31.5% higher than the corresponding farm
figure.!? This factor is probably among the most serious potential
threats to income equality if it is allowed to continue unchecked.

Economic Policy and Income Equality

The changes in overall and sectoral income distribution in
Taiwan can be explained in terms of (1) sectoral emphasis and
shifts in development strategy over time, (2) the open economy
and foreign trade orientation of the island, (3) the initial state of
asset distribution and subsequent changes effected by government
intervention, and (4) other governmental measures that have
improved access to education and technology and redirected
investment in favor of certain groups and sectors that might
otherwise have been at a disadvantage in comparison with the
rest of the society.

The 1950s and Early 1960s

Two basic facts should be borne in mind. First, since the ratio
of labor to capital in agricultural production, given Taiwan’s
small-farm, labor-intensive economy, was a priori greater in

13. Kuo, op. cit., 1974, Table 13. This increasing sectoral discrepancy also
accounted for the fact that the overall Gini index in 1970-72 (Table 4) is higher
than both sectoral coefficients. See Kuo, op. cit., for a technical discussion of what
she calls the “within,” “between,” and ‘“share” effects.
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agriculture than in the non-agricultural sector during the 1950s, a
larger share of factor income should go to labor in the agricultural
sector than in the non-agricultural sector as production in both
sectors increased. (The reverse may be true in the case of the
labor-land ratio other than urban housing construction.) How the
relative shares of labor to capital (or labor to land) in factor
income might change in the aggregate would depend upon the
relative rates of growth of the two economic sectors during a given
period. Second, as shown in Table 7 the contribution of agriculture
to net domestic product per capita grew at about the same rate
during 1952-60 as did the non-agricultural sector. Thus, if other
things had been equal, the expansion of agricultural and non-
agricultural production at a virtually equal pace during 1952-60
should not alter the proportion between factor income earned by
labor and factor income that went to owners of property, i.e., both
land and capital. The benefit of increased production would then
be shared by labor and property owners in the same proportion as
their respective income shares were at the beginning of the period.

Table 7. Contribution of Agriculture to Net
Domestic Product per Capita

1952 1960 1972

Total population (in thousand persons) 8,128 10,792 15,289

Agriculture 4,257 5,373 5,947

Non-agriculture 3,871 5,419 9,342
Net Domestic Product (NT$ million)

Agriculture 5,233 16,528 38,121

Non-agricilture 9,424 34,305 190,217
Per Capita Value-added (NT$)

Agriculture 1,229.3 3,076.1 6,410.1

Non-agriculture 2,434.5 6,330.5 20,361.5

Ratio of Non-agriculture:

Agriculture 1.98:1 2.06:1 3.18:1

Source: Taiwan Data Book (Taipei: Economic Planning Council, 1974), pp. 4,
27, 49.

However, other things did not remain equal during this
period. One of the most important economic events in the early
1950s, if not the most important single event, was the implementa-
tion of land reform in Taiwan in 1953 (one of the benchmark years
previously selected), preceded during 1949-52 by sale of public land
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and reduction of land rent paid by tenant farmers. The rent
reduction had the effect of reducing the rate of return to property
in the agricultural sector, thereby increasing the relative share of
labor in a period of rising agricultural output and income (Table
8).

Table 8. Distribution of Agriculture Income
by Factor (in percent)

Land Capital Labor
Before Land Reform
(Under Japanese Rule)
1941 52.20 11.48 36.32
1942 51.99 11.44 36.57
1943 45.65 10.04 4431
Post Land Reform
1953 37.39 8.23 54.38
1956 36.28 7.98 55.74

Source: S. C. Hsieh and T. H. Lee, “Nung-yeh Fa-chan ti Tsung-ho Lun-shu”
(A Comprehensive Study of Agricultural Development). JCRR Special Report No.
28, July 1959 reprinted in T. H, Yu, ed., Taiwan Nung-yeh Fa-chan Lun-wen-chi
(Essays on Taiwan’s Agricultural Development) (Taipei: Lien-ching Publications
Co., 1975), p. 37, Table 13.

Under Land Reform, the conversion of many tenants into
owner farmers and wider dispersion of land ownership, with
limitation on the size of individual holdings, had the effect of
further spreading property income among a larger number of farm
families. The net effect of rent reduction and land reform together,
therefore, was to increase sharply the degree of equality in income
distribution in the agricultural sector.

It goes without saying that these beneficial effects of asset
redistribution through land reform could have been at least
partially nullified had agricultural production declined. The
actual increase in production after land reform enabled the
recipients of property income in the agricultural sector also to
enjoy rising income from property ownership. One must therefore
also examine why agricultural output actually increased after
land reform, a point to be discussed elsewhere.
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The overall equalizing effect of greater income equality in the
agricultural sector during 1952-60 was not offset by developments
in the non-agricultural sector where income distribution was more
unequal. Several factors contributed to this outcome. First, the
discrepancy between agricultural and non-agricultural per capita
income which developed later did not widen significantly during
this period. Second, the expansion of production in the non-
agricultural sector during this period was probably brought about
by an increase mostly in relatively small businesses, many of
which were established by new immigrant entrepreneurs from the
China mainland. Even in the beginning of the 1970s small firms
employing less than 100 persons each were still responsible for
35% of gross production in manufacturing.!* Private capital
ownership was not highly concentrated. A number of large
industrial enterprises previously owned by the Japanese had been
taken over by the ROC government and were run as public
enterprises so that income which would have accrued to property
owners of these enterprises went to the Treasury. Third, outside
the economic infrastructure which was expanded by the govern-
ment and government enterprises, industrial production in
Taiwan during this early phase of the island’s postwar economic
development stressed consumer goods production using products
from the agricultural sector as inputs. Thus expansion in the non-
agricultural sector had the effect of stimulating production in the
agricultural sector where income distribution was more equal. At
the same time, production in the industrial sector was not capital
intensive; the initial asset distribution did not seem to be highly

14. See Gustav Ranis’ essay on Taiwan in Chenery et al., op. cit., 1974.

According to the criteria employed by the ROC government, any firm that is
engaged in manufacturing, processing or handicraft production is officially
designated as a small or medium-sized enterprise (a) if its registered capital and
total assets are below NT$5 million and NT$20 million respectively, or (b) if its
registered capital is below NT$5 million and its employment is below 100-300
persons, the exact cut off being dependent upon the nature of the industry. For
firms engaged in trade, service and transportation the maxima are 50 persons in
employment and NT$5 million in annual sales. Of all these firms, those employing
fewer than one hundred persons are generally regarded as “small businesses.”
According to the 1971 Industrial and Commercial Consensus, the small firms
numbered 276,095 or 98.97% of all the reporting firms. Within the manufacturing
sector, they numbered 40,737 or 95.43% of the total. These small manufacturers
were responsible for 35% of gross production, 35.6% of employment, 34% of value-
added, and 45% of export sales, as compared with the entire manufacturing sector.
See C. C. Chao, “Small Business Development” (paper prepared for the US-ROC
Symposium for Small Business Development and Trade Promotion, San Francisco,
March 25-26, 1976).
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concentrated; the small-scale enterprises tended to spread the
benefit of increased production more widely among owners of
industrial property. Also, the most important industrial inputs
used by the agricultural sector at that time, viz., chemical
fertilizers and pesticides, were mostly imported. Their purchase
did not constitute a source of demand for the domestic industrial
sector. Finally, greater industrial employment and the relative
ease of business formation by enterprising persons of low income
were obviously helpful in raising the earnings of the lower-income
groups in the non-agricultural sector.

To sum up, (1) the ROC government’s initial emphasis on
agricultural production, (2) asset redistribution through land
reform, (3) the consumer goods and small business emphasis in
the industrial sector, and (4) certain characteristics of asset
distribution of the postwar and post-1949 period were responsible
for the improvement in income distribution in Taiwan during the
1950s and the beginning of the 1960s.

From the 1960s to the early 1970s

Although further improvement in income equality slowed
down during the 1960s and early 1970s, a remarkable phenom-
enon was that the movement toward greater equality continued in
both the farm and non-farm sectors. This occurred in spite of a
widening gap between farm and non-farm family incomes due to
the failure of agricultural production to keep pace with the
accelerated expansion of industrial production. Several factors are
involved in explaining what happened to income distribution in
the second decade.

First, the crux of the development strategy adopted during
this period was the expansion of foreign trade. In the light of the
preceding expansion of the agricultural sector, export expansion
began very naturally with increased export of agricultural and
processed agricultural products. This was heipful in sustaining
agricultural income.

Second, because of the paucity of its natural resources,
Taiwan’s foreign trade orientation involved an expansion of both
exports and imports. By eschewing self-sufficiency as an objec-
tive, the rapidly expanding exports were based on progressively
increasing imports which included many capital-intensive prod-
ucts. Any attempt to achieve self-sufficiency by stressing import
substitution at this point would doubtless have reduced the rate of
expansion considerably. The export orientation of Taiwan’s
economic development not only increased the rate of economic
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growth, but also reduced the rate at which capital’s share of factor
income was to increase.

Third, much of the export expansion during this period toock
place in the form of labor-intensive products. Imported raw
materials and intermediate goods were processed into finished
goods for export through the concentrated application of labor
which was much cheaper in Taiwan than in the countries where
Taiwan exports were marketed. The several Export Processing
Zones established to attract foreign capital were especially
illustrative of this practice. The effect on income distribution was
twofold. Within the industrial sector, the very rapid expansion of
labor-intensive exports in the late 1960s and early 1970s, prior to
the 1974 world-wide recession induced by the oil cartel’s price hike,
reduced the initial labor surplus and raised wages and employ-
ment. The result was to raise the earnings of non-farm families at
the lower income levels. For farm families, participation in the
rapid expansion of the industrial sector took place partly through
access to the new employment opportunities offered. Many women
employees of foreign businesses in the Export Processing Zones
came from farm families. The net effect was to increase the
proportion of non-agricultural income for farm families, especially
those with smaller land holdings. This in turn served to reduce the
income discrepancy between farm and non-farm families, in spite
of the lagging growth of the farm versus the non-farm sector,
while simultaneously increasing income equality in the farm
sector.13

15. See Chang Han-yu, “Taiwan Nung-chia So-te ti Pien-hua yii Shih-p’ing
Chia-kung chih Fa-chan,” (Changes in Taiwan’s Agricultural Income and
Development of the Food Processing Industry), Taiwan Ying-hang Chi-k’an
(Quarterly Journal of the Bank of Taiwan), Vol. 24, No. 4 (December 1973). Chang
gives the following data for 1965 and 1971:

Non-agricultural Income as Percent of Agricultural Income

1965 1971
Farm family with cultivated
land under % ha. 35.3 53.3
Farm family with cultivated
land exceeding 2 ha. 11.8 22.2
Average of all farm families 194 28.2

In 1971, for farm families or under .5 hectare, 34.6% of the non-agricultural
income received came from wages, the rest being property income and income from
other occupations, which presumably included both wage and property income. For
families having more than 2 hectares, the proportion of wages in non-agricultural
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In short, a very rapidly expanding industrial sector oriented
to export that was based on processing of imported materials by
highly labor-intensive methods was instrumental in raising
wages, which also benefited farm families. The latter were
progressively becoming less dependent on agriculture as their sole
source of labor income. Under these conditions income equality
was able to improve further, albeit at a slower rate than before.

Distribution of Wealth between Pre- and Post-1945 Settlers

Aside from the distribution of income between farm and non-
farm families, a related distributive factor of major interest is the
relative economic status of the pre-1945 ethnic Chinese settlers of
Taiwan (often loosely referred to as Taiwanese by Westerners)
versus that of the post-1945 settlers (often referred to as
Mainlanders). Since the “Mainlanders” came to Taiwan in 1945 to
take over the Japanese administration, political power was
initially vested entirely in their hands. During the past 30 years,
they have progressively broadened the participation of govern-
ment so that more and more members of the pre-1945 settler group
are now included in the government hierarchy. This progressively
more equal distribution of political power, more advanced at the
provincial and local government levels than at the central
government level, should be considered in conjunction with the
distribution of economic benefits between the two groups. An
interesting point that concerns us in this paper is whether the
relative economic status of the two groups corresponds to their
relative political positions or whether a different relationship
prevails.

Although income distribution data are not available on the
basis of the dates of immigration of family heads to Taiwan, the
problem can be approached indirectly by examining the distribu-
tion of wealth between the two groups. Two major points need to
be borne in mind in this connection. First, the 1953 land reform
which took place not very long after the transfer of the central
government of the Republic of China from the mainland to
Taiwan effectively precluded the existence of absentee landlords.
The earliest group of post-1945 settlers from the mainland
consisted primarily of government officials, members of the armed
forces, officers of public corporations and some businessmen. Few
of them, if any, had either the inclination or time, before the land
reform, to become farm land owners. Thus, land, a form of

income was 11.1%. The corresponding proportions of wages in non-agricultural
income in 1965 were 26.1% and 15.1%, respectively.
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physical asset of dominant importance during the early years of
Taiwan’s post-World War Il economic development, has remained
entirely in the hands of the pre-1945 settlers. Some of the public
land taken over by the ROC government from the Japanese was
also sold to the farmers as a part of the land reform program.
While the government and public corporations, such as Taiwan
Sugar, still own some of the land, there has not been any
redistribution benefiting the post-1945 settlers. Only to the extent
that land has been transferred from crop cultivation to non-
agricultural or other agricultural uses could ownership of landed
wealth outside the urban areas become vested in the hands of
post-1945 settlers.

In view of the above, unless the distribution of weaith outside
the agricultural sector were in favor of the post-1945 settlers, the
distribution of wealth as a whole would tend to favor the pre-1945
settlers who are owners of virtually all private farm land. A most
important factor to bear in mind in this connection, therefore, is
the distribution of ownership of large enterprises in the civilian
sector of the economy. In 1975 there were 35 businesses in Taiwan
whose annual sales exceeded NT$1 billion each. In addition,
another 66 firms had annual sales exceeding NT$400 million each
(see Table 9). Altogether 132 firms had annual sales exceeding
NT$200 million each. If these firms are grouped according to
whether the Chairman of the Board of Directors and the President
of the firm!é are from pre- or post-1945 settler families, 59% of the
aggregate capital of all the firms is accounted for by enterprises
headed by pre-1945 settlers as against 41% by post-1945 settlers.
Furthermore, if a line is drawn at the level of NT$300 million in
capitalization, there are 47 firms above this line. Of these larger
firms, which are further divided into five intervals (see Table 10),
those headed by pre-1945 settlers account for an overwhelmingly
larger proportion of invested capital than the post-1945 settlers in
four groups, the single exception being the group of firms with
capitalization from NT$500 million to NT$1 billion. In contrast,
for firms capitalized below NT$300 million, a larger proportion of
invested capital is accounted for by enterprises with post-1945
settler heads, the only exception being the group of firms with
capitalization of NT$100 to NT$200 million.

Similarly, one can use annual sales as the criterion. On this
basis, of 10 firms each with annual sales in excess of NT$3 billion,
7 are headed by pre-1945 settlers and only 3 by post-1945 settlers.

16. A few firms had non-Chinese Presidents or Board Chairmen.



Table 9. Business Enterprises in Taiwan
with Annual Sales Exceeding NT $200 Million

Aggregate Annual Sales (NT $ million)

Heads No. 5,000to 4,000to 3,000to 2,000to 1,000to 500 to
of of Over under under under under under under Under
Firms Firms 6,000 6,000 5,000 4,000 3,000 2,000 1,000 500 Total
Pre-1945 69 6,147.5 10,9473 9,162.7 6,163.0 4,669.2 12,692.8 22,203.7 6,162.1 78,038.3
Settlers 1) ?) (2) 2) (2) (10) (32) (18) (69)
Post-1945 63 9,859.5 (0) 40801 38,2254 74777 139705 104800 11,9958 61,089.0
Settlers (1) (10) 1) (1) 3) (10) 14) (33) (63)
Total 132 16,007.0 10,947.3 13,2428 9,3884 12,0369 26,663.3 32,683.7 18,157.9 139,127.3
Percent
Pre-1945 b2 38 100 69 66 38 48 68 34 56
Settlers
Post-1945 48 62 0 31 34 62 52 32 66 44
Settlers
Total 100 100 100 100 100 100 100 100 100 100

Figures in parentheses are the numbers of firms in each group.
Ching-chi Jih-pao (Economic Daily News) (Taipet), April, 1976.

Source:

D0Y FH], N] NOLLAFIYLSI(] FWOON]

L8



Table 10. Business Enterprises in Taiwan
with Annual Sales Exceeding NT $200 Million

Total Capitalization (1,000,000 NT $)

Heads No. 1,000to 500 to 400to 300to 200to 100to
of of Over under under under under under under Under
Firms Firms 2,000 2,000 1,000 500 400 300 200 100 Total
Pre-1945 69 2,040.0 5,379.3 5,077.0 44937 2,425.3 2,717.0 2,681.5 429.3 25,143.1
Settlers 1) 4) (8) (10) ¢ 12) (19) (8) (69)
Post-1945 61* — 2,120.0 7,430.9 810.0 680.0 3521.8 1,907.6 667.8 17,138.1
Settlers (0) (2) (11) (2) (2) (15) (14) (15) (61)
Total 130 2,040.0 7,499.3 12,5079 5,303.7 3,105.3 6,238.8 4.489.1 1,097.1 42,281.2
Percent
Pre-1945 53 100 72 41 85 78 44 58 39 59
Settlers
Post-1945 47 0 28 59 15 22 56 42 61 41
Settlers
Total 100 100 100 100 100 100 100 100 100 100

*Two of the firms are without data on capital
Figures in parentheses are the numbers of firms in each group.
Ching-chi Jih-pao (Economic Daily News) (Taipei), April, 1976.

Source:
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In contrast, of 122 firms each with annual sales below NT$3
billion, 62 are headed by pre-1945 settlers as against 60 by post-
1945 settlers. Furthermore, within each sales interval above the
NT$3 billion mark, firms headed by pre-1945 settlers account for
an overwhelmingly larger proportion of total sales, there being
only a single exception. In all the sales intervals below the NT$3
billion mark the reverse is true, again with the exception of a
single interval.

An earlier survey in 1969!7 which divided business firms in
Taiwan on the basis of financial groups shows that of 337 firms
which can be clearly identified in terms of ownership by pre- or
post-1945 settlers, 60% were accounted for by the pre-1945 settlers
while the post-1945 settlers controlled 28% (95 firms), with 12% (41
firms) representing combined ownership. Furthermore, the firms
of the pre-1945 group were responsible for 61% of invested capital
on the basis of capitalization and 59% of business revenue in that
year. On the other hand, the firms of the post-1945 group were
responsible for 30% of invested capital and 31% of total business
revenue. The mixed group accounted for 9% of capitalization and
11% of revenue. These earlier statistics point to the larger
ownership of the pre-1945 settlers in business outside the
agricultural sector, but there was no noticeable disparity in size
between the enterprises of the two groups. Hence the growth of the
relative importance of the pre-1945 settlers in the control of the
larger enterprises in the 1975 survey appeared to be a phenom-
enon of the early 1970s.

Both the 1969 and 1975 statistics lend support to the
conclusion that the larger Taiwan enterprises are headed by pre-
1945 settlers while the smaller firms have a larger proportion of
post-1945 settler heads. The more recent growth was in favor of
the pre-1945 settlers for the larger enterprises and the post-1945
settlers for the smaller ones. The exceptions to the rule are
relatively few. Although the 1975 data deal with only the larger
firms, while the 1969 data include a wider spectrum of businesses,
comparison of the more recent findings with the 1969 statistics
suggest that there may have been a trend during the first half of
the 1970s for the post-1945 settlers to move up in their relative
economic standing while some members of the pre-1945 settler
group forged even further ahead. In view of the fact that the post-
1945 settlers were late comers and few of them had settled in

17. See Chang Chiin-Hung, Taiwan She-hui-li ti fen-hsi (An analysis of Social
forces in Taiwan) (Taipei: Huan-Yd Publishing Co., 1972), pp. 32-42.
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Taiwan with vast personal wealth, it is quite understandable that
they have had to compete very hard in the private economic sector
and are not in a dominant position. This can be contrasted with
the more favorable political position the post-1945 settlers enjoyed.
We have already noted the movement toward greater equality in
the distribution of political power in favor of the pre-1945 settlers.
The present statistical analysis indicates that there may have
been a slight and slower shift toward greater equality in the
distribution of industrial and commercial wealth in favor of the
post-1945 settlers. Fortunately for Taiwan, therefore, the redistri-
bution of political power and material wedlth can move in
opposite directions, thus serving to compensate each other. A
priori, one is inclined to conclude that this is a situation favoring
greater social stability.

Future Prospects

We have put the preceding discussion on income distribution
in the past tense although many of the conditions of the 1960s and
early 1970s continue to hold today, because several circumstances
now exist that could significantly alter the course of development.
First, Taiwan is trying to shift toward more capital-intensive and
technology-intensive production. It is also trying to supply
domestically more of the manufactured industrial raw materials it
needs. The relative rates of growth of the agricultural and non-
agricultural sectors will change further and the relative share of
capital as factor income will probably also rise. There is a latent
tendency, therefore, toward less rather than greater equality in
income distribution unless capital ownership can become progres-
sively more equally distributed, and unless other corrective
measures are undertaken. Thus the role of government interven-
tion may have to, and probably will, increase in order to forestall
a reversal of the previous trend toward greater equality in income
distribution. Both existing and new measures, fiscal and other-
wise, will have to be expanded, but greater government interven-
tion could stifle productivity and economic growth if adequate
safeguards and judicious restraint are not provided.

Within this context some of the measures adopted in recent
years deserve mention. In the first place, the progressive income
tax, although a part of the ROC’s long-standing taxes, has been
implemented much more vigorously in recent years as a result of
technical reforms in data collection and reporting. Income tax
collections increased noticeably between 1966 and 1972, especially
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for the higher income brackets.!* Secondly, among the more recent
measures, reduction of various hidden taxes levied in the form of
rice collection since 1964, and particularly since 1969, has
contributed to greater income equality, especially in reducing the
disparity between farm and non-farm incomes. These two
categories of measures are clearly focused on income transfers.

In the third place, expansion of the stock exchange, which can
be seen in an increase in the number of listed stocks between 1962
and 1973, has been a welcome development in promoting the
dispersion of property ownership.!® This development could be
extended if institutions can be developed in the near future so that
farm families can progressively participate in industrial expan-
sion by becoming owners of stocks in industrial enterprises just as
they have already participated by providing labor to the
expanding industrial sector. It may be necessary for the
government to step in by organizing intermediaries in the form of
“mutual funds” which can collect rural savings for investment in
industry, thus altering the distribution of industrial assets which
are growing rapidly.

Another set of government measures has had the effect of
especially accelerating development in the lagging agricultural
sector. Special funds over and above the level of private
investment have been earmarked in recent years for investment in
the accelerated development of agriculture. Central government
funds totalling NT$2.43 billion have been provided for this
purpose in the 1977 fiscal year. As of 1975 year-end, projects
totalling NT$2.58 billion (including central government and other
funds) in expenditure had been approved out of the 1976 fiscal
year program.2® A portion of the expenditures is channeled
through programs for irrigation, flood control, etc. under the
jurisdiction of the provincial authorities. The bulk of these
expenditures is aimed at expanding the infrastructure of the
agricultural sector. Efforts such as this are aimed at modifying
sectoral balance and income disparity between sectors. There may
be some question about the rate of return obtained from such
special efforts. The issue clearly is one of balancing growth
against distribution and touches upon the central question that

18. See Kuo, up. cit., 1974. The income tax, however, does not seem to have
significantly altered the differential between farm and non-farm incomes.

19. The number of listed stocks increased over 14 times between 1962 and
1973. The increase in their market value was over 43 times. See Kuo, op. cit.

20. See reports in the Central Daily News (Taipei), January 4 and 7, 1976.
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economic development, not to mention the overall development of
a society, may have multiple goals.

Finally, there are two important sets of measures that have
begun to be implemented in 1976. One is the ruling that the heads
of government-related banking institutions must henceforth be
rotated so as to avoid the emergence of financial fiefs. The second
development is the progressive implementation of the law limiting
urban land ownership and taxation of large capital gains derived
from such ownership. This is both to avoid overconcentration of
ownership of urban property and to discourage land speculation
and wealth accumulation based on large “unearned” increments.
Thus the authorities are evidently coming to grips with emergent
issues affecting distribution.

The Anti-Poverty Program (Hsiao-k’ang Chi-hua)

In considering income distribution we must obviously exam-
ine not only the relative shares of successive segments of the
population on the income ladder, but also especially the absolute
income levels of the lowest income groups. Another effort aimed at
a particular segment of the population is Taiwan’s anti-poverty
program. This effort to reduce the number of persons in absolute
poverty and to elevate the income level of persons at the bottom of
the income ladder deserves closer attention. The issue was
-officially recognized by the provincial government of Taiwan in
October 1972 as a major plank in its program.?! Already in 1967 a
set of unified standards was adopted by the Taiwan provincial
government in defining and registering ‘“poverty households.”
According to these standards the poorest or “Step 1 poverty
households” consist of those households whose members are
“unable to work” and are devoid of all assets or income.?? They
are therefore completely dependent upon relief and government

21. For reference see Tai-wan-sheng T'ui-hsing Hsiao k’ang-chi-hua Kung-tso-
shou-ts’e [Anti-poverty Program Manual, edited and published by the Taiwan
Provincial Government, May 1973) and Tai-waen-sheng Cheng-fu She-hui-ch’u
King-tso-pao-kao [Work Report of the Office of Social Affairs, Taiwan Provincial
Government before the Seventh Session of the Fifth Taiwan Provincial Assembly,
March 31, 1976}

22. The following twelve categories of persons are defined as “without ability
to work™: )

Persons under 16 years of age.

Persons in school under 18.

Persons under 18 who have no earnings from work and who have
only widowed mothers or grandparents.

Parents in active military service.

W

-~
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aid. The medium or “Step 2 poverty households” are those whose
total income is not more than one-half of the stipulated
expenditure at “subsistence level” and not more than one-quarter
of whose members can work. The minimum or “Step 3 poverty
households” are those whose total income is not more than two-
thirds of the subsistence level and not more than one-third of
whose members can work. “Subsistence level” is defined as
NT$200 per capita per month or NT$2,400 a year. The “poverty
line,” at two-thirds of NT$2,400, is therefore set at NT$1,600 per
person per year. For a family of five persons a total annual
income of NT$8,000 (approximately US$200) would put it on the
poverty line.23

As of 1967 there were 110,036 poverty households in Taiwan,
outside Taipei. In addition, there were 8,929 poverty households in
the municipality of Taipei. In combination there were 118,965
poverty households in all Taiwan. This total amounted to 5.11% of
total households in Taiwan in that year, 5.28% for Taiwan
province and 3.31% for Taipei. Between 1967 and 1971, as a result
of growing economic prosperity, the number of poverty households
declined steadily, averaging 8.9% a year for all Taiwan. A sharp
decrease was further registered immediately after the inaugura-
tion of the anti-poverty program in 1972, and the decline of
poverty households has continued since.

5. Persons serving prison or probationary sentence whose unexpired
term exceeds six months in duration.
6. Persons who are disabled or mentally ill and who have no
earnings from work.
7. Men over 60 and women over 55 without earnings from work.
8. Persons registered as missing for more than six months.
9. Persons who have been seriously ill for more than three months
and cannot work and are without regular income.
10. Widowed single parents who have to care for one or more children
under 6 years of age and are without regular earnings.
11. Orphaned children under 12 years of age who are cared for by
grandparents and are without regular income.
12. Women without regular earnings who are six months pregnant
and have to support their own children under three years of age.

The above stipulations are those of the Taiwan Provincial Government.
Similar regulations with minor -variations exist in the Taipei Municipality.

23. The Taipei Municipality poverty standard, as revised in November 1973,
divides poverty households into two categories only. Step 1 poverty households are
defined identically as the first step poverty households under the Provincial
Government regulations. The Step 2 poverty households are defined in the same
way as the minimum poverty households under the Provincial Government
regulations. However, the minimum subsistence level is fixed at NT$300 a month
instead of NT$200. '
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Statistical data on the anti-poverty program are more readily
available for ‘“Taiwan province” outside the Taipei municipality.
As can be seen from Table 11, the number of poverty households
fell from 74.2 thousand in 1971 to 25.7 thousand in 1975. The total
number of persons in such households declined from 391 thousand
to 104 thousand during the same period. While statistics
concerning Taipei are less current, there was also a decline from
8.4 thousand poverty households in 1971 to 7.0 thousand in 1973.
As of 1973, only 1.59% of all households in Taiwan outside Taipei
and 1.64% in Taipei were still classified as poverty households.

Table 11. Number of “Poverty Households” and Persons

Poorest Medium Poverty Minimum Poverty Total

House- House- House- House-
holds Persons holds Persons holds Persons holds Persons

1971 16,992 27,196 18,887 110,822 38,368 253,445 74,247 391,463
1972 17,636 28,634 17,182 100,274 33,250 218,001 67968 346,909
1973 14,461 23,744 11,006 58,062 17,675 114,556 43,142 196,362
1974 11,587 18,882 9,065 48,191 11,254 70,907 31,906 137,980
1975 - — — — — - 25,726 103,952

Source: Department of Social Affairs, Taiwan Provincial Government:

It should be borne in mind that poverty households are
defined on the basis of per capita income. A poverty household of
many persons can therefore have a larger family income than a
non-poverty household smaller in size. Therefore, one cannot
assume that households below a certain income level in statistics
of income distribution by household would automatically consist
of poverty households. However, most of such households are
probably below the poverty line. Thus the decline in poverty
households and the reduction of the number of households in
lower income levels on the income distribution ladder discussed
earlier go hand in hand.

With the rise of retail prices, the required expenditures at the
stipulated subsistence level have also increased. However, a study
conducted in 1971 showed that even if the subsistence level
expenditure had been fixed at 50% higher, or NT$300 per person
per month outside the Taipei municipality, the number of poverty
households under the jurisdiction of the Taiwan provincial
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authorities would only be raised by 7.8%. This is considerably
below the 36.5% decrease in poverty households registered in 1973
as compared with 1972 when the anti-poverty program was
officially inaugurated. Thus the decline in poverty households
during the first half of the 1970s is quite real and should be
attributed largely to both economic expansion and efforts under
the anti-poverty program.2¢ In the post-1973 oil crisis period, price
inflation has further increased expenditures at subsistence level.
However, by defining household income, which is compared with
the fixed subsistence level expenditure in determining the poverty
line, at “standard” wage levels by occupation substantially below
the actual wages received, some, if not all, of the effect of inflation
has been offset.

The anti-poverty program includes nine major activities: (1)
expansion of relief and institution care, (2) aid to production
through small business loans and construction of marketing
facilities, (3) active job placement, (4) expansion of occupational
training in cooperation with factories and vocational schools, (5)
construction of low-cost housing in order to improve environmen-
tal hygiene, (6) promotion of family planning including free
family visits and advice, (7) promotion of school attendance by
school age children, as well as vocational and adult education,
from poverty households through such measures as tuition loans,
(8) promotion of community production and welfare activities in
order to expand the base of the anti-poverty program beyond the
level of government effort alone, and (9) integration of the
program as a social movement with education, mass communica-
tion, and the establishment and expansion of special relief funds.
The basic approach of the program is threefold: (1) increasing
employment and employability, (2) broadening the movement by
enlisting the resources of the society as a whole, which helps
reduce the fiscal and manpower burden on the government, and
(3) increasing both emergency aid, which helps minimize the
emergence of new poverty households, and long-term aid to those
who really cannot help themselves.

Table 12 shows that the size of the poverty households varies
considerably with the degree of poverty. The poorest, or Step 1
poverty household, averages only 1.6 persons per household while
the average number in the medium poverty household varies from
5.9 persons in 1971 to 5.3 persons in 1974, showing a steady
decline during the period. For the minimum poverty household,

24. Lu Kuang, Tai-wan Ti-ch’ii To-P’ing-chung Wen-ti (The Poverty Problem
in Taiwan), She-hui Chien-she Social Reconstruction (Taipei, 1975) pp. 1-24.
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the average number of persons per household varied from 6.6 in
1971 to 6.3 in 1974. These figures suggest that the medium and
minimum poverty households are poor partly because of the large
size of the family. However, since the large family probably
contains persons who could become employed, it may also stand a
better chance of escaping poverty if employment can be found. On
the other hand, the small size of the very poor families indicates
that for them poverty is probably a chronic condition due to old
age, physical disability or, at the other end of the income ladder,
lack of adult care. (See the discussion on single person households
at the end of this chapter.)

Table 12. Number of Persons per “Poverty Household”

All
Medium Minimum Poverty
Poorest Poverty Poverty Households
1971 1.6 5.9 6.6 5.3
1972 1.6 5.8 6.6 51
1973 1.6 5.2 6.5 4.6
1974 1.6 5.3 6.3 4.3

Source: Department of Social Affairs, Taiwan Provincial Government.

Table 13. Percent Distribution of Poverty Households
by Degree of Poverty

Medium Minimum
Poorest Poverty Poverty Total
1971 22.9 254 51.7 100.0
1972 25.8 25.3 48.9 100.0
1973 33.5 25.5 41.0 100.0
1974 36.3 28.4 35.3 100.0

Source: Department of Social Affairs, Taiwan Provincial Government.

An examination of the distribution of poverty households by
degree of poverty as shown in Table 13 indicates that the above
interpretation is essentially correct. In 1971, nearly 52% of the
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poverty households were in the minimum poverty category while
the medium poverty and poorest households accounted for 25%
and 23%, respectively. By 1974 the poorest households were
responsible for 36% of a much smaller total of poverty households
while the medium poverty group accounted for 28% and the
minimum poverty group 35% of the total, respectively. The larger
relative share of the poorest group indicates the existence of a
hard-core poverty category requiring long-term aid. The largest
reduction of the relative share of the minimum poverty group is,
on the other hand, indicative of the increased employment of its
members to which the anti-poverty program has contributed.
One major thrust of the anti-poverty program is to encourage
poverty households to declare themselves as ‘“self-reliant house-
holds.” Such a declaration entails a pledge to accept vocational
education, employment guidance, etc. that would help uplift the
household above its poverty status. Annual surveys are conducted
to follow up on the current status of the poverty households,
including the self-reliant households. The survey also includes
households that have risen above the poverty line. The 1974
survey showed that 7% of the members of the poverty households
were chronically ill and 6% were physically handicapped. In
contrast, the same two categories accounted for 4.1% and 3.3%
respectively of the self-reliant households, and the ratios were
even lower — 2.8% and 2.6% respectively — for households that
had risen above the poverty status. Furthermore, the proportion of
persons “able to work” increased from 24% of the members of the
poverty households to 32% in the self-reliant households and 35.5%
in households that had risen above the poverty line. Sixty-six
percent of those who were able to work in the poverty households
were burdened by family misfortunes while about 14% were ill or
disabled. The incidence of these two major reasons for poverty
conditions declined to 60% and 8.7% respectively for the self-
reliant households and 51% and 7% respectively for households
that had risen above the poverty line. Furthermore, among the
members of these households that successfully escaped the
poverty line, according to the same survey, 15.7% had complained
about loss of employment or lack of employment opportunities
and 13% of lack of training or work experience. These statistics
again indicate that the most effective means to eliminate poverty
in Taiwan have been increases in employment and employability.
Table 14 shows the percent distribution by type of aid under the
anti-poverty program that has contributed to removing house-
holds from the poverty status. Family planning was credited with



98 CONTEMPORARY ASIAN STUDIES SERIES

26% of the program’s success, followed by vocational training and
employment aid, 24%; medical, surgical and emergency aid, 15%.
Other single categories that have proved significant are family
subsidy, 9%; housing imiprovement, 7%; and production and
marketing aid, 4%.

Once poverty households have found employment for their
members, their income naturally increases. The 1974 survey
indicates that the median annual income of such households that
had risen above the poverty line was NT$25,763 (US $678). At the
same time, the median annual income of the self-reliant house-
holds whose members had found employment was NT$19,5634 (US
$514).

Table 14. Types of Aid Contributing to Removal of Poverty
Status under the Anti-Poverty Program

Percent

1. Family planning 26.3
2. Vocational training and employment aid 24.3
3. Medical, surgical and emergency aid 15.2
4. Family subsidy 9.0
5. House improvement 6.7
6. Production and marketing aid 4.3
7. Other 14.2
Total m

Source: Department of Social Affairs, Taiwan Provincial Government.

More recently, Taiwan’s anti-poverty effort has begun to focus
its attention on households in certain specific occupations,
notably the salt producers and segments of fishermen families.
The anti-poverty program has also consistently included the
aborigine households living in central Taiwan. The entire anti-
poverty program is a facet of income distribution that deserves far
more attention and study.

III. COMPARISONS WITH OTHER COUNTRIES

Eastern Europe and Mainland China

The experience of Taiwan in income distribution in relation to
its economic policy and socio-political environment can be
compared with that of mainland China and other communist
countries, as well as with that of other non-communist Asian
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countries, both developing and developed. In making the first set
of comparisons, one’s interest turns very naturally toward the
PRC as ‘“the other China,” although brief reference might be
made to some European communist countries as well. See Table
15.

Table 15. Income Share of All Households

Per Capita Lowest Middle Top

Year GNP /U.S.$) 40% 40% 20%

Yugoslavia 1968 529 18.5 40.0 415
Taiwan 1972 503 21.7 39.2 39.1
Poland 1964 850 23.4 40.6 36.0
Hungary 1969 1140 24.0 42,5 33.5
Bulgaria 1962 530 26.8 40.0 33.2
Czechoslovakia 1964 1150 27.6 414 31.0

Source: For Taiwan, see page 13 of text. For the East European countries, see
Chenery et al., Redistribution with Growth, pp. 89

According to available estimates (mostly from U.N. sources)
cited above, if comparison is made with several East European
communist countries in the mid to late 1960s, Taiwan in 1972
would find itself situated between Yugoslavia and Poland in terms
of the income shares of the lowest 40% and the highest 20% of
income recipients respectively. The same would be true for Taiwan
in 1964. In a very general way one can speak of income
distribution in Taiwan in 1972 as being slightly more ‘“equal”
than it was in Yugoslavia in 1968 and slightly less “equal” than
in Poland in 1964. Yet, in contrast to both Poland and Yugoslavia,
Taiwan is a market economy with ownership of private property.

Because of inadequate official data from Peking, no such
overall comparison of income distribution can be made directly
between Taiwan and the Chinese mainland. However, several
indicators can be used to make partial comparisons so that a
plausible overall impression can nevertheless be inferred.

First, regarding the income differential between the agricultu-
ral and non-agricultural sectors, we have already noted above the
declining ratio between farm and non-farm family incomes in
Taiwan in 1964-72. The ratio worsened in 1973, a year of
unprecedented industrial boom before the oil crisis. See Table 16.

However, if the municipality of Taipei is excluded, the
corresponding differentials would be significantly lower: 1.23 in
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Table 16. Change in Ratios of Farm and Non-Farm Family

Incomes
1964 1972 1973
(NT$ per annum, constant
1972 prices)
I. Average farm family income 32,013 49,090 54,544
II. . Average non-farm family income 32,740 64,497 81,373
Ratio of II:I 1.02 1.31 1.49

As shown in Table 17, these income differentials are not
significantly affected by comparing the average disposable
incomes after tax.2

Table 17. Average Disposable Incomes After Tax

1966 1972 1973
A. Average disposable income per
farm household® 30,423 46,481 52,123
B. Average disposable income per
non-farm household® 32,718 61,2936  77,394=
Ratio of B:A 1.08 1.32b 1.48¢#

Sources: (a) These disposable income estimates are calculated by Han-yii
Chang, “Taiwan Ching-chi fan-chan kuo-ch’eng-chung so-te fen-p’ei chih fen-hsi”
(An Analysis of Income Distribution in the Process of Taiwan’s Economic
Development), Taiwan Ying-hang Chi-k’an (Bank of Taiwan Quarterly), Volume
26, No. 4, Taipei, December 1975, Tables 2-1 and 2-2, pp. 12-13.

(b) Kuo, op. cit., July 1975, Table 13.

1972 and 1.35 in 1973. This can be seen from the data for Taiwan
Province (i.e., Taiwan excluding Taipei) in Table 18.

When the average disposable income is calculated on a per
capita rather than per household basis, the excess of non-farm
household income would rise to 50% in 1972 and 65% in 1973.
Apparently the larger size of the farm household made the farm
sector even worse off on a per person basis.

If comparison is made between the data for Taiwan including
Taipei and those excluding Taipei, it is quite clear that the higher
income households in the capital city make the income differential
between the farm and non-farm sectors much higher than it would
otherwise be. Furthermore, inclusion of Taipei makes the
worsening of the differential between 1972 and 1973 proportion-
ately somewhat greater (from 1.31 to 1.49) than it would otherwise
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be (from 1.22 to 1.36). This phenomenon points to the greater
concentration of higher income families in the capital.

Table 18. Income Differentials for Taiwan Province

1972 1973
A. Average income per farm family 49,033 54,352
B. Average income per non-farm family 60,010 73,957
Ratio of B:A 1.22 1.36
A. Average disposable income per farm
household® 46,429 51,934
B. Average disposable income per non-farm
household? 57,022 70,318
Ratio of B:A 1.23 1.35
Source: (a) Chang, op. cit.
1966 1972 1973
C. Average disposable income per
person in farm households
Estimate 1) 4,244 7,140 8,153
Estimate 2) 5,628 9,348 12,047
D. Average disposable income per
person in non-farm households
Estimate 6)) 6,206 10,776 13,472
Estimate (2) 8,620 16,174. 20,920
Ratio of D:C
Estimate 1) 1.46 1.50 1.65
Estimate 2) 1.53 1.73 1.73

Source: Chang, op. cit. Estimate (1) is based on Survey reports on family
income and expenditures. Change also presents an alternative estimate (2) based
on farm household accounts.

While sectoral income disparity between agriculture and non-
agriculture, together with the greater disparity attributable to
Taipei within the non-agricultural sector, plagues Taiwan as a
distributional problem, as it does other developing countries, the
disparity is by all counts even greater on the Chinese mainland.
According to one American estimate,?> the money income of the

25. Charles Hoffman, Work Incentive Practices and Policies in the People’s
Repulic of China, 1953-65 (New York: State University of New York Press, 1967), p.
13.
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average mainland Chinese non-agricultural worker was around
¥560 a year in 1960 or about four times that of the average
peasant, thus inferentially making the latter’s income about ¥140
a year. While the ¥560 figure refers to the worker, the average
annual income of the entire worker-employee (chih-kung, or
worker and staff) group was ¥656 in 19582 and remained at the
roughly constant level of ¥650 in 1971.27 (The official press
compared this 1971 figure with that of 1952, noting that it was a
50% increase, but omitted to compare it with the 1957 or 1958
benchmark level.) It is not clear whether the average worker’s
income also remained stationary in 1958-71, although any
increase that may have occurred could not be significant since the
average of the numerically larger worker-employee group, which
includes the numerically larger sub-group of workers, became even
slightly lower, ¥650 instead of ¥656.28 Peking’s policy to keep the
worker’s income low is essentially intended both as a means of
maintaining a high rate of capital investment and of keeping the
income disparity between farmers and non-farmers within
bounds.

" According to a British author, a survey of rural-urban income
differentials in Kiangsu suggested that on the average the urban
worker’s income in 1957 was probably twice that of the peasant
working on a cooperative farm.2® Allowing for changes in the
pricing of goods both bought and sold by the urban and rural
workers, some narrowing of this differential may have occurred in
the 1960s and 1970s.

In two production teams whose accounts are used as
illustrations in texts for training financial and accounting
workers, the average per capita annual incomes of peasant
households in 1971 were ¥-108 and ¥-139 respectively (Table 19).
Other per capita figures given for both production brigades and

26. The Ta Kung Pao (Peking), May 24, 1958.

27. NCNA International (Peking), September 18, 1971.

28. In his testimony on the allocation of resources in mainland China,
Michael Field stated that

The average wage of a worker in China now [1975] is about the same as it was

in 1957, . . . . In real terms . . ., so there has been no appreciable increase in

the standard of living.

In various times, e.g., 1967, 1968 and 1974, “There were demands for increased
wages and for better times.” See “People’s Republic of China: An Economic
Asgessment” (A compendium of Papers submitted to the Joint Economic
Committee, Congress of the United States, Ninety-second Congress, Second
session, May 18, 1972), p. 72.

29. See Christopher Howe, Wage Patterns and Wage Policy in Modern China,
1919-1972 (Cambridge: Cambridge University Press, 1973), pp. 50-51,
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communes in six geographically widespread areas, possibly for
different years, vary from ¥94 to as high as ¥176 and are
generally in the same order of magnitude as the two textbook
examples cited before. Still other average annual farm household
incomes in 1957 vary from ¥171 for Kansu province to ¥306 for
Szechwan, ¥399 for Hopei, and ¥454 for Kiangsu.3° Depending
upon the number of full-time workers and the size of farm and
non-farm households, alternative ratios of non-farm to farm
household incomes can be obtained as shown in Table 20.

Table 19. Annual Income in 1971

A Production A Production
Team in Team in
Liaoning® Hunant

(in current yuan)

Per farm household 475.4 432.0*
Per farm worker
equivalent 369.7 (1.3 persons/house-
hold) —
Per capita 138.6 (3.4 persons/house-
hold) 108.0

Sources; a. Department of Agricultural Economics, Liaoning Academy of
Finance and Economics, ed., Cheng-yang Tso-hao Shen-ch’an-tui Ts’ai-k’ uai
Kung-tso, (How to Do Financial and Accounting Work in the Production Team
Properly) (Shenyang: Liaoning Jen-min Publishers, 1973), p. 105.

b. Hunan Revolutionary Committee, Bureau of Agriculture and Forestry and
the Hunan Financial and Accounting Training Program, ed., Nung-ts'un Jen-min-
kung-she Sheng-ch’an tui K’uai-chi, (Accounting in the Production Team of an
Agricultural Commune) (Hunan: Jen-min Publishers), p. 84

*estimated.

In spite of the inadequacy of data, one can probably conclude
that the average income of non-agricultural households in
mainland China in the early 1970s was about twice that of
agricultural households and that it might be three to four times as
large, if not more.?! The differential was in any case significantly
larger than the current ratio in the Republic of China.

30. See People’s Daily (Peking), May 5, 1957.

31. According to a U.S. Government analyst, “In 1970-71, industry-related
praduction had caught up with agriculture-related production, and the 15 percent
of the people in the urban areas were producing six times as much per capita as
their country brethren.” Although the differential between urban and rural
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Table 20. Alternative Income Ratios

4] D
Non-agricultural Household Household | Average Agricultural Ratio of
Income Income Household Income M to (ID)
Assumed 1957
number In (a) (b)
Annual of full-time |Kansu ¥171 5.70 7.60
income per equivalent |Szechwan 306 3.19 4.25
full-time workers per |Hopei 399 2.44 3.26
workers household |Kiangsu 454 2.15 2.86
1971 (a) (b)
(a) Liaoning 475 205 274
¥650 x 15 (a) ¥ 975 |Hunan 432 2.26 3.01
(b) (b) ¥1300
2

Within the agricultural sector, the pattern of income distribu-
tion among farm households was sharply altered in mainland
China through the initial redistribution of land from former
“landlords” and ‘“rich peasants” to “poor peasants,” accompanied
by the reduction of farm' laborers.32 However, inequality has
increased subsequently for several reasons. First, whenever
distribution according to labor is the dominant form of distribu-
tion in the PRC rather than distribution according to need,3?
inequality among households can come about as a result of
unequal distribution of labor and skills among them. The relative
emphases of the two forms of distribution have continued to be a

incomes per capita is not the same as average non-agricultural and agricultural
family incomes, this differential is in the same area of magnitude as estimates in
the text suggest. Furthermore, it is also about double the ratio of the non-
agricultural sector and the agricultural sector in Taiwan in terms of per capita
value-added in 1972 (3.18:1). See page 18 of text.

The quotation is taken from Arthur G. Ashbrook, Jr., “China: Economic Policy
and Economic Results, 1949-71,” in “People’s Republic of China: An Economic
Asgsessment” (A compendium of Papers submitted to the Joint Economic
Committee, Congress of the United States, Ninety-second Congress, Second
Session, May 18, 1972), p. 41.

Ashbrook also thought that the bulk of the new agricultural inputs had gone to
the favored communes and brigades so that an important ideological controversy
dealt with the contrast between “rich brigades” and “poor brigades.”

32. See Peter Schran, The Development of Chinese Agriculture, 1950-1959
(Urbana: University of Illinois Press, 1969), for extensive calculations on changes
in class and income distribution.

33. “Need” is presumably defined by the party cadres rather than the income
recipients.
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matter of controversy for nearly two decades. Secondly, under the
system of distribution practiced in 1971, each member of the
production team is rewarded principally according to the number
of work points he earns through labor. However, the value of a
work point depends upon the total number of work points
accumulated by all the team members and the net income
available for distribution among them. The net income is, in turn,
the difference between gross income and the aggregate amount of
taxes, compulsory purchase by the state, production cost,
collective consumption, collective investment, payment to the
higher level production brigade, and addition to the team’s
inventory. Since these deductions are of fairly stable proportions,
disparity in the gross income of different production teams is a
source of disparity in income distribution. Differences in gross
income occur regionally due to differences in soil, climate, and the
nature of crops (e.g., industrial crops versus cereals). In 1957,
among the four provinces of Kansu, Szechwan, Hopei and
Kiangsu, the difference varied from 1 to 2.65. In the same year, in
Shensi province, the range of variation among different agricultu-
ral regions was from 1 to 6.4. Similarly, the composition of
agricultural production in terms of livestock, fruits, fishery
products, and crops also varies among provinces, and changes in
their respective procurement or market prices would affect relative
income regionally. A final source of income disparity consists of
differences in income derived from private plot and free market
sales.

Within the industrial sector, a rough comparison can be made
between Taiwan and Mainland Chiha in terms of income
distribution in several ways. In the first place, the wage rate
differential between the lowest and highest rates on an 8-grade
scale employed in the PRC appears to be noticeably wider than
the corresponding differential between unskilled and skilled labor
in Taiwan’s industrial sector. According to Peking’s wage scale of
1955, the highest wage rate (grade 8) was generally a little over
three times that of the lowest. The corresponding ratio of the wage
rate at grade 6 to that of grade 1 was generally around 2.2 to 2.4.34
Some adjustments in wage rates have taken place since 1955,
especially in the 1963 wage reform, but the differential may not

34. See Charles Hoffman, Work Incentive Practices and Policies in the
People’s Republic of China, 1953-1965 (Albany, New York: State University of New
York Press, 1968), Table 2, p. 21.
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have varied greatly.3 In contrast, the wage differential between
unskilled and skilled labor in manufacturing in Taiwan during
1970 varied from a low of 1 to 1.43 in the cement industry to a
high of 1 to 2.19 in the electronics industry.?® The Taiwan wage
differential in 12 different manufacturing industries in July 1970
can be seen from Table 21.

Table 21. Average Monthly Wage in Taiwan (NT$)

1 11
Skilled  Unskilled Differential

Industry Labor Labor I/11

Clothing 3,090 1,590 1.62
Synthetic fibers 2,960 1,760 1.56
Motor cycles 2,930 1,130 1.96
Cotton textile 2,600 1,420 1.83
Cement 2,520 1,910 1.43
Food Manufacturing 2,510 1,640 1.49
. Plastics 2,480 1,410 1.66
Plywood 2,460 1,470 1.67
Electric Appliances 2,340 1,660 1.50
Pharmaceuticals 2,300 - 1,510 1.73
Electronics 2,280 1,070 2.19
Wool textiles 1,950 1,450 1.54

Source: Chen Hsi-chao, “Taiwan Ti-ch’ii Ch’an-yeh Yian-kung Yi-tung Yen-
chiu” (Turnover of Production Workers in Taiwan), in Li Ch’eng (ed.), Taiwan Jen-li
Ts’u-yitan Lun-wen-chi (Essays on Taiwan’s Human Resources), (Taipei: Lien-
ching Publications Co., 1975), p. 484.

What has happened in mainland China is a concentration of
a far larger group of persons in the lower wage grade, and this has
had the effect of yielding a very low income inequality. However,
the average wage rate as well as the total wage bill have been kept
very low through very high profit rates which are, however,
appropriated by the State as a result of nationalization of

35. Cf. Christopher Howe, Wage Patterns and Wage Policy in Modern China,
1919-1972 (Cambridge: Cambridge University Press, 1973), p. 96.

36. In mainland China the comparable ratios in 1955 were 2.19 (grade 6 to
grade 1) and 3.00 {grade 8 to grade 1) in the cement industry and 2.22 (grade 6 to
grade 1) and 3.04 (grade 8 to grade 1) in light industry as derived from Charles
Hoffman, Work Incentive Practices and Policies in the People’s Republic of China,
1953-65 op. cit. There are also substantial regional differentials in industrial
wages. See Howe, Wage Patterns and Wage Policy in Modern China, 1919-1972, op.
cit., p. 52.
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industry.3” Without attempting to construct income distribution
estimates for all households in mainland China, which cannot be
done for lack of data, especially in more recent years, one can
probably safely assert:

1. that income distribution in the industrial sector, as well as
in the agricultural sector, shows a high degree of equality in the
small geographical and enterprise units, but this is modified by
regional disparity to a degree that we cannot determine;

2. that there is a very wide differential between farm
household and non-farm household incomes, the disparity being a
great deal larger than the corresponding disparity in Taiwan;

3. that the average non-farm worker’s income (say at ¥650 a
year, or approximately US$325) at the official exchange rate
would yield more than $650 for a two full-time working member
family, this family income being only 40% of the average non-
farm family income in Taiwan (about NT$64,500 or US$1,612,
also at the official exchange rate). If the average mainland
Chinese farm household has no more than one-half to one-quarter
of the non-farm household’s income, while farm family income in
Taiwan is only 30% below that of the non-farm family, the farm
family on the Chinese mainland would probably enjoy an income
varying from 14 to 29% — which one can conservatively place at
30% — of the corresponding farm family in Taiwan.38

Finally, both Taiwan and mainland China grant subsidies to
individuals and groups, thus altering the distribution of real
income. In the case of Taiwan, the nine-year free schooling
introduced in 1969 has probably benefited the low-income groups
more than those of higher income. It has therefore contributed to a
reduction of real income inequality in Taiwan, both in the short
run and in the long run. While such subsidies also exist in

37. Recent studies of Jung-chao Liu, State University of New York at
Binghamton, have dealt with the comparison of wages and profits between China
and India.

38. If the non-farm family income in Taiwan is denoted by 100, the
corresponding figure for mainland China, as discussed in the text, would be 40.
One-quarter to cne-half of the 40 would yield a figure of 10-20 as the corresponding
value of the mainland Chinese farm family’s income. If the Taiwan farm family
has an income 30% below that of the non-farm family, its income level can be
denoted by 70. Comparing 10 or 20 with 70 we obtain percentages equal to 14.3 and
28.6, respectively. Granted that such comparisons based on official exchange rates
raise methodological issues, they are nevertheless illuminating as rough indica-
. tions of orders of magnitude.
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Communist China, the effect need not be the same and may even
be in the opposite direction, either because the subsidies to
different groups are not of the same quality — barefoot doctors do
not provide the same medical service as the modern medical
facilities in the cities — or because the subsidy is only granted to a
certain group which may happen to be the higher income group,
thus increasing rather than diminishing the income gap. An
example of the latter genre is the low residential rent in cities,
which benefits only the urban dwellers. Distributive justice in
mainland China is often based on class origin in the pre-
communist period, thus departing from the criterion of current
economic status. In Taiwan measures to modify income distribu-
tion do not contain an element of retribution.

Non-communist Asian Countries

An interesting comparison can be made between Taiwan and
South Korea among the non-communist Asian developing coun-
tries.

Both countries underwent asset redistribution in the agricultu-
ral sector through land reform. Both did not suffer from initially
large inequalities in the distribution of assets in the non-
agricultural sectors inasmuch as Japanese-owned assets were
taken over by the respective governments after World War II. On
the other hand, the destructive Korean war had a further levelling
effect in both the agricultural and the non-agricultural sectors
from which Taiwan fortunately escaped. Like Taiwan, Korea also
went through an initial phase of import substitution before it
turned toward export promotion, and it was after 1964, especially
in the 1970s, when the rapid expansion of labor-intensive exports
began that, again like Taiwan, Korea entered a stage of very rapid
economic growth. Largely because of the war, however, Korean
agriculture did not enjoy the kind of rapid growth simultaneously
with asset redistribution through land reform. Hence the initially
equalizing effect of land redistribution was not compounded by
growth. Furthermore, the disparity between farm and non-farm
income in Korea might be widening more than it has done in
Taiwan.

In combination, these factors have given South Korea an
income distribution resembling but somewhat more unequal than
that of Taiwan. On the other hand, while there probably was little
change in the Korean pattern between 1964 and 1970,% there was

39. See Irma Adelman on “South Korea” in Chenery et al., Redistri-
bution with Growth (Annex 1974), pp. 280-285.
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continued improvement in the Taiwan pattern as shown in Table
3. It is also possible that the available Korean data have
underestimated the very large incomes.4® In the absence of post-
1970 information and Korea’s rapid economic and export growth
since 1970, one cannot state unequivocally whether the Korean
and Taiwan patterns of income distribution are now closer or
farther apart than before.

If comparison is made between Taiwan and India,* a
significantly greater income inequality seems to prevail in India.42
This would seem to be attributable, inter alia, to the following
factors: first, India has been unable to implement its policy of
land redistribution which it has consistently advocated as an
integral part of economic planning. The difference between the
Taiwan and Indian experiences in this respect would seem to lie
both in their disparity in size and in the political conditions facing
the two countries. Second, India has not adopted a foreign trade
orientation in its development strategy as has Taiwan. Nor has
India followed an agricultural emphasis in its initial phase of
development. Again, the very much larger size of the Indian
economy and greater resource availability in comparison with
Taiwan have contributed to the two countries’ different ap-
proaches. Ideological differences between the political leaders of
the two constitute another important factor. Finally, given its
development strategy, it would be all the more important for India
to resort to government measures to modify asset and income
distribution. Yet for the same reasons as those that have stymied
land reform, it seems that India has been unable to take sufficient
and appropriate corrective measures to redistribute income.
Taiwan, on the other hand, presents a contrasting experience.

Because of the many resemblances the economic development
of Taiwan bears to that of Japan, an interesting comparison can
be made with Japan from the point of view of income distribution.
First, according to the Japanese employment status survey, the
Gini index of the agricultural sector increased from 0.3097 in 1962
to 0.3470 in 1971 during a period of very rapid economic growth.

40. See Hakchung Choo, Review of Income Distribution Studies, Data
Availability and Associated Problems for Korea, the Philippines and Taiwan,
Korea Development Institute, Monograph 7406 (1974).

41. For a brief discussion on the Indian case, see Chenery et al., Redistribu-
tion with Growth (1974), op. cit.

42, Various estimates of income distribution data in India are given in
Chapter III, “Economic Growth and Income Distribution,” Economic Survey of
Asia and the Far East, 1871, United Nations Publication E/CN.11/1047, pp. 49-64.
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On the other hand, income distribution in the non-agricultural
sector became more equal during the same period, declining from
0.3231 in 1962 to 0.3199 in 1971. These divergent movements had
the net effect of reducing thLe Gini index of income distribution for
all households from 0.3351 in 1962 to 0.3261 in 1971.43 The
changes paralleled those of Taiwan after 1968 which we have
previously pointed out.

One of the reasons for the improvement in income distribution
in the non-agricultural sector during this period of rapid growth
was the disappearance of surplus labor, especially unskilled labor.
On the other hand, among the factors working for greater
inequality was an increase in the number of “non-standard”
households, that is, households headed by single persons or
persons either just entering or just retiring from the labor force.
The last factor was partly a result of demographic changes in the
age composition of the Japanese population and partly an
outcome of migration from rural to urban areas, accompanied by
the formation of separate households by young workers who tend
to be poorer. In the agricultural sector, greater use of capital
equipment, especially on the larger farms, had the effect of
increasing the importance of property income. On the whole, an
allegedly narrow distribution of property in Japan may also have
had the effect of creating greater inequality. Lastly, the disparity
in the rate of growth of productivity and earned income in
agriculture verses non-agriculture also had the effect of widening
income disparity between the two sectors.

On the basis of Taiwan’s experience as discussed earlier, the
disparity of growth between agriculture and non-agriculture, the
shift of rural workers to industry — although young Chinese
women working in the export processing zones have not really set
up separate households and are still regarded as contributors to
the income of the farm households from which they have come —
and the gradual disappearance of labor surplus all bear strong

43. These data are quoted in Richard Osamu Wada, Impact of Economic
Growth of the Size Distribution of Income: The Postwar Experience of Japan,
unpublished Ph.D. thesis, University of Hawaii (May 1975). Wada’s study also
presents an analysis of income distribution adjusted for various understatements
of income. According to his data, there continues to be a widening of income
disparity in Japan although the trend had slowed down during the latter phase of
the 1956-71 period. The phenomenon noted above in the case of Japan is also
discussed by Simons Kuznets as common to developed countries where separate
households headed by young people, including many households of single persons
who leave their parental homes early, tend to increase disparity in income
distribution. See Simon Kuznets, op. cit.
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resemblances to the experience of Japan. It remains, however, to
be seen whether the distribution of property income in Taiwan
will in fact become more unequal or whether governmental
measures to modify distribution will succeed in offsetting this
potential development.






Chapter III

INSTITUTIONAL INNOVATIONS, TECHNOLOGICAL
CHANGE AND AGRICULTURAL
GROWTH IN TAIWAN

Cuir-minGg Hou

In a recent conference on Taiwan’s agricultural development,
Walter P. Falcon has remarked, “In the past quarter of a century
we have come to look to Taiwan for innovative policies and
institutions to strengthen the role of agriculture as a supporting
sector in development.””! How impressive is Taiwan’s growth
record in agriculture? What has been the pattern of agricultural
production? What have been the input-output relationships? What
have been the sources of agricultural growth? What role have
government policy and institutional innovations played? What
are the problems and prospects for future growth?

It is obviously not possible in one short essay to offer an in-
depth analysis of all these issues. I will simply try to examine
them briefly with emphasis on the relationships among institu-
tional arrangements, technological change, and output growth.

AGRICULTURAL OUTPUT

The increase of agricultural production in Taiwan since 1945
has been very impressive (see Table 1), with a growth rate
averaging 6.2 percent a year for 1947-1975. During the recovery
and rehabilitation stage after World War II — that is, from 1947 to
1952 — the average annual growth rate was nearly 14 percent
(Table 2). By 1952, the previous peak level reached in 1939 was
restored. (During the years from 1939 to 1945, agricultural
production declined sharply at 12.3 percent a year. In 1945, the
level of production was the same as in 1910.)2

1. Walter P. Falcon, “Lessons and Issues in Taiwan’s Development,” in T. H.
Shen (ed.), Agriculture’s Place in the Strategy of Development: The Taiwan
Experience (Taipei: Joint Commission on Rural Reconstruction, 1974), p. 284.

2. 8. C. Hsieh and T. H. Lee, “Agricultural Development and Its Contribution
to Economic Growth in Taiwan,” in Economic Digest, No. 17, JCRR, Taipet, 1966,
as cited in You-tsao Wang, “Technological Changes and Agricultural Development
in Taiwan, 1946-1965,” which was first presented at the Conference on Economic
Development of Taiwan, Taipei, 1967. Wang’s article was reprinted in Taiwan
Nung-yeh Fa-chan Lun-wen-chi (Essays on Taiwan’s Agricultural Development)
(Taipei: Lien-ching Publications Co., 1975), pp. 67-118.
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Table 1. Index of Agricultural Output in Taiwan

(1971 = 100)

Farm Forestry Livestock Fishery
Year Total Crops? Products Products Products
1946 20.3 26.8 10.6 10.3 7.1
1947 254 33.5 16.8 12.1 9.3
1948 32.8 38.2 28.1 14.7 13.0
1949 33.5 44.6 20.7 15.0 12.4
1950 37.4 48.7 25.9 20.0 13.2
1951 39.0 48.7 28.5 26.2 15.9
1952 423 52.3 35.3 27.3 185
1953 46.3 56.7 36.0 33.8 19.0
1954 47.3 57.1 38.0 34.4 22.7
1955 47.6 56.3 40.0 35.7 26.2
1956 51.2 61.1 37.8 38.1 28.1
1957 549 64.6 43.8 42.6 31.0
1958 58.6 68.2 50.1 47.8 31.8
1959 59.6 68.0 64.2 474 339
1960 60.4 69.1 66.6 45.8 35.3
1961 65.7 74.2 76.0 50.7 40.6
1962 67.4 75.2 779 55.0 42.2
1963 67.5 74.2 77.6 56.4 45.4
1964 75.6 83.5 95.9 59.9 49.4
1965 80.5 90.2 97.9 61.6 51.4
1966 83.1 916 90.3 68.3 59.0
1967 88.3 954 91.9 78.0 66.7
1968 935 95.3 91.4 89.5 91.2
1970 98.7 99.9 95.7 98.3 95.3
1971 100.0 100.0 100.0 100.0 100.0
1972 102.6 101.1 93.7 107.9 107.1
1973 108.0 102.1 88.5 127.2 119.6
1974 108.5 107.6 81.8 1175 114.0
1975 106.3 104.7 74.7 109.8 125.0

@ Includes food products and other crops such as fibers, tobacco, tea, and
coffee.

Source: For 1946-52, Statistical Yearbook of the Republic of China, 1975
(Republic of China: Director-General of Budget, Accounting & Statistics, 1975); for
1953-1975, Taiwan Statistical Data Book, 1976 (Taiwan Economic Planning
Council, 1976)
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Table 2. Annual Growth Rates of Agricultural
Output in Taiwan

Farm Forestry Livestock Fishery

Year Total Crops Products Products Products
1947 25.1 25.0 58.5 175 20.8
1948 29.1 14.0 67.3 215 39.8
1949 21 16.8 -26.3 2.0 - 4.6
1950 11.6 9.2 25.1 33.3 6.5
1951 4.3 0.0 10.0 31.0 20.5
1952 85 7.4 23.9 4.2 16.4
1953 9.5 8.4 2.0 23.8 2.7
1954 2.2 0.7 5.6 1.8 19.5
1955 0.6 - 14 53 3.8 154
1956 7.6 8.5 - 55 6.7 7.3
1957 7.2 5.7 159 11.8 10.3
1958 6.7 5.6 144 12.2 2.6
1959 1.7 - 03 28.1 -08 6.6
1960 1.3 1.6 3.7 - 34 4.1
1961 88 7.4 14.1 10.7 15.0
1962 2.6 1.3 25 85 3.9
1963 0.1 - 13 - 04 2.5 7.6
1964 12.0 12.5 23.6 6.2 8.8
1965 6.5 8.1 2.1 2.8 4.0
1966 31 14 - 178 109 14.8
1967 6.3 41 1.8 14.2 13.1
1968 6.7 4.1 54 7.1 9.2
1969 - 0.7 4.0 - 5.7 7.2 9.2
1970 5.6 4.8 4.7 9.8 4.5
1971 1.3 0.1 4.5 1.7 4.9
1972 2.6 1.1 - 6.3 7.9 7.1
1973 53 1.0 - 55 179 11.7
1974 0.5 5.4 - 76 - 76 - 4.7
1975 - 20 - 2.7 -~ 8.7 - 65 9.6

Average

1947-52 13.5 12,1 264 18.3 16.6
1954-60 4.6 3.6 8.7 7.0 8.6
1961-65 6.0 5.6 84 6.1 7.9
1966~ 70 4.2 2.1 0.3 9.8 13.4
1971-75 1.5 1.0 - 4.7 2.7 5.7
1947-75 6.2 5.0 8.4 9.3 10.8
1953-75 4.3 3.2 3.7 6.9 9.4

Source: Table 1.
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After 1952, total agricultural production continued to grow,
but at a lower rate. It increased at an annual rate of 4.6 percent
from 1953 to 1960 and at 5.1 percent in the 1960s. The acceleration
was particularly noticeable for livestock and fishery products. For
farm crops,® the annual rate of increase was 3.6 percent for
1953-1960 and 3.8 percent for 1961~-70.

But starting in 1971, the rate of growth has declined
substantially for all groups of products. For total agricultural
production, the average growth rate was 1.5 percent from 1971 to
1975; for farm crops, 1.0 percent; and for livestock products, 2.7
percent. Forestry products declined at nearly 5 percent a year from
1971 to 1975. Only fishery products managed to grow at nearly 6
percent a year during this period.

If the average of a five-year period is used, the growth rate
started to decline rather s