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Preface 

Typhoon Morakot sideswiped Taiwan on August 8, 2009, leaving in its wake 
hundreds of people buried alive in landslides and a third of the island under floodwa-
ters, a few yards deep in many low-lying areas. It is Taiwan’s worst flood disaster in 
history. And it occurred while Taiwan was hard pressed for coping with the global 
economic crisis, often referred to the financial tsunami. On the other hand, voters 
went to the polls to elect the new magistrates and mayors in altogether 17 counties 
and cities across the country.   

In the momentous local elections, the opposition Democratic Progressive Party 
attained a great gain. It narrowed the gap in voter support against the ruling Kuomin-
tang. But the political map of Taiwan was little changed. That has made it next to im-
possible to predict how the upcoming mayoralty elections in five special municipali-
ties at the end of 2010 and the presidential election in 2012. 

This new political development is thoroughly analyzed in the Focus and Inte-
rior Affairs sections of this issue of Taiwan Development Perspectives. Similarly 
well-researched papers deal with the triangular relationship among Taipei, Washing-
ton and Beijing, Japan’s foreign relations under Premier Yukio Hatoyama, the pros-
pects for relations between the two sides of the Taiwan Strait, and the contributions 
the Taiwan Relations Act has done over the past three decades. One paper refutes 
Taiwan’s Finlandization and points out a possible historical trend.   

Also reviewed are Taiwan’s judicial reform and social policy after the finan-
cial tsunami. Post-Morakot reconstruction and land resources planning are examined, 
while the revision of the Referendum Act and strategic planning Taiwan’s bureaucracy 
and the performance of the Seventh Legislative Yuan are treated in the Government 
section. 

A thorough examination of an economic cooperation framework agreement, 
which the Straits Exchange Foundation and the Association for Relations across the 
Taiwan Strait are expected to conclude before the end of the first half of 2010, is pre-
sented in the Economy section. The section on Finance features Taiwan’s monetary 
and financial polices in the aftermath of the economic crisis, local governance and 
fiscal sustainability, an evaluation of the reverse mortgage scheme, and performance 
of Taiwan’s transportation system. 



 x

Impacts of the economic crisis on Taiwan’s farming households and promotion 
of cross-strait agricultural cooperation in the ASEAN and Pan-Pearl River region are 
treated in the Agricultural and Fisheries section, while Taiwan’s energy policy is dis-
cussed in the Sustainable Development section. The section on Sports, Media and 
Culture that follows is highlighted by an analysis of budget allocations for sports af-
fairs in Taiwan, a review of the film and TV industry policy adjustment on both sides 
of the strait, and aesthetics of living emphasized in everyday life of the people on the 
island. 

Taiwan’s sustainable society policy in a new welfare era and long-term care 
policy and practice are features of the Social Security section of this new volume of 
the annual publication of the National Policy Foundation. 

The Foundation hopes its annual report for 2009, which examines and analyz-
es major developments in Taiwan, will shed light on how the country should chart its 
course of action in the foreseeable future. Its publication, the seventh effort on the part 
of the Foundation, is timely, for Taiwan has just weathered the global financial crisis, 
looking forward to a better era of prosperity that may be ushered in by the signing of 
the Economic Cooperation Framework Agreement with the People’s Republic of 
China.  

All contributors to Taiwan Development Perspectives 2010, are leading re-
searchers in their respective fields of study. Special thanks are due to CHAN, 
Hou-sheng; CHANG, Hung-hao; CHAO, Li-yun; CHAO, Yi; CHAO, Yung-mau; 
CHEN, Chao-cheng; CHOU, Yujen; CHU, Hsin-min; CHU, Jui-ting; HAN, Pao-teh; 
HSIEH, Ming-jui; HSIEH, Pei-tseng; HSIEH, Yu-cheng; HSU, Chen-min; HUANG, J. 
Chao-meng; HUNG, Chien-chao; KAO, Yuang-kuang; KO, Wei-shin; KU, Yeun-wen; 
KUNG, Wen-chi; LEE, Cheng-hsiu; LEE, Chien-sing; LEE, Chun-ta; LEE, Lawrence 
L.; LEE, Jack Yun-jie; LI, John Chien-chung; LIAO, Chih-feng; LIN, Chu-chia; LING, 
Shiang-nung; LIU, Helen Yi-ling; LIU, Kung-chung; LU, Chia-li; SHIH, Kuang-hsun; 
SWEI, Duh-ching; TAN, Ching-yu; TSENG, Hui-chin; WANG, Chun-yuan; WANG, 
Eric C.; WU, Shiao-chi; WU, Jung-hua; WU, Ming-yen; and research fellows on the 
Policy Committees of Local Self-Governance of the National Policy Foundation.  

 

TSAI, Cheng-wen, Ph.D. 
President, National Policy Foundation 
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Overview 

The year of 2009 saw the upcoming of a global economic recovery and a free 
trade zone in Asia. Taiwan’s economy is expected to grow by 4.72 percent in 2010, a 
year of recovery. Moreover, Taiwan has moved up to twelfth place from seventeenth 
in the World Economic Forum’s Global Competitiveness Index 2009-2010. In 
particular, Taiwan is eighth highest in the world in the field of innovation. On the 
other hand, Taiwan was removed from the Special 301 Watch List of the United 
States, and became a signatory to the Government Procurement Agreement of the 
World Trade Organization. Relations between the two sides of the Taiwan Strait were 
greatly improved. It is essential that Taiwan continues to work harder to embrace the 
East Asian and Chinese markets. In addition, the conclusion of an economic 
cooperation framework agreement has been placed on the agenda of an upcoming 
meeting between the Straits Exchange Foundation and the Association for Relations 
across the Taiwan Strait in the first half of 2010.   

Against these backgrounds, this issue of Taiwan Development Perspectives 
would provide a comprehensive review of the problems that have arisen in the past 
year. Specifically, it reviews several of the most widely discussed topics in the Focus 
section. Chao Yung-mau presents an in-depth analysis of the impact of the magistracy 
and mayoralty elections of 2009 on Taiwan’s party politics. Hung Chien-chao 
discusses the issue of future cross-strait relationship. Lee Cheng-hsiu analyzes the 
triangular relationship among Taipei, Washington and Beijing during the first year of 
President Barrack Obama’s administration. Liu Kung-chung examines the progress of 
the judicial reform in 2009, while Eric C. Wang makes a study on the economic 
aspects of a BOT transportation project of Taiwan’s high speed railroad system. These 
are followed by an analysis of financial supervisory reform in response to the 
financial tsunami by Lawrence L. Lee and a treatise on the post-Morakot 
reconstruction and land resources planning by John Chien-chung Li and Lu Chia-li. 
Lee Chien-sing makes a feasibility study on promotion of 12-year compulsory 
education and Chan Hou-sheng examines Taiwan’s social policy in response to the 
financial tsunami. 

There are four treatises in the Interior Affairs section. They include a review of 
party politics in Taiwan by Chen Chao-cheng, demarcation of administrative districts 
by the Policy Committee of Local-Self-Governance of the National Policy 
Foundation, sunshine laws and anticorruption by Cu Hsin-min and Hsieh Yu-cheng, 



 xii

and the reconstruction of homes for indigenous peoples by Kung Wen-chi. 

In the section on Government, Kao Yuang-kuang discusses the special 
municipalities and regional governance. Swei Duh-ching examines the amendment of 
the Referendum Act. Huang Chao-meng, Wang Chun-yuan and Lee Chun-ta treat 
strategic planning in Taiwan’s bureaucracy. Chou Yujen studies the effectiveness of 
the Seventh Legislative Yuan. 

The National Security and Diplomacy section features Japan’s foreign 
relations under Hatoyama – the complicated ties among Tokyo, Beijing and 
Washington – by Hung Chien-chao and the prospects for cross-strait relations in 2010 
by Helen Yi-ling Liu. Wu Ming-yen assesses the contribution of the Taiwan Relations 
Act to peace during the past three decades and Ko Wei-shin reviews the Chinese 
language education in overseas Chinese communities. 

The Economy section provides a description of the current status of the 
Economic Cooperation Framework Agreement by Lin Chu-chia and Tan Ching-yu. 
The agreement is scheduled to be signed by the end of June 2010.  

Hsu Chen-min and Liao Chih-feng discuss the financial tsunami and monetary 
policies in the Finance section. Jack Yun-jie Lee investigates the case of Taiwan’s 
local governance and fiscal sustainability. Hsieh Ming-jui and Hsieh Pei-tseng 
evaluate the scheme of reverse mortgage. Besides, Shih Kuang-hsun attempts to find 
out the performance and reconstruction policy of transportation systems. 

Three authors contribute to the two sections that follow. Chang Hung-hao 
raises a question of what we can learn from the impacts of the economic crisis on 
farm households in Taiwan. Lin Shiang-nung discusses the promotion of cross-strait 
agricultural cooperation in the ASEAN and Pan-Pearl River region in the Agriculture 
and Fisheries section. In the section of Sustainable Development, Wu Jung-hua 
analyzes the energy policy in Taiwan. 

The Sports, Media and Culture section includes an analysis of Taiwan’s sports 
budget by Chao Li-yun and Tseng Hui-chin. Chao Yi and Chu Jui-ting describe the 
film and TV industry policy adjustment on both sides of the Taiwan Strait and Han 
Pao-teh discusses aesthetics of living in Taiwan.  

Two issues are discussed in the last section on Social Security: Ku Yeun-wen 



 xiii

describes the sustainable social policy in a new welfare era and Wu Shiao-chi 
analyzes the long-term care policy and practice in Taiwan. 

It is hoped that this volume will give readers insights into how Taiwan’s 
politics and society evolved in 2009. What happened in Taiwan, an economy that is 
among the largest in Asia and a maturing democracy, may have practical implications 
for countries around the world. 

 
 
 
 
 

CHU, Yung-peng 
Distinguished Professor of Economics and Director 

National Central University 
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Impact of Magistracy and Mayoralty Elections           

on Taiwan’s Politics 

CHAO, Yung-mau 

 
Abstract 

Altogether 17 counties and cities across the Republic of China on Taiwan elected their 
magistrates and mayors in December in 2009. No elections took place in the counties of 
Taipei, Kaohsiung, Taichung and Tainan and the cities of Taichung and Tainan. As Presi-
dent Ma Ying-jeou now doubles as chairman of the Kuomintang, he was responsible for the 
outcome of the 17 elections. So is his Democratic Progressive Party opposite number, Tsai 
Ing-wen. The outcome of the elections has an impact on the two major elections in the fu-
ture. Eligible voters will go to the polls to elect the mayors of the five special municipali-
ties in 2010 and their new president in 2012. 
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1. Pre-election Political Map   

There are 23 counties and cities in the Republic of 
China on Taiwan. The two special municipalities of 
Taipei and Kaohsiung are not included. Sixteen of them 
were ruled by the Kuomintang. They were Keelung 
City, Taipei County, Taoyuan County, Yilan County, 
Hsinchu County, Hsinchu City, Miaoli County in 
northern Taiwan; Taichung County, Taichung City, 
Changhua County and Nanto County in central Taiwan; 
Hualien County and Taitung County on eastern Taiwan; 
and the two offshore island counties of Penhu and 
Lienchiang (on Matsu). The offshore island county of 
Kinmen was under control of the Kuomintang’s ally, 
the New Party. The Democratic Progressive Party con-
trolled six, including Yunlin County, Chiayi County, 
Tainan County, Tainan City, Kaohsiung County and 
Pingtung County. Most of the cities and counties ruled 
by the opposition party are located in southern Taiwan. 

Before 2004, southern Taiwan was painted “green” 
and northern Taiwan “blue” in the political map.  
Green is the party color of the opposition and blue that 
of the ruling Kuomintang and its ally. However, the 
magistracy and mayoralty elections of 2005 and subse-
quent legislative and presidential elections of 2008 
changed the “Blue North/Green South” political land-
scape. The Kuomintang made inroads into the South by 
crossing the Dado River, which separates the counties 
of Taichung and Changhua. The Chuoshui River, which 
separates the counties of Changhua and Yunlin, became 

the new line of division. 

A survey conducted by Global Views in June of 
2009 gave 13 magistrates and mayors high approval 
ratings.  Nine of them hold Kuomintang membership. 
They included Lin Chen-tse (Hsinchu City), Eric Chu 
(Taoyuan County), Jason Hu (Taichung City), Liu 
Chen-hung (Miaoli County), Cheng Yung-ching (Hsin-
chu County), Huang Min-hui (Chiayi City), Chuo 
Po-yuan (Changhua County), Wang Chien-fah (Penghu 
County), and Chen Hsieh-shen (Lienchiang County).  
The remaining four were local chief executives of the 
Democratic Progressive Party. They were Yang 
Chiu-hsing (Kaohsiung County), Chen Ming-wen 
(Chiayi County), Hsu Tien-Tsai (Tainan City), and Tsao 
Chi-hung (Pingtung County). Five of the 13 mayors 
and magistrates had yet to complete their first term. The 
remaining eight were completing two terms and were 
forbidden to seek a third term. Both the Kuomintang 
and the Democratic Progressive Party had to field new 
nominees for the eight offices in the 2009 elections. 
(See Chart 1.) 

There were two magistrates who were given poor 
approval ratings. Both of them, Kuang Li-jen (Taitung 
County) and Chou His-wei (Taipei County), are both 
members of the Kuomintang. Since Taipei County will 
be made a special municipality under direct control of 
the Executive Yuan, the Kuomintang did not have to 
name a candidate for the 2009 election. 
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Chart 1: Political Map before Mayoralty and Magistracy Elections in 2009 

Legend: The magistrate of Taitung County, Wu Jun-Lih, was suspended from duties because of corruption. A 
by-election was held on Apr. 1st, 2006, and then Kuang Li-Jen nominated by the KMT was elected. The 
magistrate of Lienchiang County, Chen Hsueh-sheng was a People First Party member. He joined the KMT 
later. So the number in the above chart has been slightly modified: the KMT controls 16; the PFP controls 
none; there is no independent; and the DPP and the New Party retain one each. 

Sources：Unted Daily News Web http://issue.udn.com/2005vote/sta/vphoto12.htm 
Reference Date：Dec. 15th, 2009 
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Table 1: County Magistrates and City Mayors in 2005 

Where Name Party Membership Status 

Keelung City Chang 
Tung-Rong KMT To be reelected. 

Taipei County Chou Hsi-wei KMT To be reelected. 
To be made a special municipality in 2010.  

Yilan County Lu Kuo-hua KMT To be Reelected 
Taoyuan County Eric Chu KMT Two consecutive terms 

Hsinchu County Cheng 
Yun-ching KMT Two consecutive terms 

Hsinchu City Lin Cheng-tse KMT Two consecutive terms 
Miaoli County Liu Cheng-hung KMT To be reelected. 

Taichung County Huang 
Chung-shen KMT Two consecutive terms 

To be merged to make a special municipality  in 2010.

Taichung City Jason Hu  KMT Two consecutive terms 
To be merged to make a special municipality  in 2010

Changhwa Coun-
ty Chuo Po-yan KMT To be reelected 

Nanto County Lee Chao-ching KMT To be reelected. 
Yunlin County Su Chih-fen DPP To be reelected. 
Chiayi County Chen Ming-wen DPP Two consecutive terms 

Chiayi City Huang Min-hui KMT To be reelected. 

Tainan County Su Huen-chih DPP Two consecutive terms 
To be merged to make a special municipality  in 2010

Tainan City Hsu Tien-tsai DPP 

Two consecutive terms 
To be merged to make a secial mupromoted to be a city 
of direct jurisdiction by Central Government, another 
election will be held in 2010 

Kaohsiung Coun-
ty 

Yang 
Chiou-Hsin DPP 

Two consecutive terms Will be promoted to be a city of 
direct jurisdiction by Central Government, another elec-
tion will be held in 2010 

Pingdong County Tsao Chi-Hung DPP Renew his term of office。（Sure to be nominated） 

Hualien County Hsieh 
Sheng-Shan KMT Two consecutive terms。 

Taidong County Kuang Li-Jen KMT Failed in the primary election 

Penhu County Wang Chien-Fah KMT Renew his term of office（sure to be nominated） 

Jingmen County Lee Ju-Fung NP Two consecutive terms 

Lienchiang 
County Chen Xue-Shen KMT 

Two consecutive terms（The original party membership 
is PFP） 

Annotations: For Taipei County, Taichung County, Taichung City, Tainan City, Tainan County, and Kaohsiung 
County, since the application of city promotion has been approved by Executive Yuan, the country ma-
gistrate and city mayoral elections will be suspended and another election will be held in 2010, along 
with the city mayoral election in those cities of direct jurisdiction by Central Government. 
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2. Outcome of the Magistracy and Mayo-
ralty Elections in 2009 

Eligible voters in the Republic of China on Taiwan 
went to the polls on December 5, 2009 to elect 17 ma-
gistrates and mayors. The Kuomintang won 12 counties 
and cities and the opposition Democratic Progressive 
Party four. One independent was elected. There was 
little change on the political landscape. Numerically, 
the Kuomintang won. But the opposition party won the 
key county of Yilan, ousting the incumbent Kuomin-
tang magistrate running for reelection. In other words, 
the two major parties fought to a “tie.”  

Turnout was low. It was only63.34 percent, down 
by 2.88 percent from the previous magistracy and 
mayoralty elections in 2005. The rate was particularly 
low in the counties and cities that are the power bases 

of the Kuomintang and its two allies, the People First 
Party and the New Party. 

Voters turned out in numbers lower than the aver-
age in Keelung City, Taoyuan County, Changhua 
County, Yunlin County, Chiayi City, Penghu County, 
and Kinmen County. (See Table 2.) The opposition 
party won Yunlin, but the Kuomintang retained the re-
maining six. All six Kuomintang candidates won the 
elections by a margin smaller than in 2005. The margin 
was 181,014 votes in Taoyuan County in 2005 and only 
49,559 in 2009. In the county of Changhua, it was 
99,841 in 2005 and 71,444; in Penghu, 12,664 and 595; 
and in Chiayi City, 12,664 and 8,694. Apparently, more 
Kuomintang supporters stayed away from the polls. 

 
Table 2: Turnout of Voters in the Magistracy and Mayoralty Elections in 2009 

Areas Population Eligible voters Votes Turnout  in 2009 Turnout in 2005 Change
Total 9346529 7051039 4466403 63.34% 66.22% -2.88%
Taiwan Province 9244037 6970833 4421831 63.43% 66.23% -2.80%
Yilan County 461345 351858 248706 70.68% 70.25% 0.43%
Taoyuan County 1974758 1437190 772180 53.73% 61.77% -8.04%
Hsinchu County 509453 369480 256770 69.49% 71.12% -1.63%
Miaoli County 561315 425837 290780 68.28% 69.45% -1.17%
Changhua County 1311971 991741 650169 65.56% 71.16% -5.60%
Nanto County 530769 408006 276424 67.75% 70.48% -2.73%
Yunlin County 722831 560207 361941 64.61% 69.73% -5.12%
Chiayi County 547267 428673 322764 75.29% 71.64% 3.65%
Pingdung County 882575 682475 464677 68.09% 70.68% -2.59%
Taitung County 232290 178139 110226 61.88% 60.51% 1.37%
Hualien County 340910 261214 155357 59.47% 61.6% -2.13%
Penghu County 95751 75033 47516 63.33% 72.16% -8.83%
Keelung City 388542 299960 159092 53.04% 64.05% -11.01%
Hsinchu City 410399 298439 169588 56.83% 59.6% -2.77%
Chiayi City 273861 202581 135641 66.96% 70.77% -3.81%
Fujian Province 102492 80206 44572 55.57% 62.54% -6.97%
Kingmen County 92602 72509 39011 53.8% 62.78% -8.98%
Lienchiang County 9890 7697 5561 72.25% 60.99% 11.26%

Sources: Central Election Commission http://210.69.23.140/cec/cechead.asp/  
Date: Dec. 15, 2009 
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A total of 47.88 percent of the votes were cast for 
the Kuomintang in the 2009 magistracy and mayoralty 
elections, against 45.32 percent for the opposition party. 
The gap narrowed. In the county of Yunlin, for instance, 
the opposition candidate outpolled her Kuomintang 

rival by 108,126 votes in 2009, up by 58,567 from the 
49,559 in 2005. In Pingtung, the Kuomintang candidate 
was outpolled by 20,272 in 2005 and 85,018 in 2009.  
In the county of Yilan, the incumbent Kuomintang ma-
gistrate was outpolled by 20,925 votes. (See Table 3.) 

 

Table 3: Voter Support in the 2009 Magistracy and Mayoralty Elections 

Areas 

KMT DPP 
Difference in 

votes won 

Difference in 
voter support 

rate (%) Votes won 
Voter sup-
port rate 

(%) 
Votes won

Voter sup-
port rate 

(%) 
Total 2094518 47.8754 1982914 45.3245 111604 2.55﹪

Taiwan Province 2074845 47.9050 1982914 45.7824 91931 2.12﹪
Yilan County 112469 45.7446 133394 54.2554 -20925 -8.51﹪

Taoyuan County 396237 52.2243 346678 45.6924 49559 6.53﹪
Hsinchu County 97151 38.4872 77126 30.5541 20025 7.93﹪
Miaoli County 181256 63.7915 95469 33.5995 85787 30.19﹪

Changhua County 348341 54.8880 276897 43.6306 71444 11.26﹪
Nanto County 136951 50.8701 107023 39.7534 29928 11.12﹪
Yunlin County 121832 34.6320 229958 65.3680 -108126 -30.74﹪
Chiayi County 128973 40.6682 177333 55.9172 -48360 -15.25﹪

Pingtung County 185384 40.6735 270402 59.3265 -85018 -18.65﹪
Taitung County 56354 52.5906 50802 47.4094 5552 5.18﹪
Hualien County 38603 25.4419 － － － － 
Penghu County 22664 49.3662 22069 48.0701 595 1.30﹪
Keelung City 86001 55.1059 65673 42.0805 20328 13.03﹪
Hsinchu City 92667 55.6348 68822 41.3189 23845 14.32﹪
Chiayi City 69962 52.1984 61268 45.7118 8694 6.49﹪

Kinmen County 19673 44.9545 － － － － 
Lienchiang County 14269 37.2753 － － － － 

Yilan County 5404 98.5772 － － － － 
Note：Differences are arrived at by deducting the numbers of votes won and voter support rates of the Democratic 

Progressive Party from those of the Kuomintang.  The former’s gains are preceded by the minus sign.  
Sources: Central Election Commission http://210.69.23.140/cec/cechead.asp/ 
Date: Dec. 15, 2009 
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Table 4: Comparison of Voter Supports in 2005 and 2009 
Unit: (%) 

 

Areas   Pan Blue Pan Green 
2005 2009 +/- 2005  2009  +/1 

Yilan County 51.39 45.74 －11.93 47.75 54.26 6.51
Taoyuan County 60.84 52.22 －8.62 38.32 45.69 7.37
Hsinchu County 67.09 38.49 －28.60 32.91 30.55 －2.36
Miaoli County 47.91 63.79 15.88 29.86 33.60 3.74

Changhua County 55.46 54.89 －0.57 40.52 43.63 3.11
Nanto County 45.32 50.87 5.55 30.33 39.75 9.42
Yunlin County 44.48 34.63 －9.85 53.37 65.37 12.00
Chiayi County 37.31 40.67 3.36 62.69 55.92 －6.77

Pingdon County 41.86 40.67 －1.19 46.19 59.33 13.14
Taidong County 0.00 52.59 52.59 0.00 47.41 47.41
Hualien County 67.25 25.44 41.81 19.86 0.00 －19.86
Penghu County 50.69 49.37 －1.32 48.16 48.07 －0.09
Keelung City 67.04 55.11 11.93 32.96 42.08 9.12
Hsinchu City 69.27 55.63 13.64 30.73 41.32 10.59
Chiayi City 54.63 52.20 －2.43 45.37 45.71 0.34

Kinmen County 54.28 37.28 －17.00 0.00 0.00 0.00
Lienchiang County 52.90 98.58 45.68 0.00 0.00 0.00

Notes： 
1. Changes are arrived at by deducting the voter supports for the Kuomintang and the Democratic in 2005 from those 

in 2009.    
2. Pan Blue comprises the Kuomintang and the People First Party. Pan Green comprises the Democratic Progressive 

Party and the Taiwan Solidarity Union. 
Sources: Central Election Commission 

http://mag.udn.com/mag/vote2009/storypage.jsp?f_MAIN_ID=431&f_SUB_ID=4401&f_ART_ID=224989  
http://210.69.23.140/cec/cechead.asp/ 

Date: Dec. 15, 2009 
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Chart 2: Political Map in 2009. 

 
Sources: United Daily News: http://mag.udn.com/mag/vote2009/storypage.jsp?f_ART_ID=225244. 
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3. Impact on the Kuomintang 

President Ma Ying-jeou doubled as chairman of 
the Kuomintang in October 2009. He was responsible 
for the party’s win or loss in the December 5 magistra-
cy and mayoralty elections. He campaigned vigorously 
for Kuomintang candidates in such counties as Yilan, 
Hsinchu, Chiayi and Pingtung. The vigorous cam-
paigning did not bring about expected results. 

The president did not rally Kuomintang supporters 
behind its candidates. But those who supported the 
Kuomintang in 2005 did not vote for Democratic Pro-
gressive Party candidates. One reason for the low sup-
port for the Kuomintang is that many voters did not 
return to their registered places of abode to vote. (No 
absentee vote is allowed.) Another is that many sup-
porters thought Kuomintang candidates would win and 
stayed away from the polls. Still another is that suppor-
ters were dissatisfied with the performance of the Ku-
omintang administration. Last but not least, a few local 
factions of the party did not support its nominees. 

President Ma insists that his party keep its clean 
image. He persisted, even if his insistence would split 
the party. One example suffices. The Kuomintang re-
fused to nominate Fu Kun-chi, a lawmaker convicted of 
insider trading who was a local faction leader in Hua-
lien County. Fu bolted the Kuomintang to run for magi-
strate of Hualien as an independent and won. The loss 
in Hualien, however, is expected to have a favorable 
impact on his party reform.   

The Kuomintang administration failed to produce 
a good track record in one and a half years after the 
party came to power. The financial tsunami hit the 
world three months after President Ma was inaugurated.  
The administration had a hard time coping with the 
swine flu pandemic, American beef imports and the 
rescue and relief in the aftermath of Taiwan’s worst 
flood disaster in history triggered by Typhoon Morakot 
on August 8, 2009. The lackluster performance of the 
government caused Kuomintang supporters and sway 
voters to stay away the polls.  

4. Impact on the Democratic Progressive 
Party 

The voter support for the Kuomintang fell from 
the unprecedented height at the time of the legislative 
and presidential elections of 2008 to a new low toward 
the end of 2009. That means the Democratic Progres-
sive Party was clawing back to power. It consolidated 
its power base in the counties of Yunlin, Chiayi, and 
Pingtung in addition to regaining control of Yilan 
County. Tsai Ing-wen strengthened her leadership as 
chairperson of the opposition party. 

On the other hand, the opposition party is emerg-
ing out of the shadow of former President Chen 
Shui-bian, who has been convicted of forgery, corrup-
tion and graft, and money laundering.   

Tsai owes her stronger leadership position to the 
powerful support of the party’s largest New Tide fac-
tion. The faction will be more powerful after the 2009 
elections – so much so that other factions, that of for-
mer Premier Frank Hsieh in particular, will be margina-
lized. Hsieh, who ran unsuccessfully for president in 
2008, will have no chance to bear the party’s standard 
in 2012. Tsai has increased the odds for a try at chal-
lenging President Ma, who will seek a second term. 

The party’s success in regaining the control of Yi-
lan greatly boosted its morale. Political activists call 
Yilan Taiwan’s holy land of democracy. The strong 
power base of the party, the county was under its unin-
terrupted rule for 24 years before Lu Guo-hua of the 
Kuomintang was elected magistrate in 2005. Despite 
President Ma’s vigorous campaigning for its incumbent 
magistrate, Lin Tsung-hsien was elected for the opposi-
tion party’s comeback to power in the county to signal 
its political ascendancy.   

The opposition party also further consolidated its 
power base in southern Taiwan. Its candidates in the 
three counties of Yunlin, Chiayi and Pingtung farther 
outdistanced their Kuomintang rivals in 2009 than in 
2005. If the domino effect endures, the party will win 
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the mayoralty elections in the two special municipali-
ties of Kaohsiung and Tainan towards the end of 2010.  

5. Impact on Taiwan Politics  

The magistracy and mayoralty elections of 2009 
were considered a warm-up for the 2012 presidential 
race. The outcome did not favor either of the two major 
political parties in the presidential election. But it con-
firmed and perhaps accentuated the “Blue North/Green 
South” political landscape in Taiwan.  

The Kuomintang tried in vain to take over control 
of a number of southern Taiwan counties, including 
Chiayi and Pingtung. The Democratic Progressive Party 
failed to win the counties of Nantou and Taitung. As the 
political map remains almost unchanged, the Kuomin-
tang is expected to win the three special municipalities 
of Taipei, New North City and Taichung in northern 
and central Taiwan, while the opposition party will re-
tain the other two special municipalities of Kaohsiung 
and Tainan in the south in the 2010 elections. 

The morale of the opposition party has been so 
greatly boosted that it will more vehemently challenge 
the Kuomintang administration by resorting to the 
checks-and-balances function of its small but strongly 
determined minority in the Legislative Yuan, where the 
ruling party controls a two-thirds majority. In particular, 
the minority in the legislature will strongly oppose any 
government policies to further improve relations be-
tween the two sides of the Taiwan Strait. 

President Ma’s party reform suffered a setback in 
the 2009 elections owing mainly to the tongue-in-cheek 
support of discontented local factions. The president, 
who doubles as Kuomintang chairman, is determined to 
carry on the reform. The success of the reform affects 
his chance of reelection as president in 2012. If success 
comes in less than two years, he will be reelected with 
little difficulty. 

The Kuomintang won 12 counties and cities by 
preventing a split in the party that would seriously di-
lute its voter support. It lost the county of Hualien, 

thanks to the full support of its local faction for Fu 
Kun-chi who bolted the party to run for magistrate as 
an independent. Both the Kuomintang and the opposi-
tion party have to prevent a split in order to win the 
mayoralty elections in the five special municipalities 
towards the end of 2010.  In addition, they must field 
candidates with a very clean image.  

6. Conclusion 

The magistracy and mayoralty elections of 2009 
are variously labeled as a warm-up for the presidential 
election in 2012, a mid-term examination for President 
Ma Ying-jeou, a qualifying test for Democratic Pro-
gressive Party chairperson Tsai Ying-wen, and a duel 
between two DPP presidential hopefuls. The outcome 
did not clearly indicate which of the two parties may 
win the presidential race. Taiwan’s political map re-
mains little changed, although the opposition party has 
finally emerged out of the shadow of former President 
Chen Shui-bian and narrowed the gap with the Kuo-
mintang in voter support. The Kuomintang will be do-
minant in north and central Taiwan, likely to win the 
three special municipalities of Taipei, New North City 
and Taichung when voters go to the polls towards the 
end of 2010. Similarly, the opposition party will retain 
control of the two special municipalities of Kaohsiung 
and Tainan in the south. However, both Kaohsiung and 
Tainan may be taken back to the Kuomintang’s fold, if 
the administration improves its track record and the 
ruling party fields clean and unanimously supported 
candidates. 
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Taiwan Is No Finland                        

Chinese Reunification Is a Historical Inevitability 

HUNG, Chien-chao 

 
Abstract 

Finlandization is the influence that one powerful country may have on the policies of 
a smaller neighboring country. Taipei’s rejection of entry visa applications by Uighur inde-
pendence leader Rebiya Kadeer and President Ma Ying-jeou’s refusal to meet the Dalai 
Lama are cited by Portland State University Professor Bruce Gilley as examples showing 
Taiwan is being Finlandized. In an article published in a February 2010 issue of Foreign 
Affairs, Professor Gilley also writes Taiwan’s Finlandization is in the interest of the United 
States. 

   The truth is that Taiwan is no Finland. It may be in a dire situation like Finland dur-
ing the Cold War era. But the People’s Republic China is incapable of invading Taiwan just 
as the Soviets did by rolling their tanks to occupy Helsinki. Taiwan is not helpless like Fin-
land, either. The United States is duty-bound to arm and equip Taiwan’s defense force to 
safeguard its security.   

On the other hand, the People’s Republic is not ready to take over Taiwan by force. 
In fact, what Beijing wants is a peaceful unification. And Chinese reunification is a histori-
cal inevitability. 
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Taiwan was separated from China at the end of the 
Chinese Civil War in 1949. Chiang Kai-shek lost the 
war and moved his Kuomintang government from 
Nanjing to Taipei, raising the status of Taiwan from 
province to that of sovereign state in the process. Mao 
Zedong wished to unleash his People’s Liberation Ar-
my to wash Taiwan with blood but his attempt to take 
the island province back to China’s communist fold was 
effectively thwarted by the outbreak of the Korean War 
in May 1950. President Harry S. Truman, who had 
written off the Republic of China as a bad bargain and 
all but invited Mao’s People’s Republic of China to 
take over the island by force, made an about-face de-
marche, proclaiming the neutralization of the Taiwan 
Strait which was enforced by the U.S. Seventh Fleet.  
Taiwan has since remained an independent, sovereign 
state, albeit it is so recognized by 23 countries, all of 
them small and inconsequential. 

There were armed clashes between Taiwan and 
China after Chiang had set up his rule over the island, 
the Pescadores and the two small archipelagos of Que-
moy and Matsu. A small Chinese army invaded Que-
moy on October 25, 1949. The invasion was repulsed.  
On September 3, 1954 China’s shore batteries started 
bombarding Quemoy and Matsu. It was a prelude to the 
Quemoy crisis triggered by an artillery duel that began 
on August 23, 1958. Two members of the U.S. Military 
Assistance Advisory Group were killed along with 
hundreds of Chiang’s officers and men and civilians in 
the armed conflict that lasted until December 15. Dur-
ing what is commonly known as the Battles of the Tai-
wan Strait, the air forces and navies of the two bellige-
rents also saw action, with Taiwan winning in all air 
and sea encounters. A truce has since been in place, 
save a brief hostile confrontation when Chiang ordered 
an assault on a small Chinese-held island to ascertain 
chances of his foolhardily ambitious counterattack to 
restore Kuomintang rule over China. He had to give up 
his dream of recovering the China he lost after the as-
sault had ended in a fiasco. 

Relations between Taiwan and China remained 

hostile for five decades after these armed encounters, 
with both sides beefing up their military force. The 
United States provided Taiwan with military assistance 
under a mutual defense treaty of 1954. Assistance was 
given in the form of transfer of weapons and equipment 
needed for defense of Taiwan, the Pescadores, Quemoy 
and Matsu, to which the United States was committed.  
The balance of military power across the strait began to 
tip in China’s favor after President Jimmy Carter cut off 
diplomatic ties with Taiwan in 1979. The mutual de-
fense treaty was abrogated, though the Taiwan Rela-
tions Act, forced on the Carter administration by the 
U.S. Congress, requires American sales of “such de-
fense articles and defense services in such quantity as 
may be necessary to enable Taiwan to maintain a suffi-
cient self-defense capability.” That stand was mod-
erated later with a communiqué U.S. Secretary of State 
Alexander Haig ushered in on August 17, 1982. It 
promises a termination of American arms sales to Tai-
wan. Despite the promises, the United States has con-
tinued to sell defensive weapons and equipment, in-
cluding missiles, fighter-interceptors and destroyers.   

When China started test-firing surface-to-surface 
missiles in waters close to major seaports in Taiwan and 
followed it up with a series of war games to intimidate 
the electorate ready to vote in President Lee Teng-hui in 
1996, President Bill Clinton, concerned about the Chi-
nese military threat, sent two aircraft carrier groups to 
show American support. It was not exactly a military 
confrontation between the United States and the 
People’s Republic, but Beijing backed off. Lee was 
reelected, garnering 54 percent of the vote.  

Lee tried to end hostile relations between Taiwan 
and China. He terminated Taiwan’s state of emergency 
on May 1, 1991, formally disowning Chiang’s claim to 
represent China, which had been under the control of 
the “hitherto rebel” communist regime since 1949. It 
was an unequivocal recognition of the People’s Repub-
lic as a separate, independent sovereign state. A consti-
tutional amendment limits the area under control of the 
Republic of China to Taiwan, the Pescadores, the off-
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shore islands of Quemoy and Matsu, and a few islets in 
the Pacific and the South China Sea. A National Unifi-
cation Council was set up in 1990. The National Unifi-
cation Guidelines were adopted in 1991 as the highest 
directives governing Taiwan’s policy vis-à-vis Beijing, 
the ultimate goal being to create a democratic, free, and 
equitably prosperous China. A consensus between Tai-
wan and China was reached in 1992 under which they 
both acknowledge there is but one China, whose con-
notations can be orally and individually expressed. The 
consensus of 1992 paved the way for a brief détente 
across the strait. 

The détente came to an abrupt end after Lee was 
succeeded by President Chen Shui-bian in 2000. He 
had the National Unification Council “cease to func-
tion” and the National Unification Guidelines “cease to 
apply” in defiance of the American warning against his 
going back on the pledges he made on inauguration.  
He refused to accept the consensus of 1992. Nor did he 
try to resume the dialogue between Taipei and Beijing 
disrupted towards the end of 1999 after Lee proclaimed 
his doctrine of “special state to state relationship” be-
tween Taiwan and China. Chen continued to pursue his 
policy of “creeping independence” for Taiwan and his 
brinksmanship provoked China into adopting an an-
ti-secession law codifying an automatic invasion of the 
island. China also deployed an increasingly large num-
ber of cruise missiles all targeting Taiwan, which it 
vows to take back to its fold by force, if necessary. The 
strait was turned into a flashpoint of the world. 

Tensions eased between Taiwan and China after 
Ma Ying-jeou took over from President Chen in 2008.  
Direct flights across the strait were resumed almost six 
decades after Taiwan and China had been separated.  
So did direct maritime shipping. Chinese tourists were 
allowed to visit Taiwan. A dozen agreements were 
signed to further improve cross-strait relations. Ma also 
had a diplomatic truce set in place, whereby Taiwan and 
China stopped competing against each other for diplo-
matic allies. A new détente began.   

Ma has to make political compromises to continue 

the détente. He denied Uighur independence leader 
Rebiya Kadeer her entry to Taiwan to attend the show-
ing of a documentary of her life at a Kaohsiung film 
festival. He muted criticism of Beijing in comments he 
made on the Tiananmen Square massacre on its twen-
tieth anniversary. He refused to meet China’s democra-
cy activists he had met before his election as president. 
He is trying to sign an economic cooperation frame-
work agreement with China, which is opposed by the 
Democratic Progressive Party as a sellout of Taiwan.  
All this has bred the suspicion that Ma is Finlandizing 
Taiwan. 

Finlandization of Taiwan? 

Finlandization is the influence that one powerful 
country may have on the policies of a smaller neigh-
boring country. It is generally considered to be pejora-
tive, originating in West German political debate of the 
late 1960s and 1970s. As the term was used in Germany 
and other NATO countries, it meant the process of 
turning into a country which, although maintaining na-
tional sovereignty, in foreign policies resolves not to 
challenge a more power neighbor.   

According to Professor Bruce Gilley at Portland 
State University’s Mark O. Hatfield School of Gov-
ernment and the author of The Right to Rule: How 
States Win and Lose Legitimacy,” the term that derives 
its name from Finland’s 1948 agreement with the So-
viet Union under which Helsinki agreed not to join al-
liances challenging Moscow or serve as a base for any 
country challenging Soviet interests. In return, the 
Kremlin agreed to uphold Finnish autonomy and re-
spect Finland’s democratic system. Therefore, from 
1956 to 1981, under the leadership of Urho Kekkonen, 
Finland pursued a policy of strategic appeasement and 
neutrality on U.S.-Soviet issues and limited domestic 
criticism of the Soviet Union. Gilley also cited Danish 
political scientist Hans Mouritzen’s “adaptive politics” 
to discriminate the Finnish regime and a client, or 
“puppet,” state. Unlike a puppet regime, a Finlandized 
state calculates that its long-term interests are best 
served by making strategic concessions to a superpower 
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next door. These concessions are motivated chiefly by 
geographic proximity, psychological threats from the 
superpower, and cultural affinities between the two 
sides. Being so close, the superpower needs only to 
issue vague threats, rather than display actual military 
muscle, to change its weaker neighbor’s policies, while 
the small power perceives itself as engaging in an “ac-
tive and principled neutrality,” rather than a cowering 
acquiescence, a distinction that is critical to rationaliz-
ing these policy changes domestically. Gilley concludes 
that Finlandization will take Taiwan out of the strategic 
orbit of the United States and recommends that Wash-
ington confront and adapt to this historic change. 

Taiwan today is in dire straits like Finland in the 
Cold War era. It has a giant neighbor who is fast be-
coming a superpower of the world, though not on a par 
with the Soviet Union Helsinki had to deal with. That 
emerging superpower, the People’s Republic of China, 
is a belligerent neighbor who has never renounced the 
use of force of arms to recover what is referred to as the 
“renegade province.” Taiwan, ceded to Japan in 1895, 
was restored to China as a province at the end of the 
Second World War in 1945. Beijing claims it as the 
province that strayed away from its fold with Chiang 
Kai-shek at its head at the end of 1949. Taiwan is ostra-
cized internationally. Only a little more than a score of 
the countries of the world maintain diplomatic relations 
with Taiwan. It was ousted by the United Nations in 
1971. No representation in any U.N. organizations is 
possible. Participation in international activities is 
possible only under the almost unintelligible name of 
“Chinese Taipei.” Yet Taiwan has to rely ever more 
heavily on China for trade and economic growth, par-
ticularly during the worldwide crisis touched off by the 
U.S. financial meltdown. Taiwan needs American sup-
port to defend itself against a possible invasion from 
across the strait and to obtain a Lebensraum in the 
world community. But a new nationalism nursed by a 
long separation from China has made the people of 
Taiwan intolerant of their country being treated like an 
American client state, as evidenced by the beef war 
across the Pacific. A Protocol of Bovine Spongiform 

Encephalopathy-Related Measures for the Importation 
of Beef and Beef Products for Human Consumption 
from the Territory of the Authorities Represented by the 
American Institute in Taiwan was signed between Tai-
wan and the United States on October 22, 2009. The 
United States, according to the protocol, wants to ex-
port to Taiwan American beef and beef products that 
may cause mad cow disease by a one-in-billions chance. 
The people of Taiwan believe their government has 
been bullied into concluding an unequal agreement. An 
irate Legislative Yuan amended a food sanitation act to 
effectively ban ground beef and offal imports. Angered, 
though mistakenly, that their country is treated as a ba-
nana republic, the people are calling for a referendum 
to revoke the agreement signed in good faith and de-
mand a renegotiation, making Taiwan an irresponsible 
trading partner and member of the international com-
munity. Moreover, the unsavory incident is likely to 
hamper Taiwan’s efforts to sign free trade arrangements 
with its trading partners, including not just the United 
States but all members of the Association of Southeast 
Asia (ASEAN) that created, together with China, a 
large free trade zone in Asia.  Japan and South Korea 
are expected to join the ASEAN-plus-One in a year or 
so.  Taiwan is excluded from the emerging colossal 
trade bloc. If barred, Taiwan will be economically mar-
ginalized. Its economic survival will be threatened. 

A parallel drawn between Taiwan and Finland 
goes no farther. Geographically, Taiwan is not as close 
to China as Finland is to Russia. There is a strait at least 
100 miles wide that separates the island and the main-
land of China. Soviet tanks could easily run over Hel-
sinki, while it takes an amphibious operation on the 
scale of Operation Overlord General Dwight D. Eisen-
hower commanded to defeat Nazi Germany. The 
People’s Liberation Army is still incapable of mounting 
such a large-scale attack on Taiwan. It may resort to a 
decapitation assault, coupled with the landing of a fast 
deployment force, but the people determined to defend 
their democratic homeland will not surrender, even 
without American help, militarily or morally. The fact 
is that Taiwan has a credible defense force which is 
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well armed and equipped by the Americans to deter a 
Chinese military venture. Simply put, Taiwan is not 
afraid of an invasion from a distant China just as Fin-
land feared in confrontation with its much closer 
neighbor Soviet Union.   

The fear of invasion from Russia compelled Fin-
land to sign an Agreement of Friendship, Cooperation, 
and Mutual Assistance with the Soviet Union in April 
1948. Finland started Finlandization by pledging to 
resist armed attacks by “Germany or its allies” against 
Finland, or against the Soviet Union through Finland, 
and, if necessary, ask for Soviet military aid to do so.  
At the same time, Finland pledged to adopt a policy of 
neutrality during the Cold War. As a result, it did not 
participate in the Marshall Plan, and took neutral posi-
tions on Soviet overseas initiatives. By keeping very 
cool relations to the North Atlantic Treaty Organization 
(NATO) and to Western military powers in general, 
Finland could fend off Soviet preludes for affiliation to 
the Warsaw Pact. Finlandization, in short, was to keep 
the Soviets at an arm’s length. As far as perceptions of 
the policy within Finland go, Finlandization has been 
explained as the art of bowing to the East without 
mooning the West. 

In the later years of the Cold War, the Soviets 
forced the Finnish editors of mass media to exercise 
self-control and self-censorship and adopt a pro-Soviet 
attitude. Most of the elite of media and politics shifted 
their attitudes to match the values that the Soviets were 
thought to favor and approve, developing into a 
self-imposed Finlandization that often is argued to have 
exceeded Soviet expectations. Government functiona-
ries, politicians and journalists accepted the practice 
that, if they cared about their careers, they did not talk 
about injustices such as Soviet political repressions.  
On the other hand, Finlandization led to many human 
rights violations in Finland. Freedom of speech was 
limited. Public libraries removed books deemed an-
ti-Soviet, while bookstores were given a list of cen-
sored publications. Anti-Russian movies were banned.  
Finnish authorities denied political asylum to Russian 

dissidents. All these Finnish servilities took place for 
Finland was without any credible assistance from the 
West to resist the Soviet Union. 

Taiwan Is Different 

No similar human rights violations have ever been 
committed in Taiwan over the past six decades. Viola-
tions occurred from time to time in Taiwan under 
Chiang Kai-shek, who afraid of Chinese communist 
infiltration, tried to have political dissidence stamped 
out during what has come to be known as “white ter-
ror.” His successors continued by and large the same 
policy. President Chen Shui-bian was even hostile.  
President Ma Ying-jeou, the Hong Kong-born son of a 
Kuomintang apparatchik, is cautious not to provoke 
China by refusing to criticize the People’s Republic.  
But he is not obsequiously Finlandizing Taiwan. 

Paradoxically, Chiang’s hostility against Beijing 
helped foster Taiwan’s independence movement, re-
sumed following the bloody February 28 Incident of the 
1947 and his subsequent land reform, which laid the 
foundation for Taiwan’s economic takeoff but wiped 
out the island’s small landlord middle class. Moreover, 
Chiang offered fantastic rewards in pure gold for any 
defector who was dissatisfied with Mao Zedong’s 
communist rule over China. Dozens of them, including 
a few diplomats, got asylum. 

Taiwan fears no invasion from China. Unlike Fin-
land, which was invaded by the Russians, Taiwan is not 
without help. Aside from the United States, which sup-
plies the needed armaments, Japan is ready to help 
Taiwan, though not militarily in the strictest sense of 
that word, because the friendly island state makes its 
lifeline sea lanes safe and is one of its top trading part-
ners. Besides, its pride as Taiwan’s former colonial 
master and the camaraderie with the island’s older gen-
eration who went through World War II as Japanese 
subjects oblige Japan to extend a helping hand to its 
former colony in need. That is the relationship Japan 
does not have with its other colony Korea, a kingdom 
before it was annexed by the land of the rising sun in 
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1915.  The beef war across the Pacific did not stop the 
United States from continuing to sell Black Hawk heli-
copters and Patriot III ground-to-air missiles to Taiwan 
despite Beijing’s strong opposition. There is no need 
whatsoever for Taiwan to be as obsequious to China as 
a helpless Finland was to the mighty Soviet Union. 

One fundamental difference stands out between 
Taiwan and Finland. Finnish is a Finno-Ugaric lan-
guage, not Slavic. Finns, who account for more than 90 
percent of Finland’s population, are not Slavs like Rus-
sians, whereas almost all the residents on Taiwan save a 
few Austronesian minorities are ethnically and cultu-
rally Chinese, like most of the 1.3 billion people in 
China. They are the Han of the Chinese nation the First 
Emperor of the Qin Dynasty unified as an empire in 
221 B.C. The Han Chinese are a very cohesive nation 
in China that has been an empire for more than 22 cen-
turies. An empire is an extended territory usually com-
prising a group of nations, states, or peoples under the 
control or domination of a single sovereign power. The 
territory of the Chinese empire has expanded or shrun-
ken, while the Han Chinese witnessed their house di-
vided against itself from time to time. But history tells 
us they were always united again in the end.  They 
might be dominated by non-Han rulers like the Mon-
gols and the Manchu but managed to overthrow them, 
and in most cases, assimilated their former masters.   

Deng Xiaoping, the supreme leader who started 
the People’s Republic on its rise as an economic power, 
promised “no Chinese would fight Chinese” as the 
guiding principle for settling the question of Taiwan.  
The Chinese on both sides of the Taiwan Strait believe 
it, the reason being the Han Chinese are against fratri-
cidal war. Of course, countless wars occurred in which 
Chinese killed Chinese, but those were wars between 
the rebels and their rulers. Chiang Kai-shek vowed to 
fight the communist Chinese rebels to regain the main-
land of China he lost. He issued a general mobilization 
decree to suppress the rebellion of Mao Zedong and his 
communist followers. President Lee Teng-hui ended 
Chiang’s Period of National Mobilization for Suppres-

sion of Communist Rebellion in 1991, giving up offi-
cially and formally Taiwan’s claim to represent the 
whole of China to extend an olive branch to Beijing. 

As tensions mounted across the strait while Presi-
dent Chen Shui-bian continued his brinksmanship Chi-
na policy, Beijing adopted an anti-secession law in 
2005, codifying an automatic invasion of the island if 
Taipei declares independence or takes moves toward de 
jure independence. The threatening legislation, however, 
is carefully couched on iffy conditions that the Chinese 
on Taiwan would turn rebels or would-be rebels. So 
long as they are no rebels, the Chinese on the mainland 
are not going to fight their brethren on the island of 
Taiwan. That is why almost all the people on Taiwan, 
including hardcore independence activists, believe the 
People’s Liberation Army would not launch an all-out 
attack across the strait. That belief, as a matter of fact, 
had encouraged President Chen to keep on playing his 
China-baiting game. 

Koxinga ousted the Dutch from Taiwan to claim 
the island for China in 1662. Like Chiang Kai-shek, the 
loyal Ming general wanted to recover the mainland for 
his Han Chinese emperor. His son, Zheng Jing, 
launched a counterattack on the mainland under Man-
chu rule in 1674 and had to withdraw his expeditionary 
army six years later. Zheng Jing’s son surrendered Tai-
wan to China in 1682. The war between China and 
Taiwan was fought by Chinese against Chinese.  
Those on the mainland sided with the Manchu to crush 
the rebel Chinese on the island. The rebels on Taiwan 
were an extremely proud lot. They took pride in 
representing traditional Han China. They did not have 
the slightest doubt that they were perpetuators of Chi-
nas heritage and held defectors to the Manchu in utmost 
contempt. They believed what they were doing was in 
keeping with China’s Confucian tradition. These figh-
ters had almost all died out by the time Taiwan was 
surrendered. A new generation of Han Chinese, born 
and brought up on the mainland under Manchu Qing 
rule, came to accept the Kangxi emperor of the Manchu 
Qing dynasty as their son of heaven. While Taiwan was 
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being Sinicized, another form of Sinicization or rather 
the Chinese legitimation of alien Manchu rule was 
completed on the mainland. Kangxi annexed Taiwan in 
1683 as part of China where his Manchu subjects 
would be totally assimilated by the Han Chinese in the 
following two centuries. 

Unification 

Taiwan, unified with China in 1683, was ceded to 
Japan under the Treaty of Shimonoseki in 1895. Taiwan 
declared independence on May 23, 1895. Two days 
later, Tang Jingsong was inaugurated as president of 
Asia’s first republic that proclaimed “eternal alle-
giance” to the Great Qing Empire. A brief war of inde-
pendence was fought against Japan before the Japanese 
could establish full control over Taiwan. 

There were at least two armed uprisings on Taiwan 
during the 50 years of Japanese colonial rule, both 
aimed at reunification with China. One was led by Lo 
Fuxing, who joined the Tungmenhui or United League 
founded by Dr. Sun Yat-sen. The United League was 
renamed the Kuomintang or Nationalist Party that top-
pled the Manchu dynasty in the 1911 Chinese Revolu-
tion. Lo’s revolution in Taiwan was unsuccessful. A 
total of 535 revolutionaries were arrested, including Lo 
himself who was executed. The other was master-
minded by a former policeman, who proclaimed a Great 
Ming Charity State in June 1915. Yu Qingfang, the 
leader, was a frequent visitor to China and was inspired 
by the Kuomintang’s revolution to restore Han Chinese 
Ming rule on Taiwan. Altogether 1,957 revolutionaries 
were tried for sedition, 866 of them sentenced to death. 

The Taiwan Communist Party, inaugurated in 
Shanghai in 1928, had a platform advocating indepen-
dence. The Chinese Communist Party fully endorsed 
Taiwan’s independence from Japan, while the Kuomin-
tang helped form a Taiwan youth league to take the 
island back to the Chinese fold. Lin Xientang, one of 
the wealthiest men in Taiwan in the early twentieth 
century, formed the Bunka Kyokai (Cultural Associa-
tion) in 1921, which spawned a de facto independence 

movement in the name of Taiwan Self-Rule League.  
Again, the movement aimed at unification with China. 

The movement stopped aiming at unification after 
the bloody February 28 Incident of 1947. Untold thou-
sands of innocent people were massacred by govern-
ment troops sent from the mainland of China to sup-
press spontaneous riots against Kuomintang rule less 
than two years after Taiwan was restored to the Repub-
lic of China at the end of the Second World War.   

The people of Taiwan rejoiced in returning to the 
Chinese fold after the war. Most of them were alienated 
after the indiscriminate slaughter. Subjugated by the 
suppression, they began to consider possibilities of 
gaining independence for their homeland. The inde-
pendence movement gained momentum after Chiang 
Kai-shek’s successful land reform in Taiwan in 1953.  
Tennant farmers were made owners of the land they 
tilled under Chiang’s land reform program, which 
paved the way for rapid economic development in Tai-
wan.  Most of the small landlords were bitterly es-
tranged because they believed the government robbed 
them of their land. They turned anti-government, sup-
porting independence for Taiwan. 

But everyone on Taiwan knows full well indepen-
dence is impossible. The People’s Republic, much more 
powerful than Qing China was to Taiwan in the late 
seventeenth century, is irresistible. Meanwhile, Taiwan 
has to rely ever more heavily on China for economic 
survival. On the other hand, most of the people on Tai-
wan believe they belong to the same Chinese nation.  
They are convinced blood is thicker than water. They 
know China will become one again sooner or later, al-
beit it may take a couple of decades or longer. Unifica-
tion is a historical inevitability. 

It is Chiang Kai-shek who helped create a new na-
tionalism in Taiwan. He made Taiwan a nation-state 
named the Republic of China. He indoctrinated the 
people on Taiwan against the Chinese on the mainland 
to believe they are defenders of traditional Chinese 
culture. As Taiwan wrought the economic miracle of 
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the twentieth century, the people developed a hubris 
over China, which was then poor, backward and unde-
mocratic. They do not want to be united again with 
China as it is now. It is this arrogant pride to which 
pro-independence political leaders in Taiwan are ap-
pealing to deter Chinese unification. They call every 
move to improve relations between Taiwan and China 
an act to denigrate the dignity of the Republic of China 
as an independent, sovereign state. An economic coop-
eration framework agreement Taipei wants to sign with 
Beijing in the first half of this year is labeled as a sel-
lout of Taiwan. So is a peace accord President Ma 
Ying-jeou promised during his campaign in 2008 to 
sign with China, but most of the native-born islanders 
harbor a suspicion that he might surrender Taiwan as a 
filial son to his mainlander Chinese father. 

Whereas the only thing Koxinga’s followers had to 
do to espouse Qing China was to shave part of their 
hair to wear a pigtail, there still exists a tremendous gap 
across the Taiwan Strait, which seems almost unbrid-
geable. Taiwan is a full-fledged democracy with a free 
market system, while China refuses to renounce the use 
of force of arms if the island develops nuclear weapons 
or accepts “foreign intervention.” But time will come 
when the People’s Republic, where political reform is 
bound to follow, becomes so democratized as to make 
the majority of the people on Taiwan agree to be unified 
under a rational system. That system finds a model in 
the Commonwealth. 

Also known as the Commonwealth of Nations 
from 1931 to 1946, the Commonwealth was an evolu-
tionary outgrowth of the British Empire. The traditional 
British policy of allowing considerable self-government 
in its colonies led to the existence by the nineteenth 
century of several dependent states, which were popu-
lated to a significant degree by Europeans accustomed 
to the forms of parliamentary rule and which possessed 
large degrees of sovereignty. Dominion status was first 
given to Canada in 1897 and later to Australia, New 
Zealand, the Union of South Africa and Eire. A pro-
nouncement by the Imperial Conference of 1926 de-

scribed Great Britain and the dominions as “autonom-
ous communities within the British Empire, equal in 
status, in no way subordinate one to another in any as-
pect of their domestic or external affairs, though united 
by a common allegiance to the Crown and freely asso-
ciated as members of the British Commonwealth of 
Nations.” Internationally, the dominions were recog-
nized as separate states, entitled to have separate repre-
sentation in the League of Nations and other world or-
ganizations, to appoint their own ambassadors, and to 
conclude their own treaties. At the same time, the do-
minions were not considered to stand in the same rela-
tion to the United Kingdom or among themselves as 
foreign countries. As it now stands, the Commonwealth 
has as its members most of the old dominions as well as 
other countries that were former British colonies or 
territories. Some of them, like India, are republics with 
presidents as their heads of state. 

Taiwan may be unified with China as a dominion 
first and then may develop into a member of a Chinese 
Commonwealth, which Beijing will have to create to 
terminate the empire that has existed for more than two 
millennia. The days of the empire are long over. As the 
British Empire gave way to the Commonwealth, so 
must do the People’s Republic in the end. Tibet, Mon-
golia, Chinese Turkistan and Hong Kong-Macao will be 
more than happy to join in the union as members of the 
Chinese Commonwealth. 

Imperial China was a lenient suzerain. It chose not 
to exercise control over its vassal states. All it wanted 
was submission not to force of arms but to its cultural 
superiority. Zheng He, the royal eunuch, led seven ex-
peditions to Southeast Asia, India, Arabia and northern 
Africa in the fifteenth century, but none of the countries 
he visited were made Chinese colonies. Chinese rulers 
knew what Lao Zhi taught. “If a great kingdom hum-
bles itself before a small kingdom,” according to Tao Te 
Ching, “it shall make that small kingdom its prize.”  
“And if a small kingdom humbles itself before a great 
kingdom,” it goes on, “it shall win over that great 
kingdom. … If the great kingdom has no further desire 
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than to bring men together and to nourish them, the 
small kingdom will have no further desire than to enter 
the service of the other. But in order that both may have 
their desire, the great one must learn humility.” 

The People’s Republic, which is taking over Japan 
as the world’s second largest economy, is relearning 
humility. It does not want to be party to the Group of 
Two with the United States. It does not want to chal-
lenge the world’s only superpower. Taiwan must learn 
to humble itself in order just to win over its colossus 
neighbor. They will be unified in the end as a com-
monwealth in the name of the Chinese nation not only 
in their mutual interests but in those of the United 
States and other world powers as well. And perhaps 
such a union between China and Taiwan alone is glo-
bally acceptable. 

 



20  Taiwan Development Perspectives 2010 

 



Triangular Relationships among Taipei, Washington and Beijing: The First Year of the Ma and Obama Administrations  21 

Triangular Relationships among Taipei, Washington     

and Beijing:The First Year of the Ma and Obama          

Administrations 

LEE, Cheng-hsiu  

 
Abstract 

The triangular relationship among Taipei, Washington and Beijing is quite complex as 
well as unequal. In a short time, either of them cannot simply clarify the main crux of the 
problem. For this reason, Taiwan should have patience and perseverance, stick to its goals, 
and carefully manage its relations with the United States and Mainland China, respectively.  

The United States is the world superpower and Mainland China the emerging regional 
power in Asia. Of course, there are other much more important international issues that 
need close cooperation between the two rivals. Taipei does not need to doubt whether the 
United States will therefore succumb to pressure from Beijing and renounce Taiwan forever. 
Instead, we should stick to the diplomatic tone that “seeks rapprochement with Mainland 
China, and is close to the United States”, and think about how we can strive for the best na-
tional interests in this harsh international reality.  
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Foreword 

The complex triangular relationship among Taipei, 
Washington, and Beijing has been in existence for more 
than sixty years, which in the past had experienced 
many turns and turbulence, including confrontation and 
reconciliation between the United States and Mainland 
China during the Cold War, the Republic of China’s 
withdrawal from the United Nations in 1971, diplomat-
ic recognition of the United States switched from Taipei 
to Beijing in 1979, and the 1995-6 Taiwan Strait crisis. 
Each case was the test of the tripartite decision-makers 
in their wisdom and patience. Although the ROC gov-
ernment on Taiwan possesses no ability to influence the 
interaction and development of the triangular relation-
ship, both the United States and Mainland China still 
cannot ignore its advantages: the geostrategic value in 
East Asia, and the lighthouse effect of political demo-
cratization to the people of the Chinese mainland. Tai-
wan, of course, still has opportunities to have its voice 
be heard. 

In all fairness, the triangular relationship in 2009 
can be said to be getting better. Negotiations across the 
Taiwan Strait step into the normal track of institutiona-
lization. The Ma Ying-jeou administration’s efforts to 
improve channels of communication between Taipei 
and Beijing have finally paid off, albeit experiencing 
certain minor setbacks, which will not affect the com-
mon interests of the two sides. Furthermore, while in-
heriting perhaps the best relationship with Mainland 
China in two decades, the Obama administration still 
does not forget the efforts to enhance the interaction 
with Taiwan. Therefore, national leaders in this trian-
gular relationship recognize that any of the bilateral 
relationships should not come at the expense of a third 
party. After all, one player’s willful act may result in 
misgivings from the other two parties concerned, or 
even resistance.  

For Taipei, it is fair to say that the DPP adminis-
tration left the difficult triangular relationship to the 
successor ruling party. Taiwan, on the one hand, needs 
to improve swing to the bottom of the Taiwan-US rela-

tions, and, on the other hand, is finding ways to ease the 
Taiwan Strait tensions. Bearing nearly 8 million 
people’s expectations, Mr. Ma Ying-jeou was sworn in 
as the President of the Republic of China on May 20, 
2008. His moderate cross-Strait policy of "no unifica-
tion, no independence, no use of force" has significant-
ly reduced the tension across the Taiwan Strait. Besides, 
Taiwan’s Straits Exchange Foundation and Mainland 
China’s Association for Relations Across the Taiwan 
Strait have held four rounds of talks in nearly two years, 
reaching more than ten bilateral economic and trade 
agreements, which provide people across the Taiwan 
Strait more convenient and closer economic, trade and 
personnel exchanges. Furthermore, the Ma administra-
tion is also committed to the improvement of Tai-
wan-US relations, repeatedly assuring the United States 
of Taiwan’s desire to be a “peacemaker, not trouble-
maker.” In the end, Taipei’s cross-Strait policy has won 
over Washington's recognition and support.  

From Washington's perspective, to maintain ap-
propriate relations with Taiwan is not to make an ene-
my with the Chinese mainland, but to maintain East 
Asian regional security and to defend Washington’s 
commitment to democracy and freedom. As Hillary 
Clinton said after becoming Secretary of State, the US 
policy towards the Taiwan Strait has always been based 
on “the Taiwan Relations Act and the three joint com-
muniqués between the United States and the Chinese 
mainland.” In other words, the Taiwan Relations Act 
enjoys an equal status to the three communiqués, or 
even higher than the three communiqués. Under the 
present framework, the Obama administration main-
tains unofficial relations with Taiwan; as to how it 
works, it depends on the situations. Without making 
additional trouble to the US, the Taiwan-US relations 
will definitely enjoy the premise of a smooth nature, 
and Washington, of course, will then serve as Taiwan’s 
backing in face of cross-Strait relations. 

On Mainland China’s interests, Beijing can benefit 
from the dual interests of the reducing tensions across 
the Taiwan Strait and of strengthening its relations with 
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the US. On the one hand, Beijing may be able to win an 
international fame; on the other hand, to influence Tai-
wan via Washington. After all, the US is still Taiwan’s 
most-heralded diplomatic ally. Seizing the Presidential 
election victory in 2008, the Ma administration is will-
ing to resume cross-strait talks based on “the 1992 
Consensus: one China, different interpretations.” In just 
less than two years, the progress of cross-Strait rela-
tions is in the speed which was unimaginable in the past. 
So far, either in the face of an impact of Taiwan's inter-
nal political competition on the development of 
cross-strait relations, or the possibility of US interven-
tion in the Taiwan Strait affairs, Beijing seems to be 
increasingly self-confident to lead the triangular rela-
tionship. 

Changing Situations in East Asia 

Twenty years after the end of the Cold War, the 
United States became the sole superpower in East Asia. 
In the eight years of President Clinton in power, the US 
economic growth spurt, and whether military or politi-
cal and economic power was able to achieve a momen-
tary peak. At that time, many scholars predicted that in 
the short-term period, no other country had such 
strength to challenge the US hegemony. Even though 
generally regarded as the most challenging power to the 
US, Mainland China was then struggling to get out of 
the international shadow in the aftermath of the Tia-
nanmen Square incident in 1989. Deng Xiaoping then 
seized the opportunity and put forward the “keep-
ing-a-low-profile” diplomatic response to the impact of 
the collapse of the Soviet Union and the changing situ-
ation of Eastern Europe on the Chinese Communist 
Party regime.  

The current US strategy in East Asia is basically 
the continuation of the post-Cold War strategic posture, 
which is based on the bilateral treaty signed between 
the United States and separate countries, because the 
complexity of historical disputes in Asia hinders the 
progress of the establishment of a multilateral security 
system. Even if the ASEAN Regional Forum (ASEAN 
Regional Forum, ARF) tries to play the leading role, it 

is still at an early stage of the dialogue.  

After her inauguration, Secretary of State Hillary 
Clinton took the first official visit to four Asian coun-
tries that would show the Obama administration’s in-
tention to change the past foreign policy of “emphasiz-
ing Europe and belittling Asia,” an attempt to reshape 
the United States’ active image involving in Asian af-
fairs. 

The US strategic arrangement in East Asia is cen-
tered at the “Treaty of Mutual Cooperation and Security 
between the United States and Japan.” After all, Japan 
currently possesses the most sophisticated military 
forces in East Asia. But in the end of August 2009, the 
Democratic Party of Japan ended the rule of the Liberal 
Democratic Party that had extended for more than half 
a century in power. The five decades of the US-Japan 
bilateral security alliance face unprecedented chal-
lenges. Washington is prompted to worry about the 
problem that is originally a nonissue when handling the 
relations with Tokyo, increasing a difficulty in commu-
nication between the United States and Asian countries.  

New Japanese Prime Minister Yukio Hatoyama 
has vowed to seek a “strategic equality” between the 
US and Japan, and to strengthen cooperation with 
Mainland China in an attempt to create an “East Asian 
Community” similar to European Union. In other words, 
he hopes that the new strategy will lead to an “inde-
pendent foreign policy thinking, in a close and equal 
basis of not unilateral but a pursuit of an equal 
US-Japan partnership of common obligations.” The 
DJP Government also attempts to abandon the Liberal 
Democratic Party’s blind pro-American line in the past 
fifty years, and will deal with sensitive issues with 
Mainland China, Russia, and even North Korea through 
dialogue and coordination. Before the end of 2009, 
Japanese and Chinese mainland scholars reached a 
consensus that the Sino-Japanese war was “Japan's war 
of aggression against China,” which in the past was 
unimaginable.  

As for Prime Minister Hatoyama’s new diplomacy 
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can be effective remains to be seen. But surely, if the 
United States wants to continue to win over Japan, it 
must properly handle the relocation of a US military 
base in Okinawa. Otherwise, the rift between the two 
countries will trouble the bilateral relations for quite 
some time and even further complicates the US in 
managing its presence in the region. 

After Barack Obama succeeded the US Presidency, 
his administration has immediately altered unilateral-
ism that was a symbol of the Bush administration era. 
The Obama administration is actively seeking coopera-
tion and understanding from other countries in many 
important international affairs, such as the Israe-
li-Palestinian conflict, Iranian nuclear weapons, North 
Korea’s nuclear stockpile and other issues through 
channels of the United Nations. Thus, Mainland China, 
which enjoys close relations with Iran, North Korea, 
and Palestine, is a weighted counseling partner of the 
international community.  

As the international community begins to pay 
close attention to Mainland China’s rise in political and 
economic forces, what Taiwan should do is an urgent 
need to answer when sandwiched between the two big 
powers. President Ma Ying-jeou advocates a foreign 
policy that“seeks rapprochement with Mainland China, 
befriends Japan, and is close to the United States,” gen-
erally in line with our country’s overall national inter-
ests as well as a reflection of the international reality. 
As for President Ma’s new diplomatic approaches to 
obtain the reciprocation needs our deep concern. 

Mainland China’s future East Asian policy is defi-
nitely the focus of the international community. First of 
all, the United States is no longer the dominant force in 
leading Asian affairs due to the financial crisis, so Chi-
na will be able to grasp this rare opportunity to fill this 
leadership vacuum. Even if Beijing does not want to 
directly challenge the US leadership, it adopts a strate-
gy that establishes relations of mutual cooperation 
among the Chinese mainland and Asian countries. For 
example, in January of 2010, Mainland China and 
ASEAN launched the “ASEAN+1 Free Trade Agree-

ment Zone.” The two will build closer economic and 
trade relations, and Beijing can also increase regional 
influence through its economic power. Of course, its 
largest foreign exchange reserves in the world are the 
subject of every country’s attempt to benefit from them. 

Moreover, the trade and economic development 
brought about by political and economic power will 
give Mainland Chinese leaders great confidence. Under 
the guidance of Deng Xiaoping’s “keeping a low pro-
file” strategy, Mainland China actively participates in 
international affairs, such as the dispatch of United Na-
tions Peace Force to demonstrate an international re-
sponsibility. Mainland China will not seek to challenge 
the existing international regime, however. By contrast, 
Beijing is trying to convey a message that gradual par-
ticipation in international activities will not only show 
the Mainland”s status as a great nation, but also express 
its willingness to cooperate with the international 
community. 

For the time being, President Obama shifts the US 
foreign policy to a multilateral coordination mechanism 
in order to improve America's image and strive for co-
operation from other states, so seeking Chinese cooper-
ation is the necessary means. Therefore, the Obama 
administration deliberately upgraded the two countries’ 
“strategic economic dialogue” (SED) created by the 
Bush administration to “strategic and economic dialo-
gue;” that is, the past dialogue led by the Finance Mi-
nisters of the most high-level between the two countries 
and replaced by the Secretary of State and Minister of 
Finance. The topics of the SED ranging from pure eco-
nomic and trade disputes between the two countries 
extended to other important issues concerning both 
powers. 

The Obama administration’s policy changes ex-
actly coincide with the line of the Chinese Communist 
Party (CCP), so the US administration eventually 
agreed to the request of the Communist leaders to issue 
a joint statement between heads of the two countries, 
which has been fought for many years by Mainland 
China, when President Obama took his first official 
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visit to Mainland China in November 2009. Nonethe-
less, the Sino-US joint statement attracted attacks in the 
United States that President Obama showed weakness 
to Beijing, because accusers argued that the Obama 
administration did not even propose the protection of 
human rights, rule of law, democratic reform and other 
issues to Mainland China. Instead, Obama succumbed 
to Chinese demands. 

The Obama administration has been overwhelmed 
by the war on terror in Afghanistan and Iraq, as well as 
North Korea’s and Iran’s nuclear issues over years. 
When the course of time lasts, more damages to the US 
national interests. Since these are areas that Mainland 
China has managed for years, thus the United States is 
bound to make concessions to the Chinese mainland. To 
let Beijing play a more significant role in Asian affairs 
could be a quid pro quo that Taiwan must strictly ob-
serve. 

Opportunity upon Ma Ying-jeou's Victory  

Many foreign scholars regard the KMT’s consecu-
tive victories in the January legislative and the March 
Presidential elections in 2008 as “a turning point for 
domestic politics and cross-strait relations.” Although 
jumping to a conclusion is far too early, such evalua-
tions do not really lose the reality. 

Why do the international community and the 
people of Taiwan have such high expectations of the 
Ma Ying-jeou administration? It is precisely because 
the DPP administration under Chen Shui-bian wanted 
to achieve wishful Taiwan independence, and ignored 
the international reality by maliciously manipulating 
cross-Strait and Taiwan-US relations. In the end, its 
radical approaches forced the people to give up the DPP 
in the 2008 elections, and sent Mr. Ma Ying-jeou to the 
Presidential Palace. The KMT's return to power symbo-
lized that the moderate and rational approach will  
dominate Taipei’s cross-Strait policy and Tai-
pei-Washington relations.  

In his inaugural speech, President Ma pointed out, 

“We need to strengthen our relationship with the United 
States as a security ally and trading partner; ... the pur-
suit of cross-Strait peace and maintaining regional sta-
bility is our constant goal. Taiwan must become the 
peacemaker of the international community with admi-
ration.” He also called on leaders of the other side 
across the Taiwan Strait to “seize this rare historical 
opportunity ... to jointly open a new page in the history 
of peace and prosperity. Under the framework of the 
ROC Constitution, we will adopt the ‘no unification, no 
independence, and no use of force’ approach to best 
conform with Taiwan’s mainstream public opinion, and 
to maintain the status quo in the Taiwan Strait.” 

After assuming office, President Ma Ying-jeou has 
actively pushed forward the moderate cross-Strait poli-
cy. In just less than two years, the results have already 
received recognition and support from the international 
community. Coupled with the back-to-normal Tai-
wan-US interactions, the high-level communication 
between the two countries have become smooth, mak-
ing Taiwan gradually get rid of the weak position under 
the Chen Shui-bian era and seek the appropriate time to 
take the initiative in this triangular relationship. 

If we say that President Ma resumed informal talks 
on both sides to open the cross-Strait deadlock, then the 
KMT honorary chairman Lien Chan’s “Journey of 
Peace” in 2005 should be viewed as the ice-breaking 
trip on the current cross-Strait peace and development. 
Winning the enormous support at home and abroad, 
Lien Chan’s Mainland trip not only effectively reduced 
misunderstanding and conflicts of the Chen Shui-bian 
era, but also laid the basis of reconciliation for the cur-
rent exchange between the KMT and the Chinese 
Communist Party. Lien’s success was also one of the 
important factors for the KMT to win the two succes-
sive elections in 2008. 

The two sides agreed to resume talks between 
Taiwan’s Straits Exchange Foundation and Mainland 
China’s Association for Relations Across the Taiwan 
Strait in order to compensate for the loss of eight years 
of the valuable time under the Chen Shui-bian adminis-
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tration. The Ma administration then in July 2008 sent 
new SEF chairman Chiang Pin-kung to Beijing to hold 
talks with ARATS chairman Chen Yunlin. Then at the 
end of 2008, Chen Yunlin became the highest-level 
official from the Mainland to set foot on the island 
since the ROC government moved to Taiwan in 1949. 
Despite that the DPP held protests during Chen’s visit, 
the four agreements reached by the two organizations 
indeed pushed the cross-Strait exchanges to a new stage. 
Adding the agreements reached by the three follow-up 
“Chiang-Chen meetings,” then the achievements in the 
past two years will definitely exceed the previous two 
administrations combined. 

With regard to the several cross-Strait visits, Alan 
Romberg, the well-known Taiwan Strait affairs expert 
and former State Department deputy spokesman, once 
said, "There is no doubt that Chen Yunlin’s visit to 
Taiwan had considerable political implications, in par-
ticular his meeting with President Ma represented Bei-
jing’s “new pragmatism.” Romberg said that he agreed 
to President Ma’s description that “the two sides have 
entered a new stage of mutual non-denial.”  

No doubt, the cross-Strait issues cannot be solved 
overnight, and the historical disputes between the two 
sides cannot also be resolved just through a few ex-
changes. However, after experiencing the rule of the 
DPP, leaders of the two sides have a consensus that 
both sides should resume contacts through the “eco-
nomic issues before political ones” and “easier issues 
before difficult ones” approaches and avoid the sensi-
tive issue hindering the opportunities of building mu-
tual confidence. They also hope that the frequent civil 
exchanges, from the grassroots level of a mutual trust 
network, will make the “peaceful settlement” the 
cross-Strait common language. 

Of course, the ROC's international space is cur-
rently the most attentive and sensitive issue among a 
large number of cross-Strait problems. Highly respected 
by Beijing leaders, the KMT Honorary Chairman Lien 
Chan attended the “informal leadership meeting” of the 
Asia-Pacific Economic Cooperation forum held in Li-

ma, Peru and Singapore on behalf of President Ma 
Ying-jeou under the acquiescence of the Beijing au-
thorities for the two consecutive years. This is the 
highest-level representative that the Republic of China 
has ever participated in the organization, symbolizing 
that the cross-Strait mutual trust has entered a new mi-
lestone. 

Then in May 2009, the Republic of China obtained 
an observer status in the name of “Chinese Taipei” for 
the first time to participate in the World Health Assem-
bly (WHO). The meaning is more extraordinary be-
cause it was the first time that the Republic of China 
participated in the activities of United Nations specia-
lized agencies in the last 30 years. This positive devel-
opment won praise and support from countries around 
the world, and also led to believe that this was a touch-
stone to test Beijing’s commitment to Taiwan’s interna-
tional space, and the future direction for the cross-Strait 
relations. 

In addition to the moderate cross-Strait policy, 
President Ma’s “flexible diplomacy” concept has grad-
ually won trust of Beijing leaders. Simply speaking, in 
order to reverse the negative effects of the Chen 
Shui-bian administration’s “scorched-earth diplomacy,” 
and also to abandon the unnecessary money games of 
the two sides to compete for diplomatic allies, President 
Ma subsequently proposed a policy of “diplomatic 
truce,” hoping that the two sides would not continue the 
standoff in the diplomatic fronts by not digging into 
each other’s existing diplomatic allies. Frankly speak-
ing, comparing the overall national power with Main-
land China, Taiwan is bound to be a loser. If Taipei does 
not utilize the relaxed atmosphere across the Taiwan 
Strait to communicate with Beijing, are we going to 
wait until breakout of the cross-Strait war to force Tai-
wan to sit at the negotiating table? 

To maintain soft and flexible strategies does not 
mean that President Ma will sell out national sove-
reignty, not to mention that his administration simply 
follows the Constitution of the Republic of China to 
handle cross-Strait affairs. The DPP’s criticism is 
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simply turning facts upside down. The DPP’s reluc-
tance to abide by the Constitution, but accuse President 
Ma and the KMT of selling out Taiwan, only highlights 
its backward mentality to face the international reality 
and the unrealistic theory of Taiwan independence na-
tion-building.  

Taipei’s Improving Relations with Wash-
ington 

After assuming office, one of the policy priorities 
for President Ma Ying-jeou is to restore mutual trust 
and reconstruct the bilateral channels of communication 
with the United States. After all, a solid relationship 
with the United States is the most important factor for 
the survival of the Republic of China on Taiwan, and is 
also Taiwan’s back in face of Mainland China’s pres-
sure in all levels of the international community. The 
main theme of President Ma’s cross-strait policy is to 
maintain the status quo and stability across the Taiwan 
Strait, and to conduct the cross-strait dialogue through 
the moderate and rational manner acceptable to the in-
ternational community. His policy not only responds to 
expectations of the majority of people in Taiwan, but 
also consistent with the interests of the United States 
and Mainland China. After all, neither Washington nor 
Beijing would like to trigger a military conflict over 
Taiwan. 

It is well known that there must be some reasons 
for Taiwan-US relations under the Chen Shui-bian ad-
ministration falling to the lowest point. Former Presi-
dent Chen Shui-bian has always been provocative in 
cross-Strait relations, manipulating trust with the Unit-
ed States, and even taken Taiwan’s international status 
as a scene of domestic political struggles, thereby jeo-
pardizing cross-Strait relations. Furthermore, the Bush 
administration in the end was forced to break the di-
alogue with Taiwan due to Chen’s radical approaches. 

On the contrary, President Bush once praised the 
success of Taiwan’s democratic reform as “beacon in 
Asia and in the world.” Bush’s remarks confirmed his 
attached importance to the traditional friendship and 

cooperative relations between Taiwan and the United 
States, but his aversion to the DPP’s repeatedly going 
back on its own word also showed his distaste to Chen. 

Therefore, the key to the Ma administration’s task 
is to rebuild trust with the United States. The first step 
is back on track, re-emphasizes the importance of bila-
teral interests, and takes concrete actions to prove that 
the ROC would be a “peacemaker” rather than “troub-
lemaker.” 

The second important task is to explain to the US 
the cross-Strait progress. It will definitely be one of the 
most important factors affecting our relations with the 
United States, because our cross-Strait policy will in-
evitably affect the strategic layout of the United States 
in East Asia. 

The Ma administration’s rapid progress in 
cross-Strait relations often faces questions from the 
opposition parties, saying that President Ma’s soft pol-
icy would undermine Taiwan's autonomy. Even certain 
US scholars have warned that Taiwan must understand 
the fundamental interests of the United States; other-
wise, the US government will not rule out the possibil-
ity of re-orienting its cross-Strait policies, and even 
“sacrifice Taiwan and directly reach an agreement with 
Beijing on the Taiwan issue.” Taipei should not easily 
ignore such a policy suggestion so as not to be caught 
by surprise in the future. 

However, many U.S. officials and academics have 
mentioned that the reason for the Bush administration 
to be so disgusted of the Chen Shui-bian administration 
at the second half of his Presidency was because Chen 
did not only step over the red line of the two sides, but 
also challenged and even ignored the US core interests, 
seriously undermining the mutual trust between Taipei 
and Washington. They also hope President Ma to fun-
damentally change the basis in Taiwan's handling of the 
trilateral relationship, and not to blindly strive for a 
breakthrough. So far, they believe that the Ma adminis-
tration’s handling is consistent with the fundamental 
interests of the United States. 
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The US Policy towards the Taiwan Strait  

From Washington's perspective, to maintain ap-
propriate relations with Taiwan is not to make an ene-
my with Mainland China, but rather the maintenance of 
regional security in East Asia and the commitment to 
defend democracy and freedom. Secretary of State Hil-
lary Clinton said in the Senate hearing, “The Taiwan 
Relations Act is the legal basis for the US relations with 
Taiwan, and the US administration will continue to be 
committed to the Act.” She also reiterated the consis-
tent US one-China policy, and its obligation to the three 
Sino-US communiqués. As can be seen by her speech, 
the Obama administration would uphold the previous 
administrations’ basic principle of “strategic ambiguity” 
to deal with the Taiwan Strait issues. The people of 
Taiwan do not have to worry too much, nor should have 
high expectations; after all, words and deeds of any US 
official are based on US interests that will be its prime 
concern.  

In addition, Secretary of State Clinton replied to 
members of the Congress in a written letter, saying that 
“the Obama administration’s policy will be ‘to help 
Taiwan and China to resolve their differences by 
peaceful means;’ at the same time, the United States has 
made it clear that any unilateral change to the status 
quo of the Taiwan Strait is not acceptable.” In other 
words, neither Taipei nor Beijing can easily coerce the 
other side to accept changes of the status quo. There-
fore, Taiwan should not be too worried that Mainland 
China will have any radical non-peaceful and 
non-rational move. Contrary, how the United States and 
Mainland China will interact should be Taiwan’s focus 
of attention. 

The role of the United States in this triangular re-
lationship is well known, not just Taiwan’s security 
guarantor that simple. The successive US administra-
tions have always reiterated the following points: (1) 
The United States is opposed to the non-peaceful means 
to resolve the Taiwan Strait issue; (2) The United States 
does not allow either side to change the status quo 
across the Taiwan Strait; (3) The United States adopts 

the “one China” principle in handling cross-Strait af-
fairs, and (4) The United States welcomes the peaceful 
cross-Strait dialogue. 

In principle, the United States will defend Tai-
wan’s democracy and human rights, but not “for sym-
bols such as Taiwan independence, or go to war with 
Mainland China.” This is Dr. Joseph Nye’s public ap-
peal in Taipei, which also represents the mainstream 
thinking of the United States. The United States will 
regard any challenge to Taiwan’s democratic system as 
a serious threat to the democratic world, so it will ex-
press its concern and even take action, just like what it 
did in the 1996 Taiwan Strait crisis. However, if Taiwan 
take provocative actions on the other side in order to 
gain domestic political interests, the United States will 
also stop it, just as the United States was opposed to the 
two referenda that Chen Shui-bian had insisted to hold.  

During her first official trip to East Asia after as-
suming office, Secretary of State Clinton reiterated the 
US position on the status quo of the Taiwan Strait when 
she met with Mainland China’s Foreign Minister Yang 
Jiechi in Beijing, and clearly expressed the US expecta-
tions, “The United States hopes to see more improve-
ment in relations across the Taiwan Strait.”  

One point worth noting is the terminology used by 
Secretary of State Hillary Clinton and Mainland Chi-
nese Foreign Minister Yang Jiechi, which was very dif-
ferent from the usual diplomatic language of the past. 
She used a word “help,” obviously contrast to the US 
administration’s usage of a phrase “no intervention.” At 
a joint press conference, Yang Jiechi even publicly said 
that he wanted the US to “support” the peaceful devel-
opment of cross-Strait relations.  His remarks were 
rather different from that of the Beijing authorities’ past 
adherence to the “cross-Strait affairs are China’s inter-
nal affairs, no foreign interference is allowed.” If these 
two top diplomats did not slip their tongues, then the 
terminology has shown that the two major powers 
might gradually have a common consensus to resolve 
their differences. Taiwan should pay a close attention to 
the development of the Sino-US bilateral relations, re-
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lated to the interests of Taiwan.  

Besides, although the US refused Beijing’s pro-
posal to sign the “fourth communiqué” during his first 
official trip to Mainland China in November 2009, 
President Obama eventually reached a compromise 
with Beijing to issue a Sino-US Joint Statement with 
CCP General Secretary Hu Jintao, stating that the two 
countries will jointly take responsibility for global is-
sues. However, the US also stressed, “It welcomes the 
peaceful development of relations across the Taiwan 
Strait and look forward to strengthening cross-Strait 
economic, political and other areas of dialogue and 
interactions, and to establishing a more positive and 
stable relationships.” Judging from the past experiences, 
although the Taiwan Relations Act (TRA) has not been 
raised in the joint statement and President Obama only 
mentioned it once at his press conference with Hu Jin-
tao, Taiwan does not need to worry about changes of 
the US policy toward the Taiwan Strait, as the state-
ment’s legal status is impossible to compare with the 
TRA, which was ratified and passed into law by the 
Congress in 1979. 

If we analyze the joint statement, the only focus of 
our concern is whether the United States has been in-
clined to accept Beijing’s definition of the “one China” 
principle. After all, the wording of the so-called “fun-
damental principle of respect for each other’s sove-
reignty and territorial integrity is at the core of the three 
US-China joint communiqués which guide US-China 
relations” have triggered different interpretations from 
the global responses. The Ma administration should 
continue to probe the real meaning of the United States 
for the preparations of our responses. 

Of course, the mainland authorities are most con-
cerned about the issue of the US arms sales to Taiwan, 
believing that it will be the biggest impediment to 
strengthen the bilateral cooperation between Beijing 
and Washington. After President Obama announced its 
latest weapons sale to Taiwan, Beijing issued a solemn 
statement after another and made several rounds of re-
presentations against the United States administration’s 

“mistaken decision.” However, Beijing has failed to 
fully suspend its cooperation programs and a number of 
exchanges with the United States, and this has never 
happened in the past. Taiwan should, therefore, pay 
close attention to the subsequent developments. 

As US ambassador to Beijing Jon M. Huntsman, Jr. 
recently said that this year represented the most impor-
tant year for the relations between the US and Mainland 
China, because there are so many important global is-
sues at the present that need the two countries to join 
hand in hand to discuss and resolve. In other words, 
since the cross-Strait tensions have been greatly re-
duced, the United States would certainly have no need 
to continue its efforts on cross-Strait issues, but hope to 
meet with the Chinese mainland to study and tackle 
other difficult and urgent global issues.  

Seriously hit by the global financial tsunami, the 
United States is still the world’s No. 1 superpower, but 
issues, such as deadlock of the Middle East peace plan, 
and North Korea’s nuclear stockpile involving 
“six-party talks” and so on, urgently need Mainland 
China’s assistance in the UN Security Council. Al-
though the United States is unwilling to admit that its 
national power is declining, President Obama has 
swiftly changed the Bush administration’s “unilateral-
ist” foreign policy, sought the cooperation from other 
countries, thereby improving the US image in the 
world. 

In addition, the mainland authorities should recog-
nize one fact that its cooperation with the United States 
does not mean that Taiwan’s interests should be sacri-
ficed. Although the cross-Strait non-political exchanges 
has made significant breakthroughs, the Beijing leaders 
cannot be so sure that Taiwan is bound to unconditional 
acceptance of political negotiations with Mainland 
China. After all, the cross-Strait negotiations are more 
complex, and involve the sensitive issue of regional 
stability. If any consensus has not yet been reached 
within Taiwan and Mainland China rushes to force 
Taiwan to sit on the negotiating table, then the main-
land will most likely expect a completely opposite re-
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sult. We believe that the mainland’s leaders do not want 
to see this backward development occurring across the 
Taiwan Strait. 

Conclusion  

Viewing the present stability of the triangular rela-
tionship, there are indeed many unprecedented oppor-
tunities not seen in the past. The eight-year experience 
of the Chen Shui-bian administration have taught all 
three parties to realize that only peace and stability are 
the key to the triangular relationship.  

Basically, this article reaches the four following 
observations. 

First of all, the status quo of today’s triangular re-
lationship among Taipei, Washington, and Beijing are 
the results of China’s civil war and of the Cold War 
structure, while the ideology and emotional factors such 
as Taiwan independence in the past few decades have 
also played an important role. If coupled with the im-
pact of competition among Taiwan’s political parties on 
the cross-strait relations, this triangular relationship is 
even more complicated. The road to peace across the 
Taiwan Strait is bumpy and difficult, but if the interests 
of three parties concerned will not be easily ignored, 
then peace will be achievable. 

Secondly, the peaceful settlement to the Taiwan 
Strait disputes needs of the short-term progress for 
peace and stability. In order to ensure the both goals, 
any side of the Taiwan Strait eagerly to change the sta-
tus quo, or any attempt to disrupt the status quo should 
be responded quickly and decisively by other two par-
ties concerned with no hesitation, otherwise the conse-
quences could be unthinkable. In particular, the US 
defense assistance of Taiwan as stipulated on the Tai-
wan Relations Act is deemed to safeguard peace and 
stability in the Western Pacific, so the provisions of the 
TRA should not be misunderstood or be used as a tool 
to provoke conflicts to achieve political ends, as the 
same as the Chen Shui-bian regime had done. 

Thirdly, ever since President Ma Ying-jeou took 

office, many US government officials, from President 
Obama, Secretary of State Hillary Clinton, Deputy 
Secretary of State Steinberg, the US Director of Na-
tional Intelligence Blair and Raymond Burghardt’s re-
cent remarks, coupled with the US think tank scholars’ 
analyses, all have praised President Ma’s efforts of 
maintaining stable cross-Strait relations, and recon-
structing the Taiwan-US mutual trust. These evalua-
tions will not only have a positive impact on the future 
development of the triangular relationship, and more 
importantly, but also better enhance the morale and 
confidence of Taiwan in the face of Mainland China. In 
the meantime, President Ma’s initiatives in cross-Strait 
policy have also received a positive response from the 
other side of the Taiwan Strait. As Stanley Roth, former 
Assistant Secretary of State for Asia-Pacific affairs to 
then President Clinton, put it 10 years ago, saying that 
Taiwan's security in the long term depended on the two 
sides to reach an agreement, not just the military bal-
ance. Admiral Dennis C. Blair, former commander of 
the US Pacific Fleet and incumbent director of National 
Intelligence, has made similar comments. He said that 
since President Ma took office, the positive develop-
ment of cross-Strait relations have been rare in recent 
years in the eyes of the United States. 

Fourthly, President Reagan’s policy of “Six As-
surances” is the important integral part of Washington’s 
China policy, and it is worth mentioning with the three 
Sin-US communiqués and the Taiwan Relations Act on 
a par. Therefore, the Obama administration’s reassur-
ance of the Six Assurances will no doubt be able to 
demonstrate the policy of continuity and stability. 

The triangular relationship has been existing for 
38 years if tracing back to the date when the Republic 
of China withdrew from the United Nations in 1971. 
President Nixon, who was famous for his strenuous 
adherence to anti-communism stance, once said, “The 
United States cannot continue to neglect the country 
with over hundreds of millions of people.” Contrast to 
his political ideas, President Nixon knew that the per-
manent isolation of Mainland China from the world 
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was not in the US’s national interests.  

Still insisting on its anti-communism stance, the 
KMT is willing to take the first difficult initiative that is 
based on the same conviction of President Nixon to 
start contacts with the other side of the Taiwan Strait. If 
the US supports the westward policy, why would the 
DPP not follow its suit, boldly engaging in a dialogue 
with the mainland authorities? By doing so, the DPP 
will still be able to enjoy its position of key player in 
this triangular relationship.  

We need to understand one cruel but real fact that 
the current international community is willing to accept 
the “one China” principle. No matter what different 
interpretations are held by each party concerned, the 
“one China” principle is still the most important factor 
to maintain the triangular relationship. Thus, sand-
wiched in the two major powers, the ROC on Taiwan 
should have cautious preparations and responses in the 
search for the country’s most advantageous strategic 
position. We believe that as long as Taipei does not be-
come a “troublemaker,” when the tripartite have set the 
premise of upholding cross-Strait peace, Taiwan will be 
able to maintain the security of the Taiwan Strait and 
the stability of the triangular relationship.  
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Abstract 

The judicial reform on a large scale in our country began in 1994. Over the years, 
however, the effort has not been entirely successful. After the change of government in 
2008, the judicial reform is expected to gain momentum. 

This article reviews and evaluates the progress and future prospects of the judicial 
reform issues that are of the constitutional level: the repositioning of the Judicial Yuan, the 
reform of the Grand Justice system, the establishment of professional and credible trial 
system, and the further protection of human rights. 
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I. Introduction 

The judicial reform on a large scale in Taiwan be-
gan in 1994. Over the years, the effort has not been 
completely successful. After the change of government 
in 2008, the judicial reform is expected to gain mo-
mentum. This study reviews and evaluates the progress 
and future prospects of the judicial reform issues that 
are of the constitutional level: the repositioning of the 
Judicial Yuan, the reform of the Grand Justice system, 
the establishment of a professional and credible trial 
system, and the further protection of human rights.   

II. Repositioning of the Judicial Yuan 

1. Shortcomings of the National Judicial Reform 
Conference 

The Judicial Yuan has not been organizationally 
readjusted according to the National Judicial Reform 
Conference held in 1998. The conference betrayed the 
following shortcomings:  

a. Lack of Preparation  

After assuming office as President of the Judicial 
Yuan in February 1998, Weng Yueh-sheng planned to 
call a National Judicial Reform Conference. A prepara-
tory committee was formed on April 14 to hold the 
conference. Twelve committee members were elected 
to supervise the staff in six separate sections. It was 
Weng who dominated the organizing of the conference.  
The conference lasted three days and there was not 
enough time for the 125 delegates to discuss in detail 
judicial reform propositions. In fact, all they could do 
was just to add, delete or revise the so-called consensus 
and conclusions that were already prepared in advance 
by the staff. As a matter of fact, they met to read and 
listen to the papers written long before the conference 
was convened.  

b. Under-representation of Legislators 

Only eight Members of the Legislative Yuan took 
part in the National Judicial Reform Conference.  
None of them sat on the preparatory committee                                                              

for the conference. 

c. The Infeasibility of the Proposed Unitary and  
Single-Track System  

i. Excessive Reform  

Under the unitary and single-track system pro-
posed by the National Judicial Reform Conference, the 
15 Grand Justices of the Judicial Yuan shall be at the 
highest point of the judicial pyramid and responsible 
for reviewing and deciding on all civil, criminal, ad-
ministrative, constitutional and civil service discipli-
nary cases, thus replacing the Supreme Court, the Su-
preme Administrative Court and the Commission on 
the Disciplinary Sanctions of Functionaries. However, 
according to Article 78 of the Constitution and Article 
5 of the Additional Articles of the Constitution, the 
Grand Justices of the Judicial Yuan shall interpret the 
Constitution and shall have the power to unify the in-
terpretations of laws and regulations. They shall also 
review the impeachment of the President and Vice 
President of the republic and adjudicate matters relating 
to the dissolution of unconstitutional political parties.  
On the other hand, the Constitution does not give them 
trial power. In other words, a constitution amendment is 
necessary if the unitary and single-track system is to be 
adopted. The system also requires the abolition of the 
existing three-tier court structure. This excessive reform 
is strongly opposed by judges from all instances.  

ii. Lack of Competence  

In an advanced society and developed economy, 
lawsuits tend to be complex and courts have to be pro-
fession-oriented. Under the unitary and single-track 
system that requires the 15 Grand Justices to review 
and decide on all cases. The result will understandably 
not be professional and satisfactory.    

iii. Undermining the Independence of Judges 

The unitary and single-track system combines the 
judicial administrative power with trial power to the 
detriment of the independence of judges. One example 
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from Japan suffices: Its Supreme Court has often di-
rectly or indirectly and visibly or invisibly interfered 
with or influenced judgments of lower courts through 
the use of the power to appoint, promote and relocate 
judges of lower courts.  

2. The Intervention by the President Is Needed 
to Reposition the Judicial Yuan 

It was those shortcomings of the National Judicial 
Reform Conference that prevented the Legislative Yuan 
from accepting the bills that have been put to the table 
by the Judicial Yuan to implement the conclusions of 
the National Judicial Reform Conference. There re-
mains a sharp dispute over the role and function of the 
Judicial Yuan between the Judicial Yuan and the Leg-
islative Yuan, which has delayed the overall judicial 
reform for more than a decade. President Ma Ying-Jeou 
can and should play a vital role in solving that dispute.  
According to Article 44 of the Constitution, in case of 
disputes between two or more Yuans, the President of 
the republic may summon the Presidents of the Yuans 
concerned for consultation with the aim to reaching a 
solution.  

III. Reform of the Grand Justice System 

The Procedure Law by the Grand Justices of the 
Judicial Yuan was enacted in 1993(amended in 1997).  
The  amendment bill proposed in 2008 requires spe-
cifically that the rulings of the constitutional court be 
binding on all courts, government institutions, local 
autonomous bodies, people, corporate persons and po-
litical parties; courts, government institutions, auto-
nomous bodies shall act accordingly, and are required 
to take necessary measures to enforce contents of the 
rulings (Article 32).  This is a welcome step to be 
taken. 

1. The Further Amendment to the Procedure 
Law by the Grand Justices Is Needed 

a. Relaxing the “Last Resort” Requirement 

According to the Procedural Law by the Grand 

Justices, people are to file a petition for constitutional 
interpretation only after all judicial procedures have 
been exhausted. The “last resort” procedural requisite is 
surely too stern, which will collaterally cause the entire 
society to pay the price of delaying the clearance of 
violation of constitution. It would be advisable to fol-
low the designs of South Korea and Italy, which allow 
courts to grant petition to Grand Justices and suspend 
the litigation process in cases where the constitutional 
violation claimed by the party is of great consequences 
or causes damages to people that are irreversible.         

b. Setting Deadline for Ruling 

The Procedure Law by the Grand Justices shall 
add a provision that requires the constitutional court to 
conclude its ruling within a limited timespan, in order 
to avoid any potential political instability caused by the 
pending constitutional dispute(s) and to ensure that the 
constitution interpretation is in tandem with the politi-
cal reality.  

c. Provisioning for Supplemental Interpretation 

Currently, all courts adopt the principle of “no 
second trial on the same matter,” which prohibits the 
repeated judgment on the same case so as to maintain 
the stability of the law. But the Grand Justices do not 
deal with concrete litigation cases; therefore their In-
terpretations are oftentimes obscure and abstract. Were 
the Interpretations by the Grand Justices binding on all 
courts and political institutions, then there must be fo-
reseen a provision which would allow the petition for 
supplemental Interpretations that would clarify the ob-
scurity of prior Interpretations. Equally important, the 
Grand Justices can thereby adopt their Interpretations to 
the changing world.  

IV. Professional and Credible Trial System 

Since the martial law was lifted in 1987, Taiwan 
has gone through two changes of government. In the 
meantime, the judicial independence has been well 
preserved and completely realized. However, people 
nowadays complain about the insufficiency of decisions 
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and credibility of the judiciary. The reason lies in the 
locked-away judicial sector: the judges are selected 
from among those who have passed national bar ex-
aminations. The judges form a mutually reliant and 
recognized group. They are unwilling and unable to 
engage, and express contempt for engaging, in dialogue 
with outside citizens on an equal footing, using “judi-
cial independence” as their excuse.  

Currently, judges are recruited through examina-
tion. Since the examination focuses more on the under-
standing of the extent of law knowledge, the recruited 
judges may have accumulated an extensive knowledge 
of laws in books but are too young and lack sufficient 
experiences that enable them to acquire an insight and 
overall view on the merits of the cases they try. Al-
though practicing lawyers and law professors may be 
appointed as judges without taking the examination. 
However, such appointment is limited to lawyers and 
the number is very small. Only 42 attorneys at law were 
appointed judges after rigorous screening from 1991 to 
2008.   

Article 81 of the Constitution reads: Judges shall 
hold office for life. No judges shall be removed from 
office unless he has been found guilty of a criminal 
offense or subjected to disciplinary measure, or de-
clared to be under interdiction. No judge shall, except 
in accordance with law, be suspended or transferred or 
have his salary reduced.” However, there have been 
judges who enjoy the said privileges without rendering 
judicial relief for the people in dire need. What is worse, 
some judges misbehave. That is why the public calls for 
a mechanism to retire unqualified judges. 

In Interpretation No. 530 on October 5, 2001, the 
Grand Justices ruled that the judicial administrative 
institutions may engage in evaluation of the work of 
judges. The Grand Justices also ruled that the said in-
stitutions may exercise supervision over judicial ad-
ministrative matters: “In order to sufficiently and effec-
tively protect people’s judicial beneficiary right, the 
judicial institutions shall exercise necessary supervision 
over judges to ensure that they carry out the duties in 

line with the principle of judicial independence. Upon 
receiving the case, the judges are required to engage in 
trial on a lawful basis in a timely manner with no delay.  
Should they be found in violation of the said obliga-
tions, or negligence on execution of the duties, they 
shall be required or warned to pay more attention to the 
duties, or be punished.” Supervision shall also be ap-
plied to judges who after receiving the case delay the 
trial. This is not in violation of the independence of 
judges. The effectiveness of the work of the judges 
shall also be evaluated. Their judicial administrative 
matters outside their trial duties, such as attending the 
court working review meeting, or other routine business 
meetings, shall also be supervised. Such supervision 
involves no core trial realm, nor does it hinder the judi-
cial independence.  

As early as 1988, the Judicial Yuan began to draft 
Law of Judges. On April 4, 2009, the Judicial Yuan 
again passed a new draft of Law of Judges and referred 
it to the Executive Yuan and the Examination Yuan for 
review, then submitted it to the Legislative Yuan for 
legislature. 

According to the 2009 bill, if a judge is found to 
have any of the following faults, he/she shall be subject 
to evaluation: an obvious major mistake on his/her trial 
undertaking due to intentional or major negligence; 
failure to discharge duties; violation of Article 15 (par-
ticipation in activities held by political party), Article 
16 (assumption of office of responsibility that may in-
fluence independent trial), or Article 18 (participation 
in activities that may belittle the dignity and credibility 
of judges); and Article 30 (violation of the code of eth-
ics for judges). 

Article 31 of the 2009 bill clearly provides that the 
Judicial Yuan shall set up a committee for evaluation 
for judges, comprising of 11 committee members.  
They include two judges, a prosecutor, two attorneys, 
and six scholars/citizens of probity. It proposes to re-
cruit many non-judicial personnel and to increase the 
number and proportion of citizens of probity, the pur-
pose being to broaden the participation by non-judicial 
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professionals in and supervision over the judicial 
branch. Members of the committee shall serve for two 
years.  

The draft requires the Judicial Yuan to set up a 
court of review for judges who have been disciplined. 
Such judges may be those who refuse to be removed, 
dismissed, suspended, or reassigned. According to Ar-
ticle 48, the disciplinary actions to be taken against a 
judge include: removal (and discontinuation for one to 
five years), dismissal and transfer to non-judge assign-
ment; monetary penalty (one-month stipends for his 
current work or those of the last month of his previous 
work or a whole year salary) and reprimand. 

The 2009 bill needs further to take into considera-
tion the following suggestions: 

1. Participation in Trial by Non-Judicial Pro-
fessionals 

To allow persons from different professions and 
even ordinary citizens to exercise the judicial power is a 
common practice worldwide. For example, Germany 
emphasizes that the populace shall take part in the judi-
cial judgment; the professional judges shall have di-
alogue with society and present their judgment in a 
more understandable language. The Judicial Yuan pro-
posed in 2006 a bill permitting ordinary citizens to take 
part in the trial. The draft was rejected by the Legisla-
tive Yuan. Currently, the court allows only persons 
with no law profession into the trial procedure as pro-
fessional witness, supporting person to provide his/her 
professional experience. Given the increasingly com-
plicated lawsuits, the support and assistance from other 
professions outside the law will surely increase the ac-
curacy and acceptance of the judgments made by 
judges. On the other hand, the debate(s) between pro-
fessional judges and general citizens may enable the 
judgments to be well suited for the reality and live up to 
people’s expectation.  

But the 2009 bill insists on judicial elitism and  
categorically denies the participation by citizens in trial.  

Such participation not only enhances the trust of the 
people in the judicial system but also forces the profes-
sional judges to present their judgment justification in 
more understandable and easier language to convince 
the participants in trial. The participants can apply their 
real life experiences to the judgment. In fact, a mutually 
persuasive relationship between people with real expe-
rience and thinking and judges with professional 
knowledge will  serve the justice -making and help 
avoid any unrealistic judgment. It is therefore recom-
mended that non-law professionals be allowed to join in 
the judgment-making. At first stage, this model may be 
solely applied to the trial of criminal cases. Over times, 
it can be applied to the trials of other cases.   

2. Private Judicial Reform Organizations Be 
Consulted for a Long-term Evaluation of 
Judges  

The 2009 bill stipulates the recruitment of more 
attorneys at law and citizens of probity to sit on the 
committee for evaluation of judges. They shall form a 
majority (eight out of the total 11 members) in the 
committee. In that case, it would be much more appro-
priate and justifiable for the Judicial Yuan to take the 
responsibility of enforcing the evaluation system for 
judges, rather than an independent organization sug-
gested by reform activists. However, it is recommenda-
ble that private judicial reform organizations be con-
sulted for a long-term evaluation of judges (a period of 
three years, for instance).   

3. To Establish Solid and Serious First Instance 

The National Judicial Reform Conference envi-
sioned “a pyramid lawsuit system” and concluded that a 
solid and serious first instance be followed by a review 
at the second instance, while the third instance is li-
mited to a stern review of issues of law as opposed to 
issues of fact. To better improve the quality of judg-
ment and the truth-verification function of the first in-
stance, all due process principles shall be deeply rooted 
in and comprehensively applied to. Furthermore, all 
relevant facts and evidence shall be raised and ex-
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amined as well.   

 If a senior judge is willing to shoulder the re-
sponsibility of the first instance judge, he/she is cer-
tainly adept at managing the case and verifying the 
evidence. It will better the quality of judgment at the 
first instance and enhance the trust of the common 
people in the first trial. The 2009 bill provides that all 
judges and accordingly their stipend will not be distin-
guished by ranking. This is a move toward the right 
direction. 

V. Protection of Human Rights  

1. To Ensure Humanitarian Treatment of De-
tainees  

Detainees are not treated humanely in detention 
centers in Taiwan. For instance, they have no chairs, 
desks and beds in their cells. The detainees can only sit 
and sleep on the floor and have to purchase living ne-
cessities, ranging from toilet paper, chopsticks and rice 
bowls, blankets, clothes (detention centers provide only 
two sets of clothes – including coat and pants, one for 
summer and the other for winter), to drinking water, 
TV sets, radio receivers, and batteries. Those who have 
no money to buy the necessities can only work for other 
detainees to acquire them. 

Detention centers are run like military barracks, if 
not worse. For example, detainees have their meals not 
in the mess but in their respective cells. The food cart 
goes through the corridor to distribute meal plates 
which are collected on its return trip along the same 
corridor, limiting the time for taking a meal to five or 
six minutes. Medical care is insufficient. Doctors do not 
have enough rooms for clinical examinations. Exami-
nations are conducted openly in the corridor with no 
privacy at all. No medical care takes place during the 
weekend or on holidays. Skin diseases are common in 
detention centers. The reason lies in no open field(s) for 
laundry to be exposed to the sun. All detainees can only 
hang and dry laundry in their respective cells. A cell of 
about 7 square feet has to accommodate two to three 

persons. They share one toilet facility. There is no 
bathroom in the cells. All inmates have to use small 
washtubs to carry water from the faucets outside the 
cells to their cells for washing. Besides, detention cen-
ters provide cold water for 10 minutes only twice a day, 
one in the morning and the other in the evening. Hot 
water is available only in cold days, and each person 
can only have one pail of hot water. Inmates are al-
lowed to take a 20-minute walk out of their cells per 
day from Monday to Friday. However, deducting the 
time of walking in and out of the cells, there is very 
short time left for “exercise.” No walk out of the cells is 
allowed during holidays because the prison guards have 
days off. In addition, privacy of the detainees is vi-
olated because they are monitored through surveillance 
cameras 24 hours a day.              

Humanitarian treatment requires huge funding. 
The Ministry of Justice is obliged to make more budg-
ets to increase the staff of detention centers and im-
prove the facilities. 24 hours monitor through surveil-
lance cameras should be replaced by patrol of guards 
who can monitor through a transparent wall as in all 
advanced countries.  

2. To Enforce the United Nations Civil and Po-
litical Rights International Convention  

In Interpretation No. 654 by the Grand Justices on 
January 23, 2009 it has been declared that the general 
video monitoring and audio recording of the meetings 
between attorneys and detainees and the use of infor-
mation thus obtained as evidence against the defendant 
in trial are unconstitutional. The Judicial Yuan and the 
Executive Yuan are accordingly revising the Criminal 
Procedure Code of to comply with the ruling. 

The Legislative Yuan ratified the United Nations 
Civil and Political Rights International Convention on 
March 31, 2009, which requires that the defendant un-
der criminal charges be given sufficient time and con-
venience to prepare for his/her defense and talk to 
his/her selected trial lawyer. It is now obligatory on the 
Ministry of Justice to fulfill this duty under the Con-
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vention. 

3. Restriction on Detention Power 

In Interpretation No. 653 by the Grand Justices it 
has been declared that Article 101 No. 3 of the Criminal 
Procedure Code (suspect cannot be detained unless the 
crime he is charged with committing is punishable by 
death, life imprisonment or incarceration of more than 
five years) is unconstitutional. That is a righteous deci-
sion. However, one problem remins to be fixed, namely 
that the prosecutor can repeatedly request that the de-
fendant be detained, while the court can repeatedly ac-
cept prosecutor’s request. Moreover, the court of ap-
peals can repeatedly rescind the detention decisions 
made by the first instance without rendering a substan-
tive judgment on the matter. These practices violate the 
fundamental rights of the detainees and should to be put 
to an end.            

4. Limiting the Power of Government to Pros-
ecute Criminal Cases  

The people have constitutionally sanctioned rights 
to fair and timely trial. However, the Supreme Court 
more often than none delays the closing of criminal 
cases by again and again reprimand the cases back to 
appellate courts, without making a decision by itself. 
The insistence on “the factual truth” by the Supreme 
Court encroaches on fundamental human rights of the 
people and their freedom from fear and contributes to 
the endless waste of the judicial resources. The Judicial 
Yuan has proposed a “Speedy and Accurate Trial Act” 
bill to speed up the trial of criminal cases. The bill is 
now with the Legislative Yuan for enactment. The bill 
requires that the trial by the district court be completed 
in 8 years. 
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Economic Aspects of a BOT Transportation Project:    

Case of THSR Network 

WANG, Eric C. 

 
Abstract 

A high-speed rail network is in operation along the west coast of Taiwan. It was built 
and is run by Taiwan High Speed Rail Corporation (THSRC) under the BOT 
(built-operate-transfer) scheme. THSRC has incurred a severe loss of NT$70.2 billion 
(US$2.2 billion) since it started operation in January 2007.  

This article intends to provide, in addition to reviewing the economic aspects of the 
BOT scheme, an in-depth economic analysis of the BOT project, including its design, con-
struction, operation, and financing. Its passenger-revenue relationship is also analyzed. One 
finding is that lowering the ticket-fare can help to increase the demand for high speed rail 
service. Proposals are offered for improving the operation of the service. 
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I. Introduction  

A high speed rail network runs along the west 
coast of Taiwan. It was built and is operated by Taiwan 
High Speed Rail Corporation (THSRC). The system is 
approximately 345 kilometers (214.5 miles) long. It 
starts from Taipei and ends at Kaohsiung, the two 
largest cities in Taiwan. The project was based on a 
public-private-partnership (PPP) modality, with the 
government and private Taiwan High Speed Rail 
Corporation (THSRC) joining hands in implementation. 
The collaboration contract was signed on July 23, 1998. 
Construction began in March 2000 and was completed 
in the second half of 2006 after a series of successful 
test runs. It formally started operation on January 5, 
2007. Its monthly passenger load and revenue totaled 
2.441 million and NT$1.841 billion in September 2009. 
The high speed rail service is expected to relieve traffic 
congestion along the heavily traveled western corridor 
of Taiwan. It also has such advantages as greater safety, 
high transit volume, low land occupancy, energy 
economy, and low pollution.  

THSPC is the undertaker of Taiwan’s first BOT 
(build-operate-transfer) project and the world’s biggest. 
The high speed rail service has to be transferred to the 
government upon expiration of the contract.   

Up to the end of June 2009, THSRC had incurred 
NT$70.2 billion (US$2.2 billion) in loss. The 
breakdown of the loss is: NT$13.1 billion before 
operation, NT$42.5 billion in the first year of operation, 
NT$25 billion in the second year of operation, and 
NT$2.7 billion in the first half of 2009.   

This short article intends to provide an in-depth 
economic analysis of the BOT project, including its 
designing, construction, operation, and financing. A 
theoretical analysis is made on the economics of the 
BOT scheme. An econometric analysis of the passen-
ger-revenue relationship is attempted to shed some light 
on the demand shortage problem. Overall comments on 
the project are also offered.   

The second section of this paper is devoted to a 
review of the theoretical development of the BOT 
modality. The third section describes the process of 
designing and constructing the high speed rail system in 
chronological order and reviews the passenger-revenue 
relationship. The fourth section is reserved for prob-
lems and suggestions. The last section is the conclu-
sion.  

II. Build-Operate-Transfer Modality 

1. Definition, Basic Features and Its Originality 

Build-Operate-Transfer (BOT) is one of the 
Public-Private-Partnership (PPP) modalities. It refers to 
an arrangement where the private sector supplies 
infrastructure or other assets and services that 
traditionally have been provides by the public sector.  
More specifically, a BOT scheme is defined as one 
under which the private sector builds an asset, operates 
it, and then transfers it to the government when the 
operating contract ends, or at some other pre-specified 
time. This enables the private project proponent to 
recover its investment as well as operating and 
maintenance expenses. The private partners may 
subsequently rent or lease the asset from the 
government.  

 Under a BOT scheme, usually the government 
specifies the services it wants the private sector to 
deliver, and then the private partner designs and builds 
a designated asset for that purpose, finances its 
construction, and subsequently operates it, providing 
the services deriving from it. These services can be 
purchased either for the government’s own use, as an 
input to provide other service, or on behalf of final 
consumers. Private operators also sell services directly 
to the public. Such a BOT arrangement is often referred 
to as a concession and the private operator of a 
concession pays the government a concession fee and 
/or a share of profits. Upon completion of the building 
and operation of the asset, the private operator then 
transfers it to the government at the end of the 
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operating contracts, usually for less than its true 
residual value. 

 There are many variants of BOT scheme, suc
h as Build-Operate-Transfer (BOT), Build-Own-Ope
rate-Transfer (BOOT), Build-Rent-Own-Transfer (BR
OT), Build-Lease-Operate-Transfer (BLOT), Build-T
ransfer-Operate (BTO), Build-Own-Operate (BOO), 
Build-Develop-Operate (BDO), and Design-Construc
t-Manage-Finance (DCMF).  

Private sector involvement in the delivery of 
public services is not a new concept. It has been used 
for about three decades in the United Kingdom and the 
United States. The PPP scheme was initiated in the 
United Kingdom in the early 1980s. It constituted an 
element in the broader process of privatization 
undertaken by the government under Prime Minister 
Margaret Thatcher. Privatization in Britain does not 
refer merely to the transfer of state-owned enterprise to 
private investors, but also to a shift of public sector 
activities to the private sector.   

One of the initial reasons for involving the PPP 
schemes is the belief that giving the private sector 
combined responsibility for design, building, financing, 
and operating an asset is a source of increased 
efficiency in service delivery that justifies PPP.   

2. Economic Considerations behind BOT Scheme  

The economic principles underlying the BOT or 
PPP scheme in general include competition and 
efficiency, regulation, ownership, contracting, risk and 
information, and cost-benefit analysis. Standard 
argument for a BOT scheme rests on the relative 
efficiency of the private sector. This common theme 
relates to the importance of competition as a source of 
efficiency in both the private and public sectors. The 
scope for competition in the BOT activities undertaken 
is more limited than those of the private sector, because 
they tend to be less contestable, for social infrastructure 
is undervalued and economic infrastructure involves 
large sunken costs. An area where competition is 

clearly feasible is in bidding for the award of 
construction and service contracts. And this is crucial if 
BOT is to benefit from having the private sector put its 
capital at risk, and from its management skills and 
capacity to innovate.  

Incentive-based regulation is important in the BOT 
scheme, in which private operators can sell their 
services to the public. But there is little competition; for 
the government usually regulates either the rate of 
returns or prices. The challenge is to design a set of 
regulations which can increase outputs, hold down 
prices and limit monopoly profits while preserving the 
incentive for being efficient. Of the two forms of 
regulation, the rate-of- return regulation is weak on 
incentive grounds, since it suffers from the problems 
involved in establishing appropriate cost benchmarks in 
a monopolistic project. The price regulation caps price 
increases and therefore has potential for success. 
However, if price caps are often adjusted to reflect 
rate-of-return considerations means both types of 
regulation tend to be quite similar in their effects. As 
argued by Laffont and Tirole (1993), the case of profit 
sharing between the government and the private partner 
is a better alternative form of regulation, if the former is 
the main purchaser of services. It preserves incentives, 
although it could still lead to excessive profits.1 

The economic principles suggest that private 
ownership is to be preferred, since competitive prices 
can be established. The argument is that the private 
sector tends to be driven by competition in the markets 
to sell the goods and services at a price consumers are 
willing to pay, and by the discipline of the capital 
market to make profits. However, it is understood that 
there are various market failures, such as externalities 
and natural monopoly. The government ownership can 
thus be justified, although government failure is not 

                                                      
1 See Laffont, J.J., and J. Tirole, (1993), A Theory of 

Incentives in Procurement and Regulation, Cam-
bridge, MA: MIT Press. 
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less than market failure. 2  These arguments can 
generally be used to motivate BOT as a means of 
combining the relative strength of government and 
private provision of goods and services in a way 
responding to market failure but minimizes the risk of 
government failure.   

A BOT scheme that combines the government and 
private ownerships calls for the establishment of a 
contract between the government and the private entity. 
The theory behind this is that the trade-off facing a 
government seeking to arrange for the provision of a 
particular service is between quality and efficiency. The 
government has the capacity to achieve a desired 
quality standard, but it may have difficulties doing so 
while also curbing costs. On the contrary, the private 
sector can use its superior management skills and 
innovation capacity to pursue opportunities to reduce 
costs, but service quality may be compromised in the 
process. Hence the BOT scheme could be well suited to 
the situation where the government can identify the 
quality of services it wants the private sector to provide 
and translate these into countable output indicators.  

In addition, BOT projects involve a variety of 
risks. Ter-Minassian (2004) indicated that there are at 
least five types of risk: financial risk, construction risk, 
performance risk, demand risk, and residual value risk.3 
Financial risk indicates the variability in interest rates, 
exchange rates, and other factors affecting financing 
costs. Construction risk relates to design problems, 
building cost overruns, and project delays. Performance 

                                                      
2 For an analysis of market failure and government 

failure, see Wolfe, C., (1993), Market or Govern-
ments: Choosing between Imperfect Alternatives, A 
RAND Research Study, Cambridge, MA: MIT Press, 
2nd ed. 

3  For the detailed analysis of risks, refer to 
Ter-Minassian, T., (2004), Public-Private Partner-
ships, prepared by the Fiscal Affairs Department, 
IMF, pp. 11-12. 

risk covers the availability of an asset, and the 
continuity and quality of service provision. Demand 
risk relates to the ongoing need for services. Residual 
value risk involves the evaluation of the future value of 
an asset. The BOT scheme seeks to transfer these risks 
from the government sector to the private entity. 

According to the Modigliani-Miller theorem, the 
cost of capital depends only on the risk characteristics 
of a project, and not on how it is financed. However, 
the source of financing can influence project risk.  
Since the government can spread risk across general 
taxpayers, the usual argument is that this gives the 
government an advantage over the private sector in 
terms of managing risk.4 But by the other argument, 
the private sector can spread risk across financial 
markets, which may not put it at a significant 
disadvantage, and private sector managers may be more 
skilled than those in the government. It seems to be that 
project risk is lower in the private sector.5 

3. Cost-Benefit Analysis  

When considering the BOT option, the govern-
ment has to compare the costs of public investment and 
government provision of services with the costs of ser-
vices provided by the scheme. The scrutiny of 
cost-benefit analysis (CBA) done by the private sector 
is important. A key issue in any CBA is the prices and 
discount rates at which costs and benefits are evaluated. 
Following the work of Diamond and Mirrlees (1971), 
the public economic literature has established the 
superiority of aggregate production efficiency under 
quite general circumstances.6  That is, it is socially 
                                                      
4 See Arrow, K.J. and R.C. Lind, (1970) Uncertainty 

and the evaluation of public investment decisions, 
American Economic Review, 60, 364-78, for details. 

5 The scope for the private sector to spread risk will 
also be limited in countries with less developed fi-
nancial markets. 

6  See Diamond, P.A., and J.A. Mirrlees, (1971), 
Optimal taxation and public production: I and II, 



 Economic Aspects of a BOT Transportation Project: Case of THSR Network  45 

efficient for the production sector to maintain efficiency 
even though second-best economies, plagued by 
distortion taxes and subsidies, are generally inefficient. 
An implication of this efficiency requirement is that all 
production activities, whether carried out by the private 
or public sector, must be evaluated at the same 
prices—the prices faced by the private sector. For 
example, labor should be properly evaluated at the 
wages paid by private producers, namely the before-tax 
wages, in CBA of public investment. This means the 
economic viability of the project will be calculated at 
socially appropriate prices. 

A similar issue is the discount rate to be used in 
evaluating future costs and benefits.7 The private sector 
typically borrows at a higher rate than a government, 
thus the private sector employs a higher discount rate 
than the government. In most infrastructure investment 
projects, the bulks of costs have to be incurred up front, 
whereas the benefits accrue much later. Therefore, an 
increase in the discount rate tends to have a significant 
negative impact on the attractiveness of a project. 
Hence, a project that has a positive net benefit when 
evaluated by the government, may have a negative net 
benefit when evaluated by the private sector; and con-
sequently, may be rejected by the private sector.  

4. BOT Financing 

Project financing is critical for BOT success. 
There are two specialties of project financing that 
distinguish it from other financing. First, the lenders are 
concerned primarily about the earnings of the project as 
the main source of loan repayments. Their credit 
assessment is based on the BOT project, not on the 
creditworthiness of the borrowing entity. Second, the 
security taken by the project lenders is mostly confined 
to the project assets. Because lenders are given only a 
                                                                                   

American Economic Review, 61. 

7 See Grout, P.A., (1997), The economics of the private 
finance initiative, Oxford Review of Economic Poli-
cy, 13(4), 53-66. 

limited resort against the borrower, project financing is 
often referred to as "limited recourse" financing.  

Financing surely involves risks. The risks 
imbedded in a BOT project are spread among various 
parties involved. Each risk is usually assumed by the 
party which can most efficiently control or handle. 
Once the project's risks are identified, the probability of 
their occurrence assessed and their impacts on the 
project determined, the sponsors will then allocate the 
risks. The options are to absorb the risk, lay off the risk 
with third parties, or allocate the risk among contractors 
and lenders. In summary, each of the participants in the 
project must be satisfied with the risk allocation, the 
creditworthiness of the risk taker and the reward that 
flows to the party taking the risk.8 

5. Country Experience with BOT/PPP Scheme 

Many countries have had successful experiences in 
establishing good government-private sector partner-
ship. Three country examples follow.9 

The United Kingdom: The first private financing 
proposal for public sector investment projects in the 
U.K. dates back to the early 1980s. The projects were 
part of the initial moves Prime Minister Margaret 
Thatcher made to reduce the role of government in the 
economy. The well-known private finance initiative 

                                                      
8 For further readings on the subject of BOT scheme, 

see Palmer, G., (2009), Public-Private Partnerships: 
Literature Review, Aid Delivery Methods 
Programme, Sadka, E., (2006), Public-Private 
Partnerships: A Public Economics Perspective, IMF 
Working Paper WP/06/77, and Wolfe, C., (1993), 
Market or Governments: Choosing between 
Imperfect Alternatives, A RAND Research Study, 
Cambridge, MA: MIT Press, 2nd ed. 

9 For more details about the BOT/PPP experiences, see 
Ter-Minassian, T., (2004), Public-Private Partner-
ships, prepared by the Fiscal Affairs Department, 
IMF, Appendix I. 
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(PFI) was launched in 1992 and a number of govern-
ment agencies were established to promote the scheme 
and then to put in place a “universal testing rule” re-
quiring consideration of private financing for all public 
projects. The number of new PFI projects began to in-
crease after 1995. PFI projects in the U.K. are varied.  
They cover traditional public service assets (schools, 
hospitals, courts, police stations, public housing, etc.), 
transportation infrastructure, military equipment and 
support systems, and leisure centers.  

Ireland: The BOT/PPP program in Ireland began 
in 1998. However, the cooperation between the public 
and private sectors is not new. There is a long history of 
hospitals and schools being set up and run by religious 
groups, with toll roads operated by the private sector 
for many years. A decision to pursue the BOT/PPP ap-
proach in 1998 was prompted by an emerging infra-
structure deficit. Ireland had an infrastructure deficit 
during the second half of the 1990s, which was a key 
obstacle to its sustained economic growth. Recognition 
of the need for major investment to address this deficit, 
along with a determination to ensure the efficiency of 
investment, led to adoption of the BOT/PPP program. 
Implementation of the BOT program was initially quite 
cautious in Ireland. It commenced with eight pilot 
projects for schools, public transport, roads, and waste 
management before it was formally incorporated into 
public expenditure planning in the context of the Na-
tional Development Plan 2000-2006 (NDP), which was 
launched in December 1999.  

Chile: Chile’s experience with BOT/PPP has also 
been successful, and a significant portion of the sizable 
infrastructure gap that was identified before has been 
filled. Between 1994 and 2004, the government has 
engaged the private sector in 36 BOT/PPP projects with 
a total value estimated at US$5.5 billion. The projects 
contracted comprise 24 transport projects, 9 airports, 
two prisons, and a reservoir. Most of these projects are 
already in the operational phase.   

 

III. Case of Taiwan High Speed Rail Net-
work 

1. General Descriptions:  

Taiwan High Speed Rail Corporation (THSRC) 
operates a network approximately 345 kilometers in 
length from Taipei to Kaohsiung, Taiwan’s two largest 
cities. Test runs started in June 2006. The high speed 
rail system began operation on January 5, 2007.10  

Japan’s Shinkansen system is adopted. THSRC’s 
Taiwan High Speed 700T train is a variant of the 700 
Series Shinkansen. The 700T train is built by a 
consortium of Japanese builders, most notably 
Kawasaki Heavy Industries, Nippon Sharyo, and 
Hitachi. The 700T model consists of 12 cars 304 meters 
long each, designed solely for Taiwan to suit its climate, 
environment, traffic rules, and passenger needs. There 
are 989 seats in each train.  

The total cost of the project was estimated at 
US$15 billion, the largest privately funded transport 
scheme in the world to date.11 An express train capable 
of running at up to 300 km/h (186 mph) travels from 
Taipei to Kaohsiung in about 90 minutes with only one 
stop at Taichung, compared to 4.5 hours for a train on 
the conventional western trunk line of the Taiwan 
Railways. The THSRC train takes approximately two 
hours to cover the same route if it stops at all stations.  

2. Economic Background    

Taiwan’s economy grew rapidly in the second half 
of the twentieth century. Starting from the 1960s, Tai-

                                                      
10 On January 5, 2007, THSR actually began operation 

from Banciao to Zuoying (Kaohsiung).  It then ex-
tended from Banchiao to Taipei City on March 2, 
2007. 

11 It was also the world’s biggest BOT project when it 
was designed and constructed. See Hands, Bullet 
train gets a financial lifeline, Taipei Times, August 14, 
1999. 
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wan enjoyed two decades of rapid and almost uninter-
rupted economic growth. With an average annual in-
crease of 9.5 percent in real GDP, Taiwan outdid most 
of the developed and developing countries in economic 
growth. In the 1980s, Taiwan continued to attain quite a 
high average real GDP growth rate at about 8.5 percent 
per annum.12  

Foreign trade and rapid structural change in pro-
duction are the major factors that helped promote Tai-
wan’s economic growth. Generally speaking, Taiwan’s 
trade growth was by design at its early stage of devel-
opment. Trade began to increase rapidly in the early 
1960s with the launching of export-oriented growth 
policy. In fact, trade grew at the astounding rate of 
more than 22 percent a year from 1960 to 1966; it to-
taled more than US$1 billion a year and hit $3 billion 
by 1970.13 During this period, the items of export were 
mostly the labor-intensive manufactured products. In 
1974, Taiwan initiated the “Ten Major Construction 
Projects,” which consisted of seven infrastructure and 
three capital-intensive industrial projects. Upon its 
completion in 1977, Taiwan entered its second phase of 
import substitution of industrialization, which put the 
economy on a more capital-intensive production pat-
tern. 14  By the beginning of the1980s, Taiwan’s 
two-way trade totaled nearly US$50 billion, making it 
the tenth largest exporting nation in the world and the 

                                                      
12 Sources of Taiwan’s economic growth rates: Statis-

tical Yearbook of the ROC, Taipei: Directorate Gen-
eral of Budget, Accounting and Statistics, Executive 
Yuan, various issue. 

13 See Kuo, Shirley W.Y., G. Ranis, and J.C.H. Fei, The 
Taiwan Success Story: Rapid Growth and Improved 
Distribution in the Republic of China, 1952-1979, 
Boulder: Westview Press, 1981, Ch.6. 

14 See Wei, W., Capitalism: A Chinese Version, Guid-
ing A Market Economy in Taiwan, Ohio State Uni-
versity Press, 1992, Ch.4. 

fifteenth largest trading nation.15 Not only did Taiwan’s 
industrialization and its up-scaling production further 
accelerate exports but also caused the value of exports 
to continue to skyrocket. After two world energy crises 
in the 1970s, Taiwan placed more emphasis on tech-
nology-intensive industries. Upon the establishments of 
the Technology Research Institute and a science-based 
industrial park in Hsinchu, Taiwan was entitled to enter 
the “science and technology orientation period.” 16  
From then on, the items of technology-oriented prod-
ucts, such as electronics, personal computer accessories, 
electro-optics, and information products have become 
more and more important in Taiwan’s export trade. And 
the trade boom continued. In 1990, the exports topped 
US$67 billion, while the imports amounted to US$54 
billion.17  

Taiwan’s exporters developed an extensive com-
modity market in the United States with so many recep-
tive customers that Taiwan soon built up a large trade 
surplus. Trade surpluses and foreign exchange reserves 
grew throughout the 1970s and 1980s, with the former 
at US$ 18.7 billion in 1987 and the latter topping 
US$76.7 billion in 1988.18 At a time when the trade 
surplus with the United States accumulated rapidly, the 
American government brought pressure to bear on Tai-
wan. In 1986, trade negotiations resulted in Taiwan 
further opening its market to American products and 
appreciating its currency (new Taiwan dollars) against 
the greenback. From 1986 to 1989 the Taiwan dollar 
appreciated about 26.5 percent. During this period, the 
                                                      
15 See J. F. Cooper, Taiwan: Nation-State or Province? 

2003, 4th ed, Boulder, CO: Westview Press, Ch.5. 

16 See K.T. Li, The Evolution of Policy behind Tai-
wan’s Development Success, New Haven: Yale Uni-
versity Press, Ch.5. 

17 Source: Statistical Yearbook of the Republic of Chi-
na, 1993, Taipei: DGBAS, Table141. 

18 Source: Statistical Yearbook of the Republic of Chi-
na, 1993, Taipei: DGBAS, Table141 and 159. 
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increase of foreign reserves and inflow of international 
‘hot money’ caused domestic money supply (M1) to 
increase 81.8 percent.19   

However, investment slowed down in Taiwan in 
the late 1980s. In the second half of the 1980s, invest-
ment was below 20 percent of GNP, with the savings at 
over 30 percent. Many people expressed little optimism 
about Taiwan’s economic future. 20  Capital started 
flowing out and many factories, particularly of those of 
traditional industries, started moving out at the end of 
the decade. At about the same time the industrial struc-
ture was transformed from manufacturing to services 
gradually. In 1986, the shares of industrial production 
and services in GDP were almost the same at around 47 
percent. The share of services has since outgrown that 
of the manufacturing industries.21  

In the meantime, highway traffic congestion has 
assumed increasingly serious proportions along the 
western corridor of Taiwan. While there was only one 
north-south four-lane freeway on the island, the motor 
vehicles in use increased sharply between 1980 and 
1990. The total number of vehicles went up from 
680,900 (425,400 passenger cars and 255,500 commer-
cial and engineering vehicles) in 1980 to 2,982,300 
(2,328,400 and 653,900) in 1990, a sharp rise of 700 
percent in the 10 years. On the other hand, the 
north-south railroad network was overcrowded. It could 
merely increase the passengers/kilometers from 7,971 
million in 1980 to 8,323 million in 1990, a mere 4.4 
percent increase.22   

                                                      
19 Source: Statistical Yearbook of the Republic of Chi-

na, 1993, Taipei: DGBAS, Table159. 

20 See Wei, W., Capitalism: A Chinese Version, Guid-
ing A Market Economy in Taiwan, Ohio State Uni-
versity Press, 1992, Ch.4. 

21 Sources: Taiwan Statistical Data Book 2004, Taipei: 
CEPD, Table 3-8b. 

22 Source: DGBAS: Statistical Yearbook of the ROC, 

Under such economic and transportation circums-
tance, government officials, scholars, and businessmen 
started considering the need for a high-speed transpor-
tation system to shorten the travel time in the west cor-
ridor of the island. It was hoped that a high-speed rail 
system will reduce the transportation cost for business 
and relieve the congestion on the north-south express-
way. A safer high-speed mass transit system was also 
anticipated to improve the environment of investment 
and further promote economic development. The 
Council of Economic Planning and Development 
(CEPD) estimated that the GDP would grow by as 
much as 0.5 percent once construction of the high speed 
rail system began.23 It was expected to give an instant 
boost to real estate as well as the steel and construction 
industries. 

However, when proposals to construct the system 
were being made, the government began to have a larg-
er financial deficit. Its budget deficit was -7.01 percent 
of GDP in 1989. The deficit continued to grow, except 
in 1998.24 The ratio of national debt to GDP started to 
exceed 5 percent in 1991 and jumped to over 10 percent 
in 1992.25 For lack of government finance and in order 
to increase efficiency in infrastructure, the BOT scheme 
was suggested for the construction of the high speed 
rail network in Taiwan.  

3. Design and Preparation Stage (1990-1997) 

Japan’s first Shinkansen (SKS) high speed rail 
system started operation between Tokyo and Osaka in 

                                                                                   
1993, Taipei. 

23 See Hands, S., Bullet train gets a financial lifeline, 
Taipei Times, August 14, 1999. 

24 Sources: East Asian Economic Perspectives, Kita-
kyushu, Japan: International Centre for the Study of 
East Asian Development, various issues. 

25 Source: Website of Ministry of Finance, Republic of 
China, 2009. 
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1964. By the end of 1991 when the Executive Yuan 
(Cabinet) approved Taiwan’s high speed rail BOT 
project, there were four SKS rails operating in Japan, 
two TGV in France, one ICE in Germany, and another 
in Italy. One more TGV in France and a high speed rail 
system were under construction. Both were scheduled 
to begin operation in 1992. Those systems in Japan and 
France were designed for passengers only, while those 
in Germany and Spain were expected to carry passen-
ger and cargo.  

a. Principles of Designing    

Informal plans of building a high speed rail in 
Taiwan began as early as 1980. The first formal plans 
to link Taipei and Kaohsiung by high speed rail were 
proposed in January of 1989 when the Institution of 
Transportation (IOT) under the Ministry of Transporta-
tion and Communication (MOTC) hired a foreign con-
sulting firm for a feasibility study. The report with a 
positive suggestion was completed in February of 1990. 
On July 2, 1990, the ministry set up an office for high 
speed rail construction (高鐵工程籌備處).26  It hired 
a French firm, Sofrerail, as consultants.27  

Originally, the high speed rail system was de-
signed to facilitate passenger transportation. The initial 
route was to go through the populated areas and sta-
tions would be built next to or as part of the existing 
stations of the Taiwan Railway Administration to pro-
vide largest convenience. This approach was changed to 
development of new towns along the high speed rail 
route in accordance with the re-designing state land 
use.28 It means the high speed rail network would have 
to perform a larger and more risky duty of developing 

                                                      
26 Source: United Daily News, June 10, 1991 (in Chi-

nese). 

27 Source: United Daily News, July 18, 1993 (in Chi-
nese). 

28 Source: United Daily News, June 22, 1991 (in Chi-
nese). 

new towns at its station sites. On October 8, 1991, 
Premier Hau Pei-tsun decided on a new route with 
seven stations, closer to the west coast but farther from 
the populated areas. The seven stations included Taipei, 
Taoyuan, Hsinchu, Taichung, Chiayi, Tainan and 
Zuoying, which is almost part of the city of 
Kaohsiung.29 His Executive Yuan approved a prelimi-
nary budget of NT$426.6 billion for the project.30  

Alternative proposals were made to lighten the fo-
reseeable financial burden and cope with the possible 
low revenue. One of them was made by the Transporta-
tion Department of the Taiwan Provincial Government. 
Arguing that the cost of procuring land for the new 
system and its stations was too high, it urged an up-
grading of the existing Taiwan Railway Administration 
stations by widening and straightening the rail tracks 
where trains could run at a speed of around 180 kilo-
meters an hour.31 The cost of the upgrading was about 
half that of the Executive Yuan-approved high speed 
rail system. The provincial government emphasized that 
the alternative proposal would be more effective in 
transporting passengers, since its stations would be in 
the more populous downtown areas.32  

During the designing stage, Minister of Finance 
Wang Chien-shuan and Minister of Transportation and 
Communications Eugene Chien insisted that the pro-
posed system be built and operated solely by the private 
sector to reduce the government financial burden and 

                                                      
29 Source: United Daily News, October 9, 1991 (in 

Chinese). 

30 Source: United Daily News, July 18, 1993 (in Chi-
nese). 

31 That meant to raise the width of rail tracks from ex-
isting 1.067 meters to the international standard 
1.435 meters. 

32 Source: United Daily News, June 10, 1991 (in Chi-
nese). 
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achieve a better efficiency.33 But the consensus was 
later reached on public-private partnership (PPP) under 
the BOT scheme.  

The total cost was initially estimated at NT$662.2 
billion, of which NT$320 billion was for construction, 
with the remaining NT$342.2 billion to be allocated for 
interest payment plus miscellaneous outlays. The esti-
mated self-liquidating rate of the investment was only 
about 38 percent.34 To encourage the private sector to 
participate in the BOT project, several strategies were 
considered. One was a government- private business 
joint venture, which allowed the former to make a 
minimum amount of investment to give the latter better 
incentives. Another was to develop new towns around 
the stations on land which the government would zone 
for that purpose. Private developers would then be giv-
en priority to do real estate business in the zones.35   

The Legislative Yuan (Parliament) passed a statue 
for encouraging private investment in transportation 
facilities in November 1994 to provide a legal basis for 
the public-private partnership in building the high 
speed rail network. The decision was also taken to 
adopt the BOT scheme. 36  Preparations began for 
construction of the new railroad. Decisions were made 
on what responsibility the government should take, how 
much money the government should invest, what kind 
of the public-private-partnership would be established, 
and how the legal contracts between the government 
and the private investors should be drawn up. 

The private sector formed two consortiums to bid 

                                                      
33 Source: United Daily News, June 10, 1991 (in Chi-

nese). 

34 Source: United Daily News, June 10, 1991 (in Chi-
nese). 

35 Ibid. 

36 Source: United Daily News, December 20, 1994 (in 
Chinese). 

for the BOT contract. One is the Taiwan High Speed 
Rail Corporation (THSRC), led by Continental Con-
struction Corp. Nita Ing heads. Major partners in this 
consortium included Evergreen Group, Fubon Group, 
Pacific Electric Wire and Cable Co., and TECO Electric 
and Machinery Co. THSRC's bid was based on the 
high-speed technology platform of Eurotrain, a joint 
venture of GEC-Alsthom (the main maker of the 
French TGV) and Siemens (the main maker of the 
German ICE). The other was the Chunghwa High 
Speed Rail Consortium (CHSRC), formed by the part-
ners of China Development Financial Holdings, BES 
Engineering Corp., China Steel Corp., and SOGO 
Group. The CHSRC bid was based on Japan’s 
Shinkansen pattern.37  

After a prolonged bidding process, THSRC won 
and was awarded the contract on September 25, 1997.38  
The award was made chiefly because THSRC declared 
no government funding was needed for the project.39  
On July 23, 1998, a tripartite contract among the 
government (represented by MOTC), THSRC, and a 
bank consortium was signed.  Construction was sche-
duled to start in March 2000 and would be completed at 
the end of 2005.40  

According to the contract, the government’s duties, 
in addition to land acquisition and assistance in obtain-
ing loans, included negotiations with Taiwan Power 
Company for power supply, earthwork disposals, land 
conservation, permission for the new railroad to cross 
rivers and highways, and help to THSRC to share sta-
tion complexes of the Taiwan Railway Administration, 

                                                      
37 Source: United Daily News, September 25, 1997 (in 

Chinese) 

38 Source: United Daily News, September 26, 1997 (in 
Chinese). 

39 Source: Hands, S., Bullet train gets a financial life-
line, Taipei Times, August 14, 1999. 

40 Ibid. 
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Taipei Metropolitan Rapid Transit (MRT) Company , 
and Kaohsiung MRT system as well as to find locations 
for new THSRC stations in Maoli, Changhua, and Yun-
lin.41 The main tasks for THSRC included the civil 
engineering, laying of the rail tracks, construction of 
stations, acquisition of electric engineers and trains, and 
designing and establishment of the communication and 
signal systems as well as maintenance yards.  

The passenger load was first estimated at 180,000 
rides a day, which would grow to 400,000 by the year 
2036. The estimate was reduced to 140,000 per day 
later. Nita Ing, the chairperson of THSRC, considered 
these estimates overly optimistic two years after the 
system had started operation.42  

b. Financing  

THSRC is capitalized at NT$104.5 billion, which 
includes the initial pay-in and an additional infusion at 
the end of September 2005. Of the total capital 
NT$29.95 billion (28.7%) came from five THSRC 
principal partners. Another NT$37.2 billion (35.6%) 
was raised by state-owned enterprises (SOEs) 43 , 
semi-state-owned banks (SOBs)44and semi-state-owned 
juridical persons (SOJPs).45 The remaining NT$37.35 

                                                      
41 Source: MOTC, Yearbook of Transportation, 2000, 

Volume of Railway. (in Chinese) 

42 Source: United Daily News, September 23, 2009 (in 
Chinese). 

43 These are Taiwan Sugar Co., Bank of Taiwan, The 
Land Bank, Central Trust of China, and the National 
Development Fund, Executive Yuan. 

44  These banks are First Commercial Bank, 
Chiao-Tung Bank, Hua Nan Bank, Taiwan Coopera-
tive Bank, International Commercial Bank of China, 
Taiwan Business Bank. 

45 These organizations are China Steel, Airline Career 
Development Association, China Technical Consul-
tation, Inc. Foundation. 

billion (35.7%) was put up by individual shareholders, 
both natural and legal persons.  

To secure a reliable source of financing is one of 
the key factors of success in BOT projects. One of the 
government’s duties, according to the BOT contract, is 
to provide THSRC with assistance in financing. On 
October 13, 1998, the Ministry of Transportation and 
Communications helped THSRC to obtain a permit 
from the Council of Economic Planning and Develop-
ment (CEPD) to acquire long-term loans totaling 
NT$280 billion from the bank consortium. 

On August13, 1999, after months of haggling over 
guarantees and deposits, an agreement palatable to the 
government, THSRC, and 25 banks was reached. The 
banks consented to lend after the government had 
guaranteed it would repay, if there was any default.  
The government, however, made the guarantee for po-
litical reasons rather than economic necessity. The high 
speed railroad project was initiated by President Lee 
Teng-hui. It was also a campaign promise of Vice Pres-
ident Lien Chan who ran unsuccessfully for president in 
2000 and 2004.46  

The tripartite NT$323.3 billions financing contract 
(including NT$15 billion in security deposits) was 
signed on February 2, 2000. The banks lend NT$40 
billion in loans carrying an annual interest rate of 8 
percent, with the rest coming from government funds, 
the interest rate for which was set at 1.5 percent per 
annum. Sophia Cheng, a researcher at ABN-ARMO, 
said, “The premium on the loans was just 1.5 percent,” 
adding that “this relatively small premium, roughly 
comparable to what the banks could make on standard 
corporate lending deals, was insufficient to cover the 
perceived risks involved in the project.”47  

                                                      
46 See Hands, S., Bullet train gets a financial lifeline, 

Taipei Times, August 14, 1999. 

47 Hands, S., Bullet train gets a financial lifeline, Taipei 
Times, August 14, 1999. 
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In the years 2000 and 2001, THSRC had made 
three withdrawals totaling NT$30.2 billion from the 
banks. Up to the end of 2005, THSRC had made for-
ty-seven withdrawals amounting to NT$284.76 billion.  
By the end of 2005, the debt ratio was over 75 percent, 
the upper limit set by the BOT contract between the 
government and THSRC.  

When Nita Ing announced in September 2005 the 
test runs would start at the end of October 2006, far 
behind schedule, due to delays in construction, system 
testing, and preparations for operation, the increase in 
the total cost of the BOT project was estimated at 
NT$19.3 billion.  

At the beginning of 2006, THSRC was seeking 
NT$65 billion in additional loans from the banks. The 
bank consortium insisted on another government guar-
antee. At the end of 2007, THSRC had a total capital of 
NT$105.3 billion but was obligated to service loans 
totaling NT$383.1 billion. The debt included the initial 
loans of NT$323.3 billion (NT$15 billion in contract 
security deposits and NT$0.7 billion in security depo-
sits by corporate bonds) and the additional loans of 
NT$65.5 billion. In addition, THSRC also issued over-
seas convertible bonds of US$300 million (NT$10 bil-
lion.)48   

As THSRC consistently failed to meet its funding 
requirements on time, legislators and scholars accused 
it of breaking its promise to finance the project entirely 
from private funds, claiming the government and 
state-owned enterprises provided 84 percent of the 
financing. The lawmakers made a counterproposal to 
limit further public funding.  

4. Construction (1998-2006)  

Several major revisions were made by THSRC 
after construction of the high-speed rail system had 
gotten under way. The first controversial revision 

                                                      
48 Source: MOTC, Yearbook of Transportation, 2008, 

Volume of Railway. (in Chinese) 

involved the change of the high-speed train. THSRC 
the contract based on the Eurotrain, while its defeated 
competitor adopted Japan’s Shinkansen approach.  

The Eurotrain consortium was favored to supply 
trains and equipment and supervise the actual 
construction after it had demonstrated two ICE 
powerheads and unpowered double-deck cars of a TGV 
Duplex.  

But shortly after winning the BOT contract, 
THSRC declared the construction and train system bid 
was open to Taiwan Shinkansen Consortium (TSC) as 
well. On December 28, 1999, THSRC announced TSC 
won the high-speed train contract. THSRC president 
George Liu said while both trains were satisfactory, 
TSC was the priority bidder on account of "its 
technology, price, finance and maintenance merits."49   
This was the first time Shinkansen successfully 
exported its bullet trains and related technology.50  

One of the largest technological advantages of the 
Japanese system that became apparent after the 
disastrous September 21, 1999, earthquake hitting 
central and southern Taiwan was the built-in urgent 
earthquake detection and alarm system (UrEDAS).  

The TSC win touched off controversy. There were 
several reasons for the replacement of Eurotrain by 
TSC. First, THSRC had difficulty raising capital for the 
project in the months before it made the award to the 
Japanese. In May 1999, the Japanese government 
promised soft loans if TSC won. Liu Tai-ying, CHSRC 
head and financier of the governing Kuomintang, 
promised loans if THSRC would make a switch to 
Shinkansen. In addition, expectations on exchange rate 
fluctuations played a role and a newer Shinkansen train 
was offered by TSC. Second, speculation was rife that 

                                                      
49 Source: Sun, Japanese win bullet train deal, Taipei 

Times, December 29, 1999. 

50 Source: United Daily News, December 29, 1999 (in 
Chinese). 
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the decision was political. According to local news 
media, the choice was to pave the way for then 
President Lee Teng-hui to visit to Japan after 
retirement.51 THSRC denied press reports, however.52   

The controversy ended by international arbitration. 
Eurotrain filed a US$800 million damage claim at the 
Singapore International Arbitration Center in February 
2001. After a lengthy arbitration process, the court 
ruled in March 2004 that THSRC should pay US$320 
million in compensation to Eurotrain. In the end, 
THSRC agreed to pay US$65 million in fine and 
US$24 million interest to Eurotrain in November 
2004.53 

Construction got under way in March 2000. The 
maximum speed for the high speed train was set at 
350 km/h (217 mph). Ballastless slab tracks were used. 
Running tests using the first Shinkansen 700T trains 
started in January 2005. In late October 2005, the train 
made 315 km/h (196 mph), attaining the target top 
speed.. Trial runs took place between Panchiao (in the 
county of Taipei) and Tsoyinh (Kaohsiung) on January 
5, 2007, carrying passengers free of charge. THSRC 
opened the platforms at its Taipei Main Station on 
March 2, 2007, to complete the Taipei-Kaohsiung line 
of service.  

The work of civil engineering was completed in 
November, 2004. Major works included the elevated 
sections of 244 kilometers in length, 48 tunnels totaling 
47 kilometers, and 32 kilometers of embankment. But 
the project was dogged by allegations of poor quality in 
civil construction, claims against unresolved traffic 
safety, and an additional year-long delay. 
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52 See DPA and CAN, Taiwan High Speed Rail to 
compensate railway consortium, Taipei Times, 
November 27, 2004. 

53 Ibid. 

One of the innate and formidable problems of the 
high speed railroad along the west coast of Taiwan is 
the soft soil formation and the sinking ground. One 
typical case was found in the Maoli area. The soil is too 
loose to support the heavy train at extremely high speed. 
A local vernacular quoted a female legislator, Dr. J.C. 
Lee, as revealing that the engineering work was very 
poor in quality only a couple of months before the test 
runs. She said that one can push a steel bar into the soil 
along the rail line by bare hands easily. The results of 
the standard penetration test (SPT) showed that the test 
indicator was only 2 out of the standard 50.54 It was not 
an isolated case. About one third of the Maoli area had 
similar problems.  

Another problem is that the ground keeps sinking 
in the Yulin, Chiayi and Tainan areas due to the long 
overdraft of groundwater for fish-farming. The ground 
is sinking by five to 10 centimeters a year. A similar 
situation occurs along a 64-kilometer section in the 
Hsinchu area.55   

Altogether 13 stations were planned at first. Only 
eight of them were in operation, when the high speed 
railroad opened to traffic in January 2007. They are 
Taipei, Panchiao, Taoyuan, Hsinchu, Taichung, Chiayi, 
Tainan and Tsoying. Taipei, Banciao, and Zuoying 
share the stations with the Taiwan Railway 
Administration. The other five stations are newly built 
for exclusive use by THSRC trains. Special zones were 
proposed in the area around each new station for the 
purpose of establishing new towns. The total area of 
these special zones (excluding the stations sites) was 
1,391 hectares. The total fund needed for developing 
these zones was NT$66.219 billion. By the end of 2008, 
a total of 304.9 hectares was available for private 
businesses and residence construction, with about 

                                                      
54 Source: United Daily News, May 30, 2006 (in Chi-

nese). 

55 Ibid. 
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one-third of the land sold.56 The low land-use rate in 
these special zones is considered one of the financial 
difficulties THSRC is facing. 

5. Operation (2007-) 

THSRC made the first test run in June 2006. The 
high speed railroad was opened to traffic on January 5, 
2007. As a legacy of first working with Eurotrain, 
THSRC started operating its Japanese-built trains with 
40 French and 13 German drivers. It planned to train 
enough local drivers to replace them in 18 months. 
Fifty-four Taiwanese and 35 foreign drivers, most 
being French, were on the THSRC payroll as of the end 
of March 2009. High speed trains have taken up a large 
north-south travel market share.  

The operating hours of the high speed trains are 
from 6A.M. to 12 midnight. All 30 trains are 700T 
EMUs. Each of these 12-car trains has a passenger load 
of 989, with 66 for business class and the rest for 
economy. In November 2008, THSRC announced a 
new order for six more trains from Japan to be put into 
service in 2011. 

The train schedule was 38 (two-way) runs per day 
at first. In 2007 and 2008, after rescheduling, the daily 
runs range from 130 to 142.57 A maximum 176 runs 
per day are possible with the existing 30 trains.  

a. Passenger Load and Impact on Other 
Transportation Facilities  

Original estimates foresaw an initial daily load of 
180,000 passengers per day, which would grow up to 
400,000 by 2036. The estimates were later reduced to 

                                                      
56 Sources: MOTC, Yearbook of Transportation, 2000 

and 2008, Volume of Railway. (in Chinese) 

57 See MOTC, Yearbook of Transportation, 2008, Vo-
lume of Railway. (in Chinese).  However, with the 
onset of the global economic crisis, train frequency 
was reduced in the beginning of 2009. It has been 
increasing again since July 1, 2009. 

140,000 per day. The actual rides fell far short of the 
estimates. In July 2007, a half year after the opening of 
the service, the high speed trains carried 1.42 million 
passengers, or about 46,000 a day. The mean daily load 
increased to 96,000 in August 2008, an all-time high 
record. From then on, it tapered off at around 84,000 
daily. The numbers of passengers carried are listed in 
Table 1 and Figure 1. In the year 2007, the monthly 
load ranged between 34 and 55 percent of capacity, 
with the annual average at 44.9 percent. In 2008, the 
monthly load was between 36 and 47 percent, with the 
annual average at 43.5 percent.58   

 

                                                      
58 Sources: MOTC, Yearbook of Transportation, 2007 

and 2008, Volume of Railway. (in Chinese) 
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Table 1: High Speed Rail Riders by Months    
    ================================================ 

Year     2007    2008  2009 
    ------------------------------------------------------------------------------------ 
    January   1,161,047   1,958,004 2,786,684 
    February   724,784   2,095,210 2,396,845 
    March   919,455   2,311,821 2,648,005 
    April        1,076,413   2,545,527 2,582,952 
    May    1,155,098   2,603,395 2,752,003 
    June    1,241,227   2,537,620 2,436,486 
    July    1,425,755   2,811,997 2,957,323 
    August   1,373,686   2,973,150 2,716,287 
    September       1,367,236   2,488,574 2,441,000 
    October   1,448,553   2,855,980     
    November       1,659,510   2,741,710 
    December       2,022,896   2,658,273 
    ------------------------------------------------------------------------------- 
    Annual Total  15,555,656   30,581,260   23,717,583 
    Monthly Average 1,296,305   2,548,438 2,635,287 
       =============================================== 

Source: MOTC, Department of Statistics, Monthly Statistics of Transportation & 
Communications database. (Update: once per month) 

 
 

Figure 1 Monthly Number of Riders of THSR
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It is also useful to measure the capacity in terms of 
passengers / kilometers. The monthly records of 
passengers / kilometers were shown in Table 2 and 
Figure 2. They peaked at 630,249,000 passengers / 
kilometers in August 2008. The overall average 
kilometers per trip in the 33 months since the service 

opened were 218.74. The records were 214.7 
passengers / kilometers in 2008 and 226.3 in 2007. 
Statistics show the high speed trains carried mostly the 
medium- to long-distance passengers to meet the 
expectations of the designers.  

 
 
 

Table 2: High Speed Rail Passengers/Kilometers by Months 
          Unit: Thousand kms 

========================================================== 
Year    2007       2008       2009 

--------------------------------------------------------------------------------------------------- 
January        252,905  427,088  610,598 
February   163,397  464,631  508,783 
March        211,535  499,869  562,792 
April        251,319  549,951  548,603 
May         266,817  560,909  589,171 
June         287,557  544,918  512,670 
July    327,990  605,924  631,752 
August        313,322  630,249  584,485 
September       313,786  529,601  510,247 
October   325,844  606,826 
November       368,249  583,941 
December       437,452  562,213 

------------------------------------------------------------------------------------------ 
Annual Total       3,520,173      6,566,120     5,059,102 
Monthly Average 293,347.75      547,176.67     562,122.44 

===================================================== 
Source: MOTC, Department of Statistics, Monthly Statistics of Transportation & 

Communications. (Update: once per month)    
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One superior record that deserves mention is that 

in the first and second years of operation, the high 
speed trains were 99.5 and 99.2 percent on time, 
respectively.59  This “on-time” rate is even better than 
that of Japan’s Shinkansen.  

The trains supplanted airplanes in north-south 
travel in Taiwan. By August 2008, half of the flights 
between Taipei and the cities on the west coast have 
been discontinued. Total domestic air traffic was halved, 
falling from 8.6 million in 2006 to 4.9 million in 2008.  
Despite cheaper ticket prices, long-distance bus 
companies felt the impact of the high speed trains, too. 
Bus companies reported passenger volumes reduced by 
20 to 30 percent. Toll highway traffic, growing 
uninterrupted until 2006, also decreased in 2007 and 

                                                      
59 The definition of ‘on time’ is the tolerance of late-

ness is 10 and 5 minutes for 2007 and 2008, respec-
tively, when the train arrives at the final destination.  
See, MOTC, Yearbook of Transportation, 2007, and 
2008, Volume of Railway. (in Chinese) 

2008.60  

b. Revenue and Loss  

In its first year of operation, THSRC made 
NT$13.969 billion in sales, selling 15.556 million 
tickets. In the second year, with an increase in 
scheduled runs, the sales went up to NT$23.047 billion, 
barely short of the target set a year earlier to double of 
the revenue. Due to a severe economic downturn, the 
average monthly revenue in the first quarter of 2009 
was reduced to NT$1.917 million. The monthly sales 
are listed in Table 3 and Figure 3.  

 

                                                      
60 Source: MOTC, Yearbook of Transportation, 2008, 

Volumes of Highway and of Civil Aviation. (in Chi-
nese) 

Figure 2 Monthly Passenger-kms of THSR  

unit: 1000kms 
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   Table 3: Monthly Revenue of THSRC 
          Unit: NT$ 1000 

======================================================== 
Year    2007       2008       2009 

---------------------------------------------------------------------------------------------- 
January        599,263  1,550,911  2,230,886 

February   669,273  1,728,569      1,735,106 

March        867,659  1,903,876   1,908,816 

April        1,030,259      2,100,000    1,856,083 

May         1,078,242   1,903,502   2,040,365 

June         1,135,954      1,875,924   1,726,616 

July    1,282,161      2,038,358      2,091,261 

August        1,259,984   2,168,552      1,841,884 

September       1,268,284      1,816,059      1,718,129 

October   1,320,430      2,109,892      2,024,968 

November       1,413,973      2,028,733 

December       1,578,305      1,991,578 
---------------------------------------------------------------------------------------------- 

Annual Total         13,969,240      23,047,583     19,174,114 
Monthly Average     1,164,103        1,920,632      1,917,411 

======================================================= 
Source: Market Observation Post System database with the THSR code 2633.   
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The cash-flow break-even level (excluding 
depreciation and debt service) was reached in April 
2008, when an income of NT$1.9 billion from ticket 
sales and another NT$200 million in others stood 
against operating costs of NT$850 million to NT$900 
million and interest payments totaling NT$1.3 billion 
per month.  

In September 20, 2009, THSRC announced a 
cumulative loss of NT$70.2 billion since it began 
operation, equivalent to more than two thirds of its 
equity. It had lost NT$13.1 billion before the operation 
started. The loss totaled NT$29.4 billion in the first of 
operation, and NT$25 billion in the second, and 
NT$2.7 billion in the first half of 2009.61 The greater 
part of the loss is attributed to the heavy interest 
payment and capital depreciation. According to the 
financial statements, both interest payments and 
depreciation amounted to NT$69.8 billion in the first 
two years.  

At the beginning of 2009, THSRC considered a 
reduction of runs to 816 per week from 942. It also 
considered cutting the salary payment to the 110 top 
executives. For example, Nita Ing, the chairperson, 
receives no salary and the chief executive officer, 
Chin-der Ou, has the pay cut by 20 percent. 62  In 
addition, work on the extension to Nankang and on new 
stations has been halted, and the staff has been cut from 
3,600 to 2,500.  

The government has to propose plans to bail out 
TSPRC. In September 2009, the Ministry of 
Transportation and Communications reorganized the 
TSPRC board of directors and its management team. 
Ing was forced to step down as chairperson and 
replaced by Ou. At a general shareholders’ meeting on 

                                                      
61 Sources: United Daily News, April 7, 2009, and 

September 21, 2009. 

62 See United Daily News, February 28, 2009. 

November 10, 2009, the board was restructured with 
the government controlling a majority of 9 out of the 15 
seats. This paves the way for a government takeover.  

6. Relationship between Passenger Load and 
Revenue  

The average revenue per rider, which is a proxy to 
the average ticket-fare per rider, and the mean 
passengers/kilometers can be calculated. The 
correlation coefficients among the monthly passenger 
load, revenue, passengers/kilometers and ticket fare are 
shown in Table 4. The correlations of time-series data 
between passenger load and revenue, between 
passenger load and passengers/kilometers, and between 
the revenue and passengers/kilometers are significantly 
large. The correlation coefficients between ticket-fare 
and passenger load, revenue, and passengers/kilometers 
are significantly negative.   
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Table 4: Correlation Coefficients 
================================================================== 

         Load     Revenues   Passengers/Kilometers  Ticket Fare 

----------------------------------------------------------------------------------------------------------------- 

Load   1.0000    0.9685          0.9988       -0.6681 
          (<.0001)***         (<.0001)***   (<.0001)*** 

Revenues       1.0000          0.9751    -0.4770 
              (<.0001)***   (0.0050)*** 

Passenger/Kilometers         1.0000    -0.6466 
                (<.0001)*** 

Ticket Fare             1.0000 
=================================================================== 

Notes: 1. Probability >│r│ under H0: ρ= 0 is in parenthesis. 
           2. *** indicates significance at 10% level. 

 

It is interesting to know the price elasticity of 
demand for passengers/kilometers, which is a proxy 
indicator of high speed train service use. The regression 
in elasticity is shown for entire samples and for 

individual years of 2007 and 2008 separately. The 
impact of worldwide economic recession since 
September 2008 was considered in the regression using 
entire samples. The results are shown in Table 5.  

 
Table 5: Estimated Price Elasticity of Demand for High Speed Rail Service 

============================================================================== 

Dependent Variable: Passenger-Kilometers 
-------------------------------------------------------------------------------------------------------------------------------------- 

     Entire Sample      2007 Sample    2008 Sample  
       (I)    (II) 

------------------------------------------------------------------------------------------------------------------------------------------ 
Constant1   12.599   12.609   12.240       12.666 

    (109.37)***  (120.99)***  (95.70)***       (94.50)*** 
Ticket Fare1  -1.554   -1.016   -3.279   -1.925 

    (-3.57)***       (-2.39)**       (-2.94)**       (-4.09)*** 
Dummy for 2008- ---    0.309   ---    --- 

  09 Recession1          (2.75)***    
--------------------------------------------------------------------------------------------------------------------------------------------- 
Obs.    33    33    11 2    12 
Adj. R-sq   0.2899   0.4141   0.4327   0.5881 
F-value   14.06***   12.31***       8.63**   16.70*** 
=================================================================================== 
Notes: 1. ***, **, and * indicate significance at 1%, 5% and 10% levels, respectively.  

2. The observation of January, 2007, is discarded, due to its gala opening with a large discount on test rides. 
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All the regressions are specified well by the adj. 
R-squared and F-value statistics. All the estimated price 
elasticities of demand for high speed train service are 
significant. The long-run elasticity ranges between 
1.016 and 1.554 for the entire samples, depending on 
whether the dummy variable indicating the 2008-09 
economic recession is included or not. The impact of 
the economic downturn is also significant. And the 
elasticity for 2007 and 2008 are 3.279 and 1.925, 
respectively. The estimated price elasticities, which are 
larger than unity in absolute value, suggest that it is 
possible to increase demand for high speed train service 
in terms of passengers/kilometers by reducing the ticket 
fare.   

IV. Reviews and Suggestions 

Supporters of the BOT project believed that the 
high speed railroad would help relieve traffic 
congestion along the heavily traveled western corridor 
of Taiwan, with advantages gained in greater safety, 
high transit volume, low land occupancy, energy 
economy, and low pollution. On January 4, 2007, 
Bradsher of The New York Times reported, "Passengers 
who travel on a fully loaded train will use only a sixth 
of the energy they would use if they drove alone in a 
car and will release only one ninth as much carbon 
dioxide, the main gas linked to global warming."63  
However, the BOT project didn’t live up to the expecta-
tions. It has suffered a severe loss since it started opera-
tion and, as many analysts believe, will continue to lose 
money for some years to come, if no effective remedy 
can be made. Several reasons that help to explain the 
loss are worthy of mention.  

1. THSRC Problems  

The major problems faced by THSRC are funda-
mental and can be traced back to its conception and 
initial design. At least two critical issues deserve further 
discussion. First, it is still debatable whether Taiwan 
                                                      
63 Bradsher, Keith, Taiwan’s bullet trains can’t outrun 

controversy, The New York Times, January 4, 2007 

has a strong enough demand, in terms of population and 
per capita income, for a high speed rail system. The 
system offers modern mass transportation that requires 
high technology and enormous sunken costs to com-
plete. It also requires a sizable market with a strong 
purchase power to support it. Japan, one of those coun-
tries operating such a system in 2008, had a population 
of 127 million with per capita income of US$34,100. 
Another country, France, had 64 million people with a 
per capita income of US$33,300, with Germany at 82 
million with US$35,500 and Italy at 58 million with 
US$31,400. Although China had a lower per capita 
income (US$6,000) than Taiwan (US$31,100), it has a 
much larger population of 1.3 billion, against Taiwan’s 
23 million.64  This might imply that Taiwan still falls 
short of the scale of the economy to build and operate a 
high speed railroad. 

Second, that railroad is probably not the one that 
best meets the need of passengers. As stated above, one 
of the major considerations for choosing the route, 
which is far away from the population centers, is based 
on a hypothesis that a high speed railroad would bring 
in private businesses to the towns around its stations. 
However, this hypothesis is not pragmatic. The private 
businesses and households generally need much more 
supplementary facilities than a single rail station to 
flock to would-be towns. Wang (2002) provided an 
analysis on this argument using aggregate empirical 
evidence, which showed that in most cases, demand for, 
not supply of, public infrastructure contributes to eco-
nomic prosperity and growth.65 An anonymous former 
official of the Ministry of Transportation and Commu-
nications said that the major reason for the loss THSRC 

                                                      
64  Source: Central Intelligence Agency Publication, 

The World Factbook, 2009 edition. Per capita income 
is measured in terms of PPP in 2008 US dollars. 

65 Source: Wang, Eric C., 2002, Public Infrastructure 
and economic growth: A new approach applied to 
East Asian economies, Journal of Policy Modeling, 
24, 411-435 
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has suffered is that the stations are too far away from 
the populous downtown areas of major cities to make 
use of the high speed train service.66  

Another problem is the shortage of demand for its 
service. The demand was overestimated at the begin-
ning. According to Minister of Transportation and 
Communications Mao Chih-kuo, who once headed the 
office for high speed rail construction, a French con-
sulting firm hired by the government in 1993 estimated 
the passenger load at 180,000 per day (equivalent to 
5,400,000 per month). Four other estimates, all by for-
eign consultant firms in 1997 showed an even higher 
demand.67 Nita Ing complained, in an interview the day 
before she stepped down as THSRC chairperson that 
she was too naive to have trust in the estimates pro-
vided by the government.68  

There are reasons, in addition to the scale of the 
economy, that caused the effective demand to be over-
estimated. One of them is the fact that there were a 
large number of businessmen, who are believed to be 
the potential passengers who, however, have relocated 
their businesses to mainland China over the past twenty 
years. Another may be that income distribution wor-
sened dramatically in the decade or so. The high- and 
middle-income earners are supposed to be the major 
potential passengers. When the income inequality keeps 
worsening and Taiwan is moving into an “M-shape” 
society, the number of households in the middle income 
group will become smaller and smaller. They will tend 
to resort to cheaper mass transportation than the high 
speed trains. Still another reason, which is obvious and 
is related to the problem of railroad setting, is the inef-
fectiveness of shuttle service connecting the new sta-
                                                      
66 Source: United Daily News, September 29, 2009. (in 

Chinese) 

67 Source: United Daily News, September 23, 2009. (in 
Chinese) 

68 Source: Common Wealth magazine no. 431, Sep-
tember 23, 2009. (in Chinese) 

tions and the populous downtown areas of major cities 
on Taiwan like Taoyuan, Hsinchu, Taichung, Chiayi, 
and Tainan. The new stations are simply too far away 
from adjacent cities. This is the problem the passengers 
face in the time they have to spend to get to their final 
destinations. It definitely costs a great amount of mon-
ey and efforts to drastically improve the shuttle service. 
The passenger load can hardly increase without an effi-
cient shuttle connection.   

2. Possible Solutions to Financial Problems  

As stated above, at the end of 2007, THSRC had a 
total capital of NT$105.3 billion and was saddled with 
the debt amounting to NT$383.1 billion. The debt in-
cluded the initial loans of NT$323.3 billion and addi-
tional loans of NT$65.5 billion. As of the end of June 
2009, THSRC had lost NT$70.2 billion, equivalent to 
more than two thirds of its equity. A greater part of the 
loss was attributed to the heavy interest payment and 
capital depreciation, which amounted to NT$69.8 
billion in the first two years of operation.  

a. Refinancing by Banks  

In 2008, THSRC started to seek to revise its 
finance structure, with a view to reducing interest 
payments well above market rates. One of the possible 
solutions agreed upon by all three parties – the 
government, the bank consortium and THSRC – was to 
take a second mortgage. That entails banks to form a 
new consortium (possibly with new banks joining and 
others leaving) to extend a new loan to THSRC at a 
lower interest rate. THSRC then would use the new 
loan to pay back the old ones, which carried an average 
interest rate of 2.6 percent per annum. A memorandum 
of understanding for this proposal was signed on July 7, 
2009.69 THSRC has to pay NT$800 million a month at 
the old rate. If the interest rate is lowered to 1.7 percent 
a year, the burden of servicing the loans can be reduced 
by NT$300 million a month. The new tripartite 
                                                      
69 Sources: United Daily News, July 14, 2009 and 

September 25, 2009. (in Chinese) 
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agreement on the lower annual interest rate of 1.8 
percent was finally reached on November 4, 2009.70  

However, greater efforts have to be exerted to 
solve the THSRC financial problems. For instance, the 
bank consortium considers it necessary for THSRC to 
raise the passenger load by about 70 percent (from the 
current 87,000 to 150,000) in order to able to pay back 
all the principals and interests by 2033 when the BOT 
project terminates. Raising the load by 70 percent is 
almost impossible.71  

b. Early Transfer  

If THSRC fails to turn the loss into profit by rais-
ing its passenger load or by other means, it may have to 
fall under. The BOT contract requires the government 
to intervene. There are many options the government 
can take to involve in THSRC operation so as to pre-
vent its bankruptcy. One of them is to directly subsidize 
the ailing company without changing its current stock-
holder structure. In other words, the government makes 
up the difference between the current ticket fare and the 
break-even fare using taxpayers’ money. This proposal 
will have a very serious adverse socioeconomic impact. 
It will redistribute income from the non-passengers, 
who are mostly in the lower income bracket, to THSRC 
shareholders and passengers, who are usually in higher 
income brackets.   

A second possible option open to the government 
is to restructure the capital assets.  This may reduce 
the share of current stockholders and then raise new 
capital by recruiting new investors (mostly the gov-
ernment and its juridical affiliates.). This is similar to 
the government taking over the original stockholders’ 
share. In this case the government will still need to 
compensate the operation loss, just as it injects funds to 

                                                      
70 Source: United Daily News, November 5, 2009. (in 

Chinese) 

71 Source: China Times, September 27, 2009. (in Chi-
nese) 

the financially pressed Taiwan Railway Administration.  

V. Conclusions 

THSRC was initially designed to help relieve 
traffic congestion along the heavily traveled western 
corridor of Taiwan, with advantages gained in greater 
safety, high transit volume, low land occupancy, energy 
economy, and low pollution. Unfortunately, it ran into a 
severe operation loss, about NT$70.2 billions in its first 
two and half years of operation. It is likely that the 
government has to take over. That means it will turn 
into a financial burden of all taxpayers sooner or later. 
How to meet this challenge and solve the problems 
deserves a good deal of public attention.  

A successful BOT project will establish a good 
private-public partnership, which helps to relieve the 
financial burden of the government and promote the 
efficiency in the use of economic resources. A 
successful infrastructure project, such as the high-speed 
rail railroad, will also have a great deal of adverse so-
cioeconomic impact in the long run.    

It is expected that the high speed rail system will 
have several long–lasting effects on people’s life style, 
social network, and various industries, although they 
are unclear yet at present. The first and foreseeable im-
pact could be the one that alters the life pattern of the 
people and enlarges the scope of their activity. For ex-
ample, residents in the southern part of the island could 
travel to Taipei for shopping, dining, meeting friends, 
or handling business and return home in the same day. 
Besides affecting the business of other carriers, the high 
speed rail service will also impact the tourism industry. 
The second possible impact could be to induce internal 
migration from the metropolises (Taipei, Kaohsiung, 
and Taichung) to nearby counties. Due to the fast trav-
eling service it offers, THSRC may make it possible for 
many people to work in metropolitan areas and reside 
in nearby small towns and villages. This will reshuffle 
the real-estate pricing and further change the relative 
distinction between urban and rural districts. In addition, 
some service industries may also respond to the so-
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cioeconomic changes the high speed rail service induc-
es. All these problems are subject to further study.   
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Global Financial Supervisory Reform after             

the Financial Tsunami 

LEE, Lawrence L.  

 
Abstract 

The U.S. financial meltdown triggered a worldwide crisis in 2008. After what is 
commonly known as the financial tsunami countries the world over have launched financial 
supervisory reforms to tide over the resultant economic recession. 

The Group of 20 proposed the plans to reduce financial systematic risk, readjust the 
financial supervisory framework, strengthen the management of new financial products, 
and protect consumer rights and interests in order to create a financial market which is safe, 
sound, and competitive. 

A blueprint for Taiwan’s financial supervisory reform is proposed.  
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I. Introduction 

The financial meltdown in the United States 
touched off a financial tsunami in the last half of 2008, 
wiping out US$14 trillion in investment and kicking off 
a serious global economic decline.1 The world’s “fi-
nancial tsunami time” started in 2009.2   

Securitization of banking loans (banking credit) 
and financial derivative products encourages financial 
institutions to operate finance leverage, but the finan-
cial globalization also accelerates the circulation of 
toxic assets.  

The Group of 20 drew up plans to cope with the 
financial crisis.3 The United States in June 20094 and 

                                                      
1 See John R. Dearie, remark, Reform and Moderni

zation of U.S. Financial Supervision: A Competit
ive and Prudential Imperative (February 19, 200
9) available on http://www.financialservicesforum.
org/index.php/commentary-and-speeches/63-reform-
and-modernization-of-us-financial-supervision-a-co
mpetitive-and-prudential-imperative.html (last revie
wed November 28, 2009).. 

2 Financial tsunami 

3 See G20, The Global Plan for Recovery and Reform 
(April 2, 2009)(stressing that strengthening financial 
supervision and regulation). 

4 See the US Treasure Department, Treasury Depart-
ment Outlines Reforms toU.S. Financial Supervision 
and Regulation (states that reform of the nation’s fi-
nancial system. With the goal of preventing future 
financial crises, the proposal focuses on three major 
initiatives: Comprehensive federal supervision of 
systemically significant financial organizations, re-
gardless of whether they are affiliated with a bank, 
and increased powers to regulate and resolve those 
organizations. Expanded supervision of financial 
markets, including regulation of over-the-counter de-
rivatives and structural changes to the securitization 
markets that would require issuers and originators to 

the United Kingdom in July 20095 issued white papers 
on financial supervision reform to reduce financial sys-
tematic risk, readjust the financial supervisory frame-
work, strengthen the management of new financial 
products, and protect consumer rights and interests in 
order to create a financial market which is safe, sound, 
and competitive.6  

                                                                                   
retain a material risk of loss in securitized loans.  
Consumer protection from unfair or inappropriate 
financial products, through a newly created Con-
sumer Financial Protection Agency, an independent 
agency that would have authority to set the terms of 
financial products offered to consumers and require 
financial service providers to also offer consumers 
plain vanilla”products.).  

5 See Maximilian J. B. Hall, The Reform of UK Finan-
cial Regulation (October 2009) available on 
http://www.lboro.ac.uk/departments/ec/RePEc/lbo/lb
owps/ReformFRfp.pdf (last review on November 25, 
2009)(mentioned that Since the enactment of the new 
Banking Act in February 2009, with a new 'Special 
Resolution Regime' at its heart, the debate about how 
to reform the UK's financial regulatory and supervi-
sory framework has intensified. A major catalyst for 
this was the publication of Lord Turner's 'Review' in 
March 2009, which was followed by the Govern-
ment's White Paper on financial reform in July. The 
same month the Conservative Party revealed its own 
White Paper on the subject, with both the Bank of 
England and the Financial Services Authority con-
tributing to the debate at frequent intervals. The pur-
pose of this article is to review and analyse these 
documents and viewpoints before coming to a con-
clusion about the most appropriate way forward on 
the domestic financial regulatory front.) 

6 See “New UK Financial Regulator Draws Fire,” The 
Wall Street Journal, May 30, 2001. (indicating that a 
reality so severe that many expressed concern it 
might eventually undermine a financial market’s in-
ternational competitiveness). 
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The reform plans proposed by these two countries 
have since been discussed around the world. But how 
do the plans guard against the systematic crisis effec-
tively? How do they suppress the proliferation of finan-
cial systematic risk effectively? How can they disclose 
the information on financial products fully? While pro-
tecting consumer rights and interests, how can the au-
thorities pay dual attention to the development of the 
money market? These problems will affect the devel-
opment of the financial system in Taiwan and across the 
world in the future. 

It is recommended that financial supervisory au-
thorities should strengthen transparency of the capital 
structure of financial institutions. New global financial 
supervisory standards must be set and transnational 
supervisory cooperation strengthened under such inter-
national organizations as the Basle Committee on 
Banking Supervision. A blueprint for Taiwan’s financial 
supervisory reform is also proposed. 

II. Causes of the Financial Tsunami  

Lax financial supervision is one of the main causes 
of the financial tsunami.7 The U.S. Federal Reserve 
Board failed to exercise adequate financial supervision, 
causing a financial meltdown that triggered the crisis.8 

Along with the increasing complexity of financial 
products9, their sale information cannot be made com-
                                                      
7 See F. William Engdahl, Financial Tsunami: The 

End of the World as we Knew it (October 1, 20
09) available on http://www.321gold.com/editorials
/engdahl/engdahl100108.html  (last reviewed on 
November 15, 2009). 

8 See Gretchen Morgenson, Behind Insurer's Crisis, 
Blind Eye to Web of Risk, The New York 
Times,(September 28, 2008). 

9 See Dhirendra Kumar, Complexity in Financial Pr
oducts (March 31, 2008) available on http://new.
valueresearchonline.com/story/h2_storyView.asp?str
=11112 (last reviewed on November 10, 2009). 

pletely transparent and their market mechanism may 
malfunction.  

The tidal waves have an extremely serious impact.  
The financial supervisory authorities are putting to use 
all known rescue methods. They strengthen loose mon-
etary policy, avoid a credit contraction squeeze, reduce 
interest rates, increase money supply. They also rescue 
large financial institutions or even try to nationalize 
them. They guarantee all bank deposits.. 

Taiwan was not hit severely by the financial tsu-
nami. Its financial system has suffered smaller losses, 
though exports have dwindled. All bank deposits have 
been guaranteed. In October 2008, Premier Liu 
Chao-shiuan announced a comprehensive guarantee of 
all deposit until the end of December 2009. In October 
2009, the guarantee was renewed for another year.  

The authorities must strengthen supervision over 
the property management of financial institutions, 
promote financial transparency, amend the banking law, 
and see to it that financial institutions suffer no capital 
inadequacy. 

At the same time, Taiwan’s financial system 
should provide sufficient capital for enterprises and 
individuals10. Stock trade tax was cut in half and stock 
blow-off trade was prohibited. The Central Bank re-
duced prime rates several times and improved the 
buy-back mechanism. Consumer vouchers worth 
NT$800 billion were issued to stimulate consumer 
spending. Furthermore, Taiwan laid down policies for 
construction of infrastructure, diversification of the 
export trade, promotion of research, and reduction of 
unemployment. 

                                                      
10 See Gertrude Tumpel-Gugerell, Speech, The role

of institutions in the financial system (November
11, 2003) available in http://www.ecb.int/press/key
/date/2003/html/sp031111.en.html  (last reviewed 
on November 11, 2009). 
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At present, non-bank institutions form what is 
known as a shadow banking system.11 They are doing 
banking business12. Banking is anything that involves 
financing “long-term risky and relatively illiquid as-
sets” with “very short-term liabilities..” For example, 
both Bear Stearns and Lehman Brothers Holdings Inc. 
financed large investments in risky securities primarily 
with short-term borrowing. The banking industry in the 
United States is not overseen duly by “the parallel fi-
nancial system. Unsupervised institutions are doing 
shadow banking.13 Shadow banking is “vulnerable to a 
classic type of run, but without the protections such as 
deposit insurance that the banking system has in place 
to reduce such risks. As a result, one thing financial 
reform must do, then, is to bring non-bank banking out 
of the shadows. 

                                                      
11 Shadow banking institutions are typically interme-

diaries between investors and borrowers. For exam-
ple, an institutional investor like a pension fund may 
be willing to lend money, while a corporation may be 
searching for funds to borrow. The shadow banking 
institution will channel funds from the investor(s) to 
the corporation, profiting either from fees or from the 
difference in interest rates between what it pays the 
investor(s) and what it receives from the borrower.  
See Wikipedia Encyclopedia available in 
http://en.wikipedia.org/wiki/Shadow_banking_syste
m (last reviewed November 10, 2009). 

12 See Yalman Onaran and Michael McKee, Damning 
Bloomberg Article Reveals Timothy Geithner  
As Incompetent, Bloomberg News (March 1, 2009) 
(stating that the US Treasury secretary also plans to 
kick-start the securitization market, or the bundling 
of asset-backed securities for resale that inflated the 
credit bubble before it burst in 2008. This shadow 
banking system accounted for 33 percent of the cre-
dit supplied to the U.S. economy in 2007). 

13 See Alistair Barr, Brokers threatened by run on sha-
dow bank system, MarketWatch (June 20, 2009). 

Financial supervisory authorities should have the 
power to regulate any large financial institution which 
it deems “systemically important” and which can create 
havoc if it fails regardless of whether or not that institu-
tion is a traditional bank. Such financial institutions 
would be required to hold relatively large amounts of 
capital to cover possible losses, relatively large 
amounts of cash to cover possible demands from credi-
tors, and so on14.  

Furthermore, the government would have the au-
thority to seize such institutions which appear insolvent.  
Such authority is entrusted to the Federal Deposit In-
surance Corporation to govern traditional banks, but not 
such institutions as Lehman or A.I.G, which were doing 
shadow banking.  

The financial industry has developed a “culture of 
irresponsibility,” in which lenders didn’t hold on to 
their loans, but instead sold them off to be repackaged 
into securities, which in turn were sold to investors who 
didn’t understand what they were buying.15” Under the 
U.S. reform plan, the lender cannot resell loans com-
pletely and must retain 5 percent of them to increase the 
lender’s responsibility. 

Given the huge rewards to financial executives, 5 
percent isn’t enough to deter a risky banking lending.  
The huge compensation for the executives is a key 
cause of the financial crisis. Financial regulators should 
set standards and guidelines to better align executive 
compensation practices of financial firms with 
                                                      
14 See Paul Krugman, Out of Shadow, New York Times, 

Editorials-Op-ed Columnist (June 18, 2009). 

15 See MSNBC News, Obama imposes limits on ex-
ecutive pay (February 4, 2009) available on 
http://www.msnbc.msn.com/id/29003620/ (last re-
viewed November 11, 2009) (reporting that President 
Barack Obama said that “Meanwhile,” “executive 
compensation — unmoored from long-term perfor-
mance or even reality — rewarded recklessness ra-
ther than responsibility). 
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long-term shareholder value which is a description of 
what should not happen, rather than a plan to make it 
happen. Furthermore, a financial supervisory reform 
plan should have substance about reforming the rating 
agencies, whose willingness to give a seal of approval 
to dubious securities played an important role in creat-
ing the financial tsunami. 

III. Global Financial Supervisory Reform 
after 2008 

Characteristics of an ideal supervisory framework 
begin to emerge. First, a financial supervision system 
must ensure systemic stability and institutional safety 
and soundness, as well as protect the interests of depo-
sitors and investors, while at the same time tolerating 
and even promoting the innovative capacity and com-
petitiveness of this essential financial industry. 

Second, financial supervision must be uniform 
enough to monitor in a consistent, "level playing field" 
sort of way an industry that has undergone tremendous 
product, activity, and risk convergence – while at the 
same time preserving sufficient regulatory specializa-
tion and expertise to adequately address the needs, ac-
tivities, and risks of varying classes of financial entities. 

Third, a financial supervision system must be 
much more streamlined and rational to eliminate the 
cost, burden, and confusion of unnecessary regulatory 
overlap and duplication, while at the same time pre-
serving a degree of regulatory competition and avoid 
the very real and significant drawbacks of regulatory 
monopoly16. 

After the financial storm, the new tendency in in-
ternational financial supervision is to strengthen con-
sumer protection, maintain the capital adequacy ratio of 
banking institutions, ensure their fluidity management, 
reduce the fat-cat pay, 17  and guard against money 

                                                      
16 See John R. Dearie, supra note 1. 

17 See Bernhard Warner and Matthew Yeomans, Ob
ama Tackles Fat-Cat Pay, The Big Money (Febru

laundering. 

As for consumer protection, the financial deriva-
tive product is a tool but salesmen must adopt appro-
priate sales methods to sell. Financial credit ranking 
companies should not file a wrong report or a manipu-
lated report. 

Taiwan will follow in the footsteps of financial 
supervisory institutions across the world. It will streng-
then consumer protection, insure transparency in trans-
action, and see to it that consumers are not led to buy 
products they should not buy. Taiwan also can streng-
then financial education. 

Moreover, to avoid financial fluidity risk, Taiwan 
should strengthen monitoring and develop a property 
debt concept.  

Except financial control, “competition” is the core 
value of capitalism. Economists urge better service to 
win in competition. However, some think the financial 
industry should be an exception because banks must 
know when to stop competition. If so, the prescription 
needed to prevent another financial tsunami is to 

                                                                                   
ary 4, 2009) available on http://www.thebigmoney.
com/features/todays-business-press/2009/02/04/oba
ma-tackles-fat-cat-pay (last review November 25, 
2009).  In order to rescue failure banks, Obama 
administration announced a called "bad bank" res
cue plan. "The new rules would be far tougher t
han any restrictions imposed during the Bush ad
ministration, and they could force executives to 
accept deep reductions in their current pay. The 
Plan come amid rising public fury about huge p
ay packages for executives at financial companie
s being propped up by federal tax dollars," A $5
00,000 salary and no bonus beyond ordinary stoc
k dividends that is the limit to executive pay for
 bailed-out companies under a new plan expecte
d to be announced today by President Barack O
bama and Treasury Secretary Timothy Geithner. 
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strengthen financial supervision. Another prescription 
may be to limit competition among banks.  

A special characteristic of the banking industry is 
that the fluidity of debt is high, because depositors may 
withdraw money any time; on the contrary, the fluidity 
of property is very low, because banks cannot take back 
the loan immediately or to sell the collateral property 
immediately. The fluidity is not asymmetrical between 
property and debt within bank is not asymmetrical.  
Therefore, a run may put a bank out of business. 
Moreover, a panic may spread to other banks because 
of the systematic crisis which finally disintegrates a 
country's financial system. 

Competition creates efficiency, but can also dilute 
the profit of the bank. Although competition is benefi-
cial to the lender, competition is actually disadvanta-
geous to bank risk management and may possibly harm 
the testability of the financial market. Because of the 
requirement of a special permission to the operation of 
a bank, the banking industry enjoys an economic bene-
fit, or the so-called “special permission benefit” based 
on the special permission.  

IV. U.S. and U.K. Experiences 

The United Kingdom and the United States pub-
lished white papers on financial supervision and regula-
tion in June and July 2009 respectively. Their plans to 
prevent future financial tsunamis are consistent. But the 
reform has not been carried out with success.   

Only the bankers on Wall Street and in the City of 
London like the reform plan because no limits are 
placed on the scope of financial service. In other words, 
the financial innovation which started in the 1980s to 
open the gate of financial liberalization continues.18  
The only change is that financial derivative products 
will be standardized and a set of settlement mechanisms 

                                                      
18 The called derivative financial commodity (e.g. CDS, 

CDO, CDO square, the CDO cube and so on) is “the 
financial innovation” product, 

established in the future. But the standardization is not 
quite uniform and “the final effect” of the change is not 
estimated.   

Both white papers stress capital adequacy and 
management of the capital flow capability. Banks are 
required to put up more capital and make the flow of 
capital transparent. The Basel accords will be amended.   
Securitization of financial derivative products touched 
off the financial tsunami, which caused the global eco-
nomic crisis.  

The United States has five banking supervisory 
agencies, one securities supervisory agency, and one 
futures supervisory committee. In addition, all 50 states 
have their own banking supervisory agencies. All 
banking supervisory agencies uneasily share the power 
and responsibility.19   

Some academics proposed that the United States 
establish a super agency to centralize the power of fi-
nancial supervision across the nation. President Barack 
Obama’s reform plan proposed to close the OTS, the 
bank supervisory agency on the federal level, and create 
the CEPA, the financial consumer protection agency 
(macro-prudential supervision）.20 

Macro-prudential supervision results after the 
United States has learned lessons from the 2008 finan-
cial tsunami. But such supervision alone can yet guar-
antee the stability of the entire financial system. A 
country wanting to get rid of the financial systematic 
risk must assess and manage the risks in the financing 
industry and the economy.  

                                                      
19 See Paul Krugman, Disaster and Denial, New York 

Times, Editorials-Op-ed Columnist (December 13, 
2009). 

20 See Lucas Papademos, Speech, Strengthening m
acro-prudential supervision in Europe (24 March 
2009). available in http://www.ecb.int/press/key/dat
e/2009/html/sp090324.en.html (last reviewed on N
ovember 11, 2009). 
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The European Union had established the European 
System of Risk Board to take charge of early warning, 
especially against financial storms; the United States 
empowers the Federal Reserve Board to supervise the 
financial system. The United Kingdom is requiring the 
Exchequer and the Bank of England to organize the 
Council of Financial Stability, which will exercise cen-
tralized supervision and lay down policies to stabilize 
the financial market.   

Taiwan has not been affected seriously by the fi-
nancial tsunami but is suffering from the global eco-
nomic slowdown. All Taiwan has to do is to launch a 
reform which should focus on the establishment of a 
comprehensive macro-prudential financial supervisory 
system. 

Perhaps, Taiwan may imitate the European Union.  
It may establish a financial systematic risk committee 
to give early warning. Taiwan can also set up a Finan-
cial Stability Council. The Ministry of Finance, the 
Ministry of Economic Affairs, the Council of Economic 
Planning and Development Economic Construction, 
and the Central Bank may join hands to set up a Finan-
cial Stability Council, which shall monitor domestic 
and international economic and financial activities and 
give early warning. It shall also lay down policies to 
cope with economic crises. 

V. Blueprint to Reform the Financial Su-
pervisory System 

Two issues have emerged in the aftermath of the 
financial tsunami. One is consumer protection and the 
other the financial safety net. As the United States is 
planning to establish an federal financial agency to 
strengthen the protection of consumers, Taiwan should 
follow suit in order to cope with a future financial cri-
sis. 

Taiwan should have a new financial supervisory 
system that ensures the health of financial institutions, 
maintains money market fairness, promotes efficiency, 
and protects the rights of investors and consumers. It 

has to be designed to promote cooperation in financial 
supervision across the Taiwan Strait. 

The Financial Supervisory Commission has to 
strike a balance between deregulation and reregulation 
to find the most appropriate pattern for Taiwan’s finan-
cial market.  

The financial tsunami compelled countries around 
the world to reexamine their financial supervisory sys-
tem to control the risk of the financial market. In this 
respect, Taiwan should amend or revise the banking 
law,” “the financial holding company law,” and “the 
insurance law” and the related acts, statutes and regula-
tions to strengthen financial supervision. On July 23, 
2009, the Financial Supervisory Commission adopted 
the “Rules Governing the Management of Overseas 
Structured Notes.”. The new rules identify two catego-
ries of investors: institutional investors and general 
investors. 

In the past, the complexity of the designation of 
the structured notes made it difficult for general inves-
tors to understand and realize the risk of the structured 
notes.  The new rules require the high risk complex 
financial products to be sold only to institutional inves-
tors. General investors can purchase structured notes of 
lower risk and the lower return. Taiwan can plan to 
introduce a financial ombudsman service (hereinafter 
referred to as FOS) to open a window for consumers to 
settle financial disputes cases and improve consultation 
between them and the financial institutions.21. 

                                                      
21 Financial Ombudsman Service, FOS) which is a 

organization, established by Financial Service Au-
thority ( FSA) (the English Finance Overseeing Head 
office) to provides the consumer facing the financial 
dispute with financial institutes. After receives the 
consumer to appeal, the FOS’s consumer consultant 
can assist the consumer in contacting with the finan-
cial institutes and the appeal case will be handed over 
to the preliminary referee person at the FOS to make 
the decision. If the financial institute refuses to ac-
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Taiwan has quickly reformed credit card manage-
ment. In May 2009, the United States passed the Credit 
Card Holders' Bill of Rights Act,” (CCHBRA) which 
forbids the credit card companies to raise the interest 
rates and increase charges without noticing consumer.22  
The CCHBRA also requires the credit card companies 
to increase the credit card explanative as well as the 
statement transparency and to implement the consumer 
consultation and the debt management service. Nearly 
two years before, Taiwan duly regulated the operation 
of credit card business to protect the rights of the hold-
ers. 

Taiwan and China are mutually dependent in fi-
nancial interaction. Both recognize the importance of 
financial cooperation. On November 10, 2009, Taiwan 
and China signed finance supervisory memorandums of 
understanding. Three Chinese agencies, charged with 
supervising the banking, securities and insurance in-
dustries, inked the MOUs with the Financial Supervi-
sory Commission. 

China has eleven qualified organization investors 
(QDII) with investments totaling US$9 billion. Cur-
rently, China’s QDIIs can make investments on the 
bond or money market in Taiwan, with a 3 percent cap 

                                                                                   
cept, then case enters to the second stage, case will 
be transferred to the ombudsman to makes finally 
decision, as soon as passes through consumer accep-
tance, namely has the legal binding force, the finan-
cial institute namely must fulfill. 

22 On May 20, 2009, the US House Financial Institu-
tions and Consumer Credit Subcommittee Chairwo-
man Carolyn B. Maloney (D-NY) today introduced 
the “Credit Cardholders’ Bill of Rights Act of 2008” 
(H.R. 5244), comprehensive credit card reform leg-
islation aimed at leveling the playing field between 
credit card companies and consumers.  The balanced 
bill abolishes major industry abuses that unfairly hurt 
consumers while fostering fair competition and free 
market values. 

attached.  Now that the MOUs have been signed, the 
cap is raised to 10 percent. The MOUs have promoted 
financial interaction across the Taiwan Strait for mutual 
benefit. 

Taiwan has also required the listed companies to 
make financial reports by following the criterion of the 
International Financial Reporting Standards (IFRS) 
from 2013. In other words, Taiwan decided to enforce 
the IFRS by “the direct use” (adoption) rather 
than ”convergence policy.” The IFRS is the most pop-
ular accountant criterion adopted or to be used in 115 
countries around the world.   

As Taiwan is expected to face keener competition 
from China after the conclusion of an economic coop-
eration framework agreement, a defense mechanism has 
to be set up to mitigate the impact of the inflow of in-
vestment from across the Taiwan Strait.  

A critical component of macro-prudential regula-
tion must be to act as a countervailing force to the nat-
ural decline in measured risks in a boom and the sub-
sequent rise in measured risks in the subsequent col-
lapse.  This countervailing force has to be as much 
rule-based as possible. Supervisors have plenty of dis-
cretion, but their ability to utilize it is limited by the 
general short-sighted desire to prolong a boom and by 
bankers pleading for equality of treatment. In a boom, 
lending, leverage and reliance on short-term liquidity 
become mutually reinforcing and excessive.  Financial 
regulators should increase the existing capital adequacy 
requirements (based on an assessment of inherent risks) 
by two multiples. 

The first is related to above average growth of 
credit expansion and leverage. Regulators should agree 
on the degree of bank asset growth and leverage that is 
consistent with the long-run target for nominal GDP, so 
that the multiple on capital charges rises as the more 
credit expansion exceeds this target. The purpose of 
this capital charge is not to eliminate the economic 
cycle – something which would be unrealistically am-
bitious -- but to ensure that in a boom, when risk meas-
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ures are suggesting banks can safely leverage or lend 
more, banks are putting aside an increasing amount of 
capital which can then be released when the boom ends 
and asset prices fall back.  

VI. Conclusion 

History repeats itself.23 A tendency, commonly 
observed amongst politicians, is to review the structure 
of the financial regulatory system before considering 
the potential instruments to achieve better regulatory 
control. However, simplicity is better. International 
cooperation is necessary. Promoting competition and 
strengthening supervision are equally important.   

For decades, Taiwan’s financial system has re-
mained safe and sound despite the costs, burdens, and 
deficiencies of an outdated supervisory framework. 
Nevertheless, Taiwan can no longer afford such a sig-
nificant competitive drag and threat to safety and 
soundness. 

By preserving the diffusion of regulatory power, 
while achieving significant rationalization and a much 
more efficient, consistent, and comprehensive supervi-
sory framework, Taiwan has to strike a balance between 
the strengths of our current framework and badly 
needed, long-overdue reform. As a result, the safety and 
soundness as well as competitiveness of the financial 
system would be greatly enhanced – and investors and 
depositors would have the protection and piece of mind 
they deserve. 

                                                      
23 In the record, notorious global financial crisis oc-

curred included Tulip mania 1637, South Sea Bubble 
1720, The Panic of 1825, Financial Crisis 1997, In-
ternet Bust 2000, Enron 2002, American loan crisis 
2007, and The Panic of 2008.  
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Abstract 

This paper focuses on the reconstruction of the areas devastated by the disastrous 
floods triggered by Typhoon Morakot in 2009. Damage profiles along with causes are pre-
sented. Strategies for reconstruction are reviewed. 

The draft Regulations for Public Land Restoration and other regional reconstruction 
guidelines are reviewed. Development, maintenance, monitoring and management me-
chanisms are proposed while an attempt is made to seek an equilibrium among land re-
source conservation, economic development, symbiotic ecology and public health and 
safety. 
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I. Foreword 

On August 8, 2009, Typhoon Morakot hit Taiwan leav-
ing in its wake hundreds of people killed and a third of 

the island under flood waters. Within the brief span of 
four days (August 7-10), total precipitation in southern 
Taiwan reached 2,600 millimeters, surpassing the isl-
and’s mean annual rainfall. (Table 1-1) 

 

Table 1-1 Precipitation from Typhoon Morakot 
unit: mm 

County Township 
Annual 
Rainfall 

8/7 8/8 8/9 8/10 8/7~10 Ratio

Chiayi Dapu 2749.3 482.0 1213.5 458.0 2.5 2,156 78% 

Kaohsiung Liugui 3138.1 235.5 1178.0 696.0 351.0 2,461 78% 

Chiayi Alishan 3910/1 420.0 1161.5 1165.5 218.0 2,965 76% 

Pingtung Sandimen 3884.5 744.5 1402.0 393.5 332.0 2,872 74% 

Chiayi Zhuqi 3801.3 557.5 1185.5 876.5 155.5 2,775 73% 

Kaohsiung Jiaxian 2860.8 400.0 1072.0 344.5 203.0 2,020 71% 

Kaohsiung Taoyuan 4086.3 501.0 1283.0 582.5 423.0 2,790 68% 

Chiayi Fanlu 3436.6 708.0 814.5 600.5 79.0 2,202 64% 

Nantou Xinyi 3253.9 170.0 716.5 909.0 133.5 1,929 59% 

Kaohsiung Maolin 3151.5 252.0 743.0 229.5 179.0 1,404 45% 

Pingtung Wutai 2898.2 206.5 580.0 208.0 165.0 1,160 40% 

Kaohsiung Chisan 2364.7 91.0 620.5 127.5 85.0 924 39% 

 
Morakot ravaged six counties including Nantou, 

Chiayi, Tainan, Kaohsiung, Pingtung and Taitung.  
Worst hit were Chiayi’s Mt. Ali (Alishan) and Mt. Mei 

(Meishan), Kaohsiung’s Jiaxian, Liugui, Namaxia and 
Taoyuan and Pingtung’s Wutai, Linbian and Jiadong 
(Fig. 1-1). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Fig. 1-1 Disaster type of damaged areas
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The stupendous deluge inundated low-lying 
townships along the southern coast, triggered 
large-scale landslides, debris flows,  and river course 
changes in the Mid-southern and Eastern mountain 
ranges and caused railway, roadbed and bridge 
wash-offs. Flood waters at the Alishan Activity Center 
at 2,000 meters above sea level were as deep as two 
meters. Over all, the damage incurred falls under  
three categproes: 

A. Upstream: Landslide—submergence, fall, bridge 
rupture and road collapse  

B. Midstream: Debris flow—bridge rupture, road col-

lapse, dike failure and  destruction of buildings. 

C. Downstream: Floods—flooding and scouring. 

This natural calamity differs from earthquakes in 
its incessant torrential rains, instantaneous occurrence, 
challenging rescue-and-search conditions and absence 
of the “critical time frame.” An estimated hundred-plus 
bridges were damaged or washed off and traffic was 
disrupted at over four hundred locations due to 
landslides or roadbed washouts (Figure 1-2 to 1-5). 
Disaster areas with major highways and railroads dam-
aged are shown in Fig. 1-6. 

  
Fig. 1-2 Tai-20 Route (52k+200) Fig. 1-3 Tai-27A Route (7k+300) 

  
Fig. 1-4 Tai-17 Route (Shuanyuan ridge) Fig. 1-5 Pingtung Railway (Linbian Bridge)
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Fig. 1-6 Disaster Areas with Major Highways and Railroads Damaged 

II. Natural Disaster Profile of Taiwan 

Taiwan has a complex twofold geological property 
as both a geosyncline and an island arc and has under-
gone several major tectonic events. Located in the col-
lision zone between the southeastern edge of the Eura-
sian Plate and the Philippine Sea Plate, it was formed as 
a continental island with the subsidence of the Taiwan 
Strait due to island-arc movements. Taiwan, still rela-
tively nascent in geologic terms, continues to undergo 
compression by the eastern oceanic crust and grow in 
height from orogenic events, resulting in frequent and 
significant earthquakes and folding and fault formations 
especially in the eastern region. As a consequence, 
strata in its high mountain regions are extremely vul-
nerable to collapse during seismic activities or heavy 
rainstorms. The Chichi Earthquake on September 21, 
1999, for example, was the result of the collision be-
tween the Chelongpu and Shuangdong faults near the 
Taichung basin (source: Central Geological Survey, 
MOEA).  

 

 

 

 

 

 

 

 

 

The precipitous terrain, fragile geology and rapid 
river flow indigenous to Taiwan coupled with inade-
quate land development makes the island’s hills disas-
ter-prone. Global climate change and the increasingly 
common occurrence of natural calamities (e.g. Taiwan’s 
annual rainfall has now reached 2,500 millimeters, 
compared with the global mean of 973 millimters) have 



Post-Morakot Reconstruction and Land Resources Planning  79 

further aggravated the situation. Hillside disasters can 
be categorized into rock falls (approximately 65%), 
landslides (approximately 17%) and debris flow (ap-
proximately 20%) (source: Kuo Li-hsing, Soil and Wa-
ter Conservation Bureau), each of which is described in 
detail below: 

1. Rock Falls and Landslides  

Taiwan’s subtropical climate exposes it to abun-
dant, intense but uneven rainfall and subsequently to 
soil erosion. The five common modes of slope failure 
including rock falls, landslides, creep, debris flow and 
erosion (Fig. 2-1) can be attributed to the following 
major causes: 

 

 

 

 

 

Fig. 2-1 Photo of a slope failure 

a. Low soil cohesion and geologic weathering 

b. Latent hillside slippage or fracture 

c. Undercutting of the slope by erosion or soil softening 
due to moisture seepage 

d. Soil retention failure or sliding of filled roadbed 

2. Debris Flows 

The morphology of a debris flow can be broken 
down into four sections: the source zone, track, 
accumulation zone and depletion zone. The source zone, 
usually located upstream of a river valley with a 
V-shape profile, is characterized by massive buildup of 
fractured cliff debris and sparse vegetation in the 
vicinity. The track, usually midstream  or downstream 
and U-shaped, is the section featuring intense 
movement and violent force and the riverbed is lined 
with debris from the adjacent cliffs. The accumulation 
zone is usually situated downstream near the river exit 
with increasing buildup of large gravels. Finally, the 
depletion zone is an alluvial fan-shaped flatland with a 
buildup of large boulders at the front lip and on the 
surface (Fig. 2-2). 

 

 

Fig. 2-2 Diagram of Debris Flow Morphology 
 

In addition, frequent seismic events have 
weakened hillside slope stability, resulting in a yearly 
increase in the number of river-valleys with debris flow 
hazards (Fig. 2-3). The 1999 Chichi Earthquake (9/21 
Earthquake) severely damaged Central Taiwan’s 
mountain areas and caused an apparent rise in the 
frequency of debris flow incidents, and reconstructing 

in the same location means the high hazard still remains. 
The 1923 Great Kanto Earthquake in Japan provides a 
good reference: the critical rainfall needed to trigger a 
debris flow in the area was halved immediately 
following the event and did not recover fully until 40 to 
50 years later (Fig. 2-4). 
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Fig. 2-3 Number of River-Valleys with Debris Flow Hazard after Chichi Earthquake 

 

 

Fig. 2-4 Tendency of Slope Failure Following Great Kanto Earthquake (1923) 

 

The characteristics of post-Chichi Earthquake 
debris flows are as follows:  

a. Twenty-four-hour precipitation: An accumulation 
over 50 millimeters can potentially trigger a debris 
flow. 

b. Catchment area: 5 to 200 hectares; a catchment area 
exceeding 3 hectares forms a hazard that must be 
dealt with. 

c. Gradient: 10 to 30 degrees. 

d. Flow density: 1400 kg/m3 to 2300 kg/m3 

3. Torrents 

The scour of a bridge by the river flow over time 
or during a torrential rain incurs gradual or immediate 
damage. The causes are outlined below: 

 
Cause Result 

 Local scour at bridge pier  
 Contraction scour of the river 

channel 
 Long-term riverbed scour  

 Blocked river flow due to al-
luvial buildup 

 Riverbed degradation due to 
sand & stone harvesting 

 Riverbed degradation due to 
long-term scouring  

 Impeded river flow; 
off-balance alluvial flow  

 Steep riverbed gradient; acce-
lerated flow rate 

 River course change; deep 
channel shift 
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III. Profile of Major Road and Railway 
Damage 

1. Case Studies: Road Damage  

a. Damage to Tai-18 Route at the 59k mark can be 
mainly attributed to scouring by surface water runoff, 

absence of drainage and water conveyance system on 
the slope, steep grade with fractured strata and river 
undercutting. The modes of slope failure are toppling 
at hilltop and curvilinear slip on the hillside; the im-
pacted area and extent are shown in Fig. 3-1 to 3-3. 

 

 
Fig. 3-1 Map of Tai-18 Route at 59k 

 Tunnel displaced; tunnel opening 
blocked by debris 

 Retaining wall at east exit damaged
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 Subsidence at the east section; west 
section floor slab suspended in midair 

 Apparent outward displacement and 
subsidence at the east section 

Fig. 3-2 Damage to Longtou Tunnel (Open-Type Tunnel) 

 

 Road buried by debris from the side 
slope 

 Volunteers transport basic supplies via 
a footpath 

 Severe roadbed collapse due to massive 
landslide 

 Roadbed collapse due to massive 
landslide 

Fig. 3-3 Damage to Tai-18 Route 
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b. Damage to Tai-20 Route at 52k (see Fig. 3-4 for map) 
includes four-meter lateral displacement of the re-
taining wall and three meter subsidence of the road 
surface due to curvilinear slip failure triggered by the 

river current undercutting the foothill (Fig. 3-5). 
Similar curvilinear slip failure occurred at 55k due to 
the current undercutting the foothill at the river bend 
and surface stormwater runoff (Fig. 3-6). 

 

 
Fig. 3-4 Map of Tai-20 Route at 52k & 55k 

Fig. 3-5 Damage to Tai-20 Route at 52k Due to Hillside Landslide  to  

1

2

3
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Fig. 3-6 Damage to Tai-20 Route at 55k Due to Hillside Landslide  to  

 

2. Case Studies: Bridge Damage 

a. Tai-20 Route at Jiaxian Bridge was under con-
struction and the downstream Jiaxian Tempo-
rary Bridge was washed out with its piers top-

pled onto the riverbed, resulting in cross-river 
traffic stoppage (Fig. 3-7). 

 

 

Fig. 3-7 Damage to Tai-20 Route at Jiaxian Temporary Bridge (across Chisan River) 

b. Tai-3, Tai-28 and Tai-17 Route are used to illustrate 
bridge damage in the Kaohsiung-Pingtung region 

(Fig. 3-8 to 3-11). 

 

4 5
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Fig. 3-8 Map Showing Bridge Damage in the Kaohsiung-Pingtung Region                

(Source: Homepage, Directorate General of Highways, MOTC) 

 

The bridge deck fractured and the girders 
buckled at Span No.2 

 

Span No.1 is ruptured and rushed ashore 
onto the banana field 

Fig. 3-9 Damage to Tai-3 Route at New Chiwei Bridge (across Chisan River) 
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View of washed-out Chiwei Bridge 
    
All that remains on the Chiwei side: a very 

slanted span 

 

The ruptured superstructure lies ashore
    

Driftwood piled over the deck after the 
flood subsided 

Fig. 3-10 Damage to Tai-28 Route at Chiwei Bridge (across Chisan River) 

  

Kaohsiung side: ruptured P1-P16 bridge 
girders 

 

Kaohsiung side: ruptured P1-P16 bridge gird-
ers 

   

Kaohsiung side: ruptured upstream dike 
    

Pingtung side: ruptured P1-P16 bridge girders 
Fig. 3-11 Damage to Tai-17 Route at Shuanyuan Bridge (across Gaoping River) 
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c. Case Studies: Railway Damage 

The Linbian section of the Pingtung Railway Line 
is used as an example. Both Linbian and Jiadong 
Townships lie below the sea level; the streambed near 

the river mouth is at a higher elevation than adjacent 
farmland, and the estuary is at the same height as the 
sea level. The floods ruptured dikes at several locations 
as well as the Linbian Railway Bridge (Fig. 3-12 to 
3-14). 

 

Fig. 3-12 Linbian River, Pingtung County: before and after Morakot 

 

 
Driftwood atop Linbian River and Lin-

bian Railway Bridge 
 

 

Bridge ruptures at Linbian River 

Fig. 3-13 Damage to Linbian Railway Bridge, Pingtung County 
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The rail roadbed of Linbian’s downtown 

section is buried by mud 

 
Linbian Station platform is buried by mud 

Fig. 3-14 Damage to Linbian Section of the Pingtung Line and Linbian Station 

 

IV. Reconstruction Construction Strategy 
for Roads and Railways 

1. Reconstruction Strategy and Case Studies: 
Roads  

a. Collapsed hillside: Future road planning should avoid 
geologically sensitive areas by bypassing collapsed 
areas with bridges or tunnels. The Longtou Tunnel at 
Tai-18 Route (59k) is used as an example below:  

i. Short-term reconstruction: 

a. Tunnel Section 3 (subsidence) 

 To clear rock debris at the top and on the side. 

 To install rockfall netting on the overhead hill face. 

 To cut off the tunnel roof; add drainage holes on the 
sidewall. 

b. Tunnel Section 2 (suspended tunnel floor slab) 

To bolster the suspended area with pre-packed 
piles and H section steel cross-bracing; fill with grout. 

 

Aug. 18, 2009, Fanlu Township Tai-18 
Route 59k, Longtou tunnel; tunnel open-

ing blocked by debris 

Aug. 18, 2009, Fanlu Township Tai-18 
Route 59k+200 

 

ii. Long-term reconstruction: a. To construct a long-span bridge at Tunnel Section 1 
to bypass the collapsed area. 
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b. A 160+380+160m supported deck steel arch bridge 
may be considered. 

 

 
Fig. 4-1 Case study: reconstruction strategy at collapsed hillside 

 
c. Extensive roadbed collapse: Using Tai-27 Route and Tai-27A Route as examples. 

 

 
Fig. 4-2 Map of Tai-27 Route and Tai-27A Route showing locations of roadbed collapse 

 

iii. Tai-27 Route Section 1 (between Zhongzhuang and 
Zhongxing Township): Restoration to a lower-grade 
road recommended. 

a. To change and straighten out the road route. 

b. To increase the bridge span. 

c. To avoid locating piers at deep channel sections. 

d. To increase the bridge height clearance. 
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iv. Tai-27 Route Section 2 (between Dajin Township 

and Dajin Bridge): Restoration to a lower-grade road 
recommended. 

a. To bore foundation piles for the retaining wall deep 
into the bedrock. 

b. To construct a cutoff wall at the riverside of founda-
tion. 

c. To increase the concrete strength. 

d. To construct spur dikes at planes exposed to the river 
scour. 

 

 
 
v. Tai-27 Route Section 3 (between Zhongxing and Da-

jin Townships): Postponing of restoration recom-
mend 

a. To redirect regional traffic to Tai-27A Route and 
bridge crossings. 

b. Local residents may use industrial roads for access 
via smaller vehicles. 
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vi. Tai-27A Route (7k+300 section): Restoration rec-

ommended. 

a. To avoid the flood-prone area of the Laonung river 
channel. 

b. To widen the old tunnel for use as a diverted route 

 

 

 
2. Reconstruction Strategy and Case Studies: 

Bridges 

a. Bridges damaged by debris flow: Debris flow dam-

age to mountainous bridges is characterized by re-
peated incidents in the same location with an in-
creasing intensity. Reconstruction according to the 
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same design in the same location only recreates the 
hazard. So the foremost strategy in disaster pre-
vention is to determine an adequate route. The 
105k section of Tai-21 Route will be used as an ex-
ample below. The strategy recommended is to detour 

around the collapsed section on the high terrace, 
straddle the debris fan on the Toukeng riverbed and 
then reconnect onto the original Tai-21 Route (Fig. 
4-3). 

 
Fig. 4-3 Recommended Route for the 105k Section of Tai-21 Route 

 

Overall, the reconstruction principles for bridges 
damaged by debris flow include relocation, length 
extension, span increase, height clearance increase, 
designing for debris flow impact, and enhanced an-
ti-impact measures. As for the design and planning 
of bridges straddling high-hazard, debris-flow-prone 
rivers, the following factors must be considered: 
bridge location, orientation, span, length, height, 
form and debris flow loading. 

b. Bridges damaged by torrents: Causes for cur-
rent-induced damage on bridges include: local scour 
at bridge piers, contraction scour of the river channel, 
long-term riverbed scour, etc. (see Section II for de-

tails). Therefore, reconstruction principles for these 
bridges encompass the following: anti-scouring deep 
foundation, bridge length extension, span increase, 
height clearance increase, enhanced anti-impact 
measures, designing for flow pressure and debris 
flow impact, etc. The design and planning of these 
bridges must take the following factors into consid-
eration: bridge location, orientation, span, length, 
height, form, foundation depth, flow pressure and 
scouring conditions. Tai-17 Route at Shuangyuan 
Bridge is used below to illustrate these principles. 
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i. Solution 1: To demolish the original bridge and build 
a new permanent bridge in the original location. 

ii. Solution 2: T build a new permanent bridge on the 
upstream or downstream side of the original bridge 
and use it as a temporary construction bridge.  

3. Reconstruction Strategy and Case Studies: Low-lying 
Railways (Using Linbian Railway Bridge as an ex-
ample) 

The elevation of the existing Linbian Railway Bridge 
is too low. To prevent current-induced damage and 
traffic interruption, all 4.8 km of the Linbian section 
(including Linbian Station) will be replaced with 
overhead tracks and the Linbian Railway Bridge will 
be raised by 6 meters. A feasibility study commenced 
in 2002 and the detail design in August 2007; the 
project is divided into three separate bids and is cur-
rently under construction. But construction was still 

ongoing at the time of the floods and therefore dam-
age was incurred. 
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Fig. 4-4 Location and Status of Construction of Overhead Linbian Section 

The following strategies are proposed in response to 
the August 8 Floods of 2009: 

a. To reconstruct the two toppled bridge piers and raise 
the elevation of other steel girders to increase 
cross-sectional flow clearance (Fig. 4-5). 

b. To reschedule completion one year ahead. To demo-
lish the existing bridge as soon as possible to prevent 
further typhoon damage and close the floodgate to 
eliminate blockage or openings (Fig. 4-6). 

 

 
Fig. 4-5 Diagram showing raised steel 

girders 
Fig. 4-6 Photo of the existing status of 

Linbian Railway Bridge 
 
 

V. Fulfillment of Land Planning Vision 

Following the 1999 Chichi Earthquake, consensus 
on post-disaster land rehabilitation was gradually 
formed. The Public Land Restoration Strategy and Ac-
tion Plan (draft, Jan. 19, 2005) promulgated by the 
Council for Economic Planning and Development pro-
vided a prototype for balanced land rehabilitation and 
regional development. The Regulations Governing  

Public Land Restoration was promulgated on May 25, 
2005. The Public Land Restoration Strategy and Action 
Plan was approved on Jan. 23, 2006. 

The August 8 Floods of 2009 provided opportuni-
ties for assessing the measures taken by the government 
to implement the strategy and action plan. There was 
little time for thorough implementation of the plan to 
let the land recuperate, and the unprecedented floods 
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caused catastrophic consequences. Shortly after the 
Special Statute for Reconstruction for Post-Typhoon 
Morakot Disaster was promulgated on Aug. 28, 2009, 
the Ministry of the Interior announced the National 
Land Planning Act (draft). 

The National Land Planning Act (draft) reads in 
part:  

The following problems have resulted from the 
current practice of control over  land use in Tai-
wan through the mechanisms of regional plans, 
urban plans and non-urban land use plans: (1) 
The maritime nature of Taiwan has not been un-
derscored as the seaboard and territorial waters 
are not incorporated; (2) a comprehensive plan, 
and with it a macroscopic vision, is missing for 
nationwide land use (counties/cities included); (3) 
failure to consolidate land rehabilitation and safe-
ty plans has caused environmental destruction; (4) 
there is a lack of integration and effectiveness in 
the manageent of national water, land and forest 
resources; (5) the failure to ensure an intact envi-
ronment for agricultural production has affected 
management of the agricultural industry; (6) cities 

and towns have not developed in an orderly fa-
shion and public facility planning is not supported 
by supplementary measures; (7) guidance is lack-
ing in the planning and approval of non-urban 
land development; (8) international competitive-
ness is compromised due to the absence of a coor-
dination mechanism between major urban infra-
structure projects; (9) planning enhancement is 
desperately needed in regions with slow develop-
ment pace or special concerns; (10) without the 
guidance of a national land plan, individual agen-
cies are prone to make inefficient investments. 

With regard to sustainable development, the Na-
tional Council for Sustainable Development completed 
Taiwan Agenda 21: Vision and Strategies for National 
Sustainable Development to serve as a basis for imple-
menting relevant national policies in November 2004.  
(See Fig. 5-1 for conceptual framework.) Experts and 
scholars were consulted and public forums held to help 
draft an amendment to the Sustainable Development 
Action Plan. Three bills were prepared in 2009. They 
were the Seashore Rehabilitation and Conservation 
Plan, National Land Safety and Rehabilitation Plan and 
Sustainable Development Policy Guidelines. 
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Fig. 5-1 Taiwan Agenda 21: A Conceptual Framework for National Sustainable        

Development 

Source: National Council for Sustainable Development 

In order to fulfill the national land planning vi-
sion and prevent disasters before they happen, the 
following actions have to be taken at once: 

1. Reorganization of Administrative Agencies  

At present, management of bridges and rivers is 
controlled by different government agencies. The man-
agement of the same river, for instance, is often con-
ducted by several agencies. The upper and lower stream 
section of the Gaoping River I taken care of by the 
Construction and Planning Agency of the Ministry of 
the Interior (national parks) and the Water Resources 
Agency of the Ministry of Economic affairs (river 
management offices) and irrigation associations (irriga-
tion), while hillside land and hillside conservation are 

separately managed by the Forestry Bureau and the Soil 
and Water Conservation Bureau of the Council of 
Agriculture. The bridges and roads are managed by the 
Directorate General of Highways under the Ministry of 
Transportation and Communications and local county 
and municipal governments. If the river crosses differ-
ent counties and cities, the management becomes even 
more intricate and complicated. 

To help relieve the dilemma of  two banks of one 
river being simultaneously administered by several au-
thorities, an independent governing body should be 
created to exercise overall coordination of all public 
works construction in mountains, all roads and bridges, 
along the rivers and in the seas for the effective imple-
mentation of the national land plan and post-disaster 
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reconstruction.  

The long-term execution of the national land plan 
requires sustainable fiscal planning. Different levels of 
agencies must each raise sufficient funding to fulfill 
local and regional needs. In addition, the following 
measures will also facilitate the implementation and 
administration of the national land plan: proper alloca-
tion and utilization of resources under control of the 
central and local governments, pooling of resources 
from the private sector and academic communities, and 
systemization of relevant technical resources (e.g. ur-
ban planning, survey, monitoring, information ex-
change formats, etc). 

2. Establishment of a Disaster Prevention Sys-
tem 

Strategically, enhancement is required in the fol-
lowing areas: early warning of typhoons, floods and 
draughts, disaster mitigation measures against 
landslides and debris flows, and disaster response pro-
tocols for major earthquakes. 

Technically, disaster impact may be minimized by 
ensuring proper software and hardware are in place at 
target locations along with long-term monitoring and 
warning mechanisms. In addition, emergency commu-
nication technologies already in use will help further 
limit the devastation and ensure timely rescue and relief; 
they include wired and wireless networks, satellite 
networks, telemetry, etc. 

Moreover, the public need disaster response train-
ing. Unfamiliarity with professional terms used in dis-
aster information dissemination (e.g. “potential debris 
flow hazard area”) impedes timely evacuation and re-
sponse during natural disasters and often results in loss 
of lives and properties. To get to the root of this prob-
lem, disaster prevention concepts must be promoted 
and regular training and drills must be provided. 

VI. Conclusion and Vision 

1. Post-Disaster Reconstruction 

a. The reconstruction policies and the extent of severely 
impacted areas must be determined as soon as possi-
ble. The most urgent matters include policy decisions 
on whether to relocate, abandon or reconstruct the 
villages, on reconstruction of the plains and the 
mountainous areas, on the livelihood of residents, 
and on local geologic conditions, hydrology and in-
dustries. 

b. Affirmation of the design standards or conceptual 
guidelines for public works in the severely impacted 
areas (e.g. use of large-span bridges, avoiding sensi-
tive areas, etc.) must also follow shortly. 

c. Major technical service providers may be retained for 
the preliminary regional reconstruction planning to 
optimize efficiency in technical coordination. 

d. The enlistment of major construction firms may be 
considered for the design and execution of regional 
reconstruction. The bidding process may be elimi-
nated in accordance with Article 105 of the Procure-
ment Act to save time, and a design-build contract 
may be considered to simplify the construction in-
terface. 

e. Consultancies or construction firms engaged may be 
bound by existing project contracts and may thus 
have conflicting needs for human and material re-
sources in tackling the urgent reconstruction work at 
hand. It is therefore recommended that owners of all 
such projects be granted the authority to extend their 
construction schedule in order to facilitate the recon-
struction process. 

2. Implementation of National Land Planning 

a. Carbon reduction and energy conservation are by far 
the best way to maintain the existing ecological 
rhythm and equilibrium. 

b. The horizontal communication among and resource 
coordination by administrative agencies and a ba-
lanced approach to environmental loading and eco-
nomic development must be implemented under the 
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premise of sustainable national land planning in or-
der to ensure a viable future for Taiwan. 

c. Disaster prevention has become a priority due to 
global warming. To minimize the loss of lives and 
properties, communication and monitoring technolo-
gies must be enhanced and education and training 
promoted. 
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A Feasibility Study on Promotion of 12-Year          

Compulsory Education 

 LEE, Chien-sing 

 
Abstract 

Whether there is a need for the promotion of a 12-year compulsory education project 
has undoubtedly become a matter of pressing concern in Taiwan’s educational development 
in 2009. While more than 80 percent of those polled are for the proposed action, activist 
groups have even resorted to public demonstrations calling on the government to enforce 
compulsory education for a dozen years. 

This paper is a feasibility study on the promotion of the 12-year compulsory education 
project. Beginning with an introduction to the basic concept and policy goal of this new 
practice, the author brings forward eight important objectives, with a view to manifesting 
the great significance of the plan. Furthermore, a set of processes and strategies is sug-
gested to ensure implementation of the scheme. They are: (1) correction of the project name 
and revision of relevant laws; (2) division of school districts; (3) enrollment reforms; (4) 
programs on quality enhancement for both senior high and vocational high schools; (5) 
sound budget allocation; and (6) improvement of the quality of the curricula and teachers. 

The government is also expected to establish experimental school districts, implement 
pilot plans, form a task force, and launch a public information campaign to help reach a na-
tional consensus on compulsory education for 12 years. 
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I. Foreword 

Taiwan’s compulsory education was extended to 
nine years in 1968. That was an effort aimed at im-
proving its national competitiveness and ending the 
practice of cramming in elementary schools. Forty 
years later, however, the secondary education of the 
country is still harassed by cramming for tests for ad-
mission to institutes of higher education. The public 
demands an extension of compulsory education for 12 
years to end the practice of cramming. According to a 
survey conducted by the Ministry of Education, at least 
80 percent of the people in Taiwan strongly favor the 
extension. 

On July 12, 2009, the National Alliance of Par-
ent-Teacher Associations organized a rally to make the 
extension an issue of national concern. 

Statistics released in May 2008 by the UNESCO 
indicate that 46 nations provide compulsory education 
for 10 years or over. Germany, the Netherlands, and 
Belgium implement a 13-year system. Compulsory 
education lasts 12 years in the United States, New 
Zealand, and the United Kingdom. It lasts 10 to 11 
years in such other countries as Japan, Singapore, Can-
ada, France, Spain, and Australia.   

Taiwan has to redouble efforts to catch up with the 
developed countries in compulsory education.    

II. Basic Concept  

1. Terminology 

What is a 12-year compulsory education? It means 
every child in has to go to elementary school at the age 
of 6 and continues to receive secondary education, 
which ends at the senior high school level or finishes 
three years of coursework at a five-year junior college. 
Compulsory education lasts 12 years. 

The Ministry of Education once called it “national 
basic education.” It was so defined in Article 11 of the 
Basic Education Law. It also stipulates that compulsory 
education may be lengthened depending on social de-

velopments and that its enforcement shall be set forth 
by separate legislation. It is available for all nationals, 
free, and without discrimination. The 12-year system, 
currently enforced, is not compulsory. It is designed to 
be universal (with the enrollment rate gradually in-
creasing to 100 percent), with tuitions lowered, and 
flexible in enrollment (under a multi-route program 
waiving entrance examinations). 

The Ministry of Education has started drawing up 
plans to revise the existing Senior High School Law 
and the Vocational School Law and combine them into 
a Senior High School Law to pave the way for the legal 
enforcement of an extended 12-year system which is 
compulsory. 

2. Policy Objectives: 

According to the Ministry of Education, there are 
four policy objectives: 

 To raise the quality of the citizens so as to improve 
national competitiveness; 

 To provide education for the citizens with equal op-
portunities; 

 To narrow the gap in education between the urban 
areas and the countryside; and 

 To ease the pressure from seeking further education 
so as to guide students on development in accordance 
with their aptitude. 

The following policy objectives are suggested:  

 To normalize junior high school education: 

Junior high school students are taught to the test so 
that they may get better chances to enter better senior 
high schools. As a result, they are grouped in separate 
classes where they are drilled in preparation for en-
trance examinations for better senior high schools.  
This mistake has to be corrected. 

 To reduce pressure on students to go to senior high 
school: 
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Since senior high and vocational high schools as 
well as five-year junior colleges (to attend the first 
three-year courses) can admit all  junior high school 
graduates and more, the 12-year system can help ease 
the pressure on students desiring to continue receiving 
secondary education for six years altogether by ab-
olishing entrance examinations.  

 To give junior high school students their rights of 
choice: 

Junior high school students should be enabled to 
consider going on to receive higher education or find-
ing employment while they are still seventh graders.  
They can take into consideration their interest, capabil-
ity and aptitude to make a choice. They shall be given 
guidance by the school authorities. 

 To provide better opportunities for education: 

Every junior high graduate will be provided with 
better opportunities to attend senior high schools of 
their choice.  

 To subsidize tuitions: 

The government is obliged to grant a subsidy to 
the underprivileged senior and vocational high school 
students to help pay their tuitions and fees.  

 To narrow the gap in education between the urban 
areas and the countryside: 

More senior and vocational high schools shall be 
established in remote rural communities to narrow the 
gap in education between the urban areas and the coun-
tryside.. 

 To incorporation senior high schools into communi-
ties: 

All senior and vocational high schools should be 
made community schools enrolling students from the 
neighborhood. Students are willing to enter such 
schools.  

 To raise national competitiveness: 

When the time for schooling is extended to 12 
years, the quality of the citizens will be enhanced.  
Taiwan’s national competitiveness will be raised. 

III. Compulsory Education for 12 Years 

There are still many problems that remain unre-
solved to launch compulsory education for 12 years.  
It is hoped that the government and the private sector 
can work together to settle the following main issues: 

 Rectification of Names and Revision of Relevant   
Laws: 

When checking the statements made by the Minis-
try of Education, one finds discrepancies in names for 
the project – “national basic education,” “education for 
nationals,” and “basic education.” In reality, the three 
different names mean the same thing. The correct name 
should be “compulsory education for 12 years.” It is 
actually an extension of the existing system of com-
pulsory education for nine years. Besides, relevant laws 
governing senior high and vocational schools have to 
be revised to pave the way for the successful imple-
mentation of the new 12-year system of compulsory 
education. 

 Demarcation of School Districts: 

The most controversial issue over the 12-year 
project is probably the demarcation of school districts.  
In accordance with Article 4 of the National Education 
Act, school districts are demarcated on the basis of 
population, traffic, community, cultural environment, 
local government jurisdiction, and school distribution.  
City and county governments exercise jurisdiction over 
the matter.  

A majority opinion is for demarcation of 15 school 
districts, which are in line with the present 15 areas 
where entrance examinations for senior and vocational 
high schools are held. There will be difficulty to incor-
porate the district of Taipei, New North City and the 
City of Keelung. Workable measures are to be to in-
corporate a new school district of the special munici-
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pality and the county of Kaohsiung. As for the smaller 
districts in Hualien, Taitung, Chiayi, Nantou, Pingtung, 
Yilan, and the three counties of Hsinchu and Miaoli, the 
government may encourage students to live in dormi-
tory or offer commuting services. 

 Enrollment Schemes: 

How to get into senior and vocational high schools 
is a major concern to both students and their parents.  
A majority opinion is against the admission to senior 
high schools on the basis of grades the students score in 
three years of junior high schooling.  

This author is in favor of a scheme, proposed by 
the Ministry of Education, under which no entrance 
examinations will be held. Instead, students will be 
admitted by “multi-route selection” and “selection in 
line with local conditions.” The scheme is also featured 
by “registration for attendance in a specific district,” 
“recommendation by junior high schools,” and “appli-
cation by students for admission.”  

 Quality of Senior and Vocational High Schools: 

The Ministry of Education has proposed three 
programs to improve the quality of senior and voca-
tional high schools by attracting junior high school 
graduates to enroll in those high schools in their nearby 
communities. Altogether NT$16.3 billion will be allo-
cated in three years to help the physically and mentally 
challenged students receive compulsory education for 
12 years.  

 Budget Allocation: 

According to an estimate by the Ministry of Edu-
cation, at least NT$40 billion is needed in the next three 
years to enforce compulsory education for 12 years.   

 Curricula and Teachers: 

The curricula and teaching have to be improved to 
make the new compulsory education a success. More 
and better teachers have to be trained and they have to 
develop second and third specialties in teaching.  

On-the-job training and internship must be made avail-
able to senior vocational high school students. Efforts 
have to be made to enlist the cooperation of related 
industries.  

IV. Recommendations 

It is recommended:  

 That the 12-year compulsory education project be 
officially launched on August 1, 2012 (at the start of 
the 2012 academic year) with the time from August 1, 
2010 to July 31, 2011, as a period for public infor-
mation on the concept and a pilot project be imple-
mented for one year in each of the four counties of 
Nantou, Penghu, Kinmen and Lienchiang ademic at 
the beginning of the 2011 academic year (August 1, 
2011);  

 That the Executive Yuan and the Ministry of Educa-
tion establish a policy coordination scheme and or-
ganize a task force, respectively, to plan for, coordi-
nate, and evaluate the implementation of compulsory 
education for 12 years;   

 That the Ministry of Education study and evaluate 
the implementation of 12 pilot programs which fea-
tures the abolition of entrance examinations and 
amend relevant laws; 

 That the Ministry of Education, together with its of-
fice in central Taiwan and the education bureaus of 
all cities and counties, create a task force to draw up 
plans for demarcation of school districts and methods 
of student enrollment; and 

 That the Ministry of Education hold public hearings 
and conduct seminars for all parties concerned to 
gain a full understanding of the need for compulsory 
education for 12 years. 

V. Conclusion 

Taiwan started to implement compulsory educa-
tion for nine years in 1968. It laid the foundation for 
raising Taiwan’s national competitiveness.   
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As Taiwan is moving toward a much more open 
society and its citizens are becoming much more con-
cerned about the quality of their society, it is high time 
to enforce compulsory education for 12 years to usher 
in a new era of prosperity. 
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Taiwan’s Social Policy in Response to the Financial Tsunami 

CHAN, Hou-sheng  

 

Abstract 

The financial crisis of 2008 has caused many social problems in Taiwan. They include 
less job opportunities, shrinking income, and the widening gap between the high and low 
income groups. In order to solve these problems, the government has launched both 
short-term and long-term social security projects. Among them are “poverty relief,” “crea-
tion of job opportunities” and “national pension schemes.” 

In particular, the national pension schemes have directly and indirectly functioned as a 
social stabilizer in time of crisis. The singular challenge of the schemes is in finance man-
agement. The government will have to guarantee pension funds being managed efficiently 
to prevent a financial tsunami in the next two to three decades. 
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I. Economic Impacts of the Financial Tsu-
nami  

The impacts of the financial tsunami of 2008 are 
widespread and penetrating in almost every society. It 
has economic and social impacts on Taiwan. 

The economic impacts include: 

1. Shrinking Foreign Trade 

Taiwan’s foreign trade has shrunk in the aftermath 
of the financial tsunami. As shown in Chart 1, foreign 
trade hit the bottom between the end of 2008 and the 
beginning of 2009. Though foreign trade has been 
gradually recovering, the recovery is not strong enough. 
Total recovery is not expected soon. 

 
Chart 1： Impact to Exports and Import (June.2008~Sept.2009) 

 

2. Drop in Per Capita GNP  
The weak foreign trade has caused a drop in gross 

national product (GNP) since mid-2008. (See Table 1.)  
The GNP record between 2007 and 2008 is not as good 
as in the previous two years. However, after the finan-
cial tsunami, Taiwan suffered even more seriously than 

developed countries, such as Japan, Canada, and Aus-
tralia. On the other hand, other emerging economies, 
including China, India, and Indonesia, have been little 
hit by the financial crisis and have remained in good 
shape in terms of GNP growth. (See Chart 2.) 
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Table 1：GNP Per Capita/Economic Growth Rate in Taiwan, 1998~June.2009  

                                                          Unit: US dollar 

 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 

Chart 2：Change in Gross Domestic Product, Oct.2007~Oct.2009 
 

3. Low Economic Growth  

Taiwan’s economic growth hit an all-time 
low in 20 years in the aftermath of the financial 
crisis. The growth rates in the first and second 
quarters of 2008 are 4% and 6%. In the third 

quarter, however, it started to drop. It was a his-
torical low -9.06% in the first quarter of 2009. 
(See Table 2 and Chart 3.) 

 

Year Economic Growth 
Rate (%) 

Average  
GNP 

GNP  
per capita 

1998 4.55 12,773 11,552 
1999 5.75 13,737 12,324 
2000 5.77 14,721 13,090 
2001 -2.17 13,348 11,692 
2002 4.64 13,604 11,914 
2003 3.50 14,012 12,242 
2004 6.15 15,156 13,252 
2005 4.16 16,113 14,075 
2006 4.80 16,532 14,455 
2007 5.70 17,299 15,122 
2008 
  Q1 
  Q2 
  Q3 
  Q4 

0.06 
6.25 
4.56 
-1.05 
-8.61 

17,542 
4,705 
4,372 
4,444 
4,021 

15,153 
4,137 
3,766 
3,824 
3,426 

2009 (f) 
    Q1(r) 
    Q2(p) 

-4.04 
-10.13 
-7.54 

16,280 
4,061 
3,871 

13,974 
3,510 
3,314 
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Table 2：Economic Growth Rates in Asian Countries (Regions), 1998~2009  
                                                                     Unit: % 

 Countries 
Year Taiwan South Korea Singapore Hong Kong Japan Mainland 

China 
1998 3.47 -6.9 -1.4 -6.0 -2.0 7.8 
1999 5.97 9.5 7.2 2.6 -0.1 7.6 
2000 5.80 8.5 10.1 8.0 2.9 8.4 
2001 -1.65 4.0 -2.4 0.5 0.2 8.3 
2002 5.26 7.2 4.2 1.8 0.3 9.1 
2003 3.67 2.8 3.8 3.0 1.4 10.0 
2004 6.19 4.6 9.2 8.5 2.7 10.1 
2005 4.70 4.0 7.6 7.1 1.9 10.4 
2006 5.44 5.2 8.7 7.0 2.0 11.6 
2007 5.98 5.1 8.2 6.4 2.4 13.0 
2008 
  Q1 
  Q2 
  Q3 
  Q4 

0.73 
6.88 
5.38 
-0.80 
-7.11 

2.2 
5.5 
4.3 
3.1 
-3.4 

1.4 
7.3 
2.8 
0.1 
-4.2 

2.4 
7.3 
4.1 
1.5 
-2.6 

-1.2 
1.3 
-0.3 
-1.4 
-4.1 

9.6 
10.6 
10.1 
9.0 
6.8 

2009(p) 
  Q1 
  Q2 

-1.87 
-9.06 
-6.85 

+0.2 
-4.2 
-2.2 

-2.0 
-9.4 
-3.1 

-2.5 
-7.8 
-3.6 

-5.0 
-8.8 
-5.7 

+8.7 
+6.2 
+7.9 

    Q3(r) 
    Q4(p) 

-0.98 
+9.22 

+0.9 
+6.0 

+0.6 
+4.0 

-2.4 
… 

-5.2 
-0.4 

+9.1 
+10.7 

 

 
 

 
Chart 3：Economic Growth Rates in Taiwan, 1998~2009 

Taiwan’s economy grew only 0.73% in 2008, 
slightly better than -1.2% in Japan. China posted the 
world’s fastest growth of 9.6% in the same year. In 
2009, the Taiwan economy shrunk by 0.87%, while 
China posted an 8.7% growth. 

4. Unemployment  

Unemployment in Taiwan started to rise at the be-
ginning of the twenty-first century. High labor costs 
forced many small and medium-sized industries to re-
locate operations out of Taiwan to China and South 
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East Asia. Table 3 shows the rise of unemployment in 
Taiwan. The financial crisis had a wider impact on the 
availability of employment opportunities in Taiwan. 

The middle-aged and old workers in particular suffered 
the most. 

 
Table 3：Unemployment in Taiwan, 1998~July.2009 

                                             Unit：%；thousand 
Year Unemployment Rate Unemployment Population 
1998 2.69 257 
1999 2.92 282 
2000 2.99 293 
2001 4.57 449 
2002 5.17 515 
2003 4.99 503 
2004 4.44 454 
2005 4.13 428 
2006 3.91 411 
2007 3.91 419 
2008 
  M8 
  M9 

   M10 
   M11 
   M12 

4.14 
4.14 
4.27 
4.37 
4.64 
5.03 

450 
452 
464 
476 
507 
549 

2009 (1~7) 
  M1 
  M2 
  M3 
  M4 
  M5 
  M6 
  M7 

5.78 
5.31 
5.75 
5.81 
5.76 
5.82 
5.94 
6.07 

629 
578 
624 
630 
625 
633 
647 
663 

 
 
 
 
 
 
 
 
 

Chart 4：Unemployment Rate 1998~July.2009 
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II. Social Impacts  

The financial crisis has the following social im-
pacts on Taiwan. They include: 

1. Decrease in Disposable Income of Low In-
come Families  

The average household income in Taiwan in-
creased from NT$873,175 to NT$913,687 from 1998 to 
2008. But the disposable income for the lowest 25% of 
the households decreased from NT$310,865 to 
NT$303,517. 

 
 

Table 4：Household Income and Consumption 1998~2008 

Total household year Total av-
erage 

Every 20% of disposable income household 
1(lowest) 2 3 4 5(highest)

Total household 
(household) 

1998 
2007 
2008 

6,273,056
7,414,281
7,544,629

1,254,611
1,482,856
1,508,926

1,254,611
1,482,856
1,508,926

1,254,611
1,482,856
1,508,926

1,254,611 
1,482,856 
1,508,926 

1,254,611
1,482,856
1,508,925

Per household person 
(person) 

1998 
2007 
2008 

3.77 
3.38 
3.35 

2.13 
1.93 
1.88 

3.47 
2.94 
2.91 

4.12 
3.65 
3.62 

4.38 
4.07 
4.06 

4.77 
4.32 
4.29 

Disposable income 
  (N.T. dollar) 

1998 
2007 
2008 

873,175 
923,874 
913,687 

310,865 
312,145 
303,517 

560,766
571,128
564,893

765,375
799,418
796,225

1,014,770 
1,069,885 
1,068,804 

1,714,097
1,866,791
1,834,994

Consumption ex-
penditure 

  (N.T. dollar) 

1998 
2007 
2008 

646,343 
716,094 
705,413 

288,889 
313,309 
309,419 

496,500
530,417
522,744

632,744
699,698
687,699

763,930 
868,505 
849,967 

1,049,654
1,168,540
1,157,234

Saving 
  (N.T. dollar) 

1998 
2007 
2008 

226,831 
207,780 
208,274 

21,976 
-1,164 
-5,902 

64,267 
40,711 
42,149 

132,630
99,720 

108,526

250,840 
201,380 
218,837 

664,443 
698,251 
677,760 

Saving rate 
(%) 

1998 
2007 
2008 

25.98 
22.49 
22.79 

7.07 
- 
- 

11.46 
7.13 
7.46 

17.33 
12.47 
13.63 

24.72 
18.82 
20.47 

38.76 
37.40 
36.94 

 

 

2. More Low Income Families  

The number of low income families has increased 
over the past decade. They accounted for 2.2% in 2008 
and 2.9% in 2009. 
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Table 5：Low Income Families in Taiwan, 1998~June.2009 

 
Year 

Household number Population 
Total As % of total 

household (%) 
Total As % of total popula-

tion (%) 
1999 58,310 0.89 136,691 0.62 
2000 66,467 0.99 156,134 0.70 
2001 67,191 0.99 162,699 0.73 
2002 70,417 1.02 171,200 0.76 
2003 76,406 1.08 187,875 0.83 
2004 82,783 1.15 204,216 0.90 
2005 84,823 1.16 211,292 0.93 
2006 89,900 1.22 218,166 0.95 
2007 90,682 1.21 220,990 0.96 
2008 
  Q1 
  Q2 
  Q3 
  Q4 

93,032 
83,709 
87,664 
90,525 
93,032 

1.22 
1.11 
1.16 
1.19 
1.22 

223,697 
199,841 
209,945 
217,400 
223,697 

0.97 
0.87 
0.91 
0.94 
0.97 

2009 
  Q1 
  Q2 

99,359 
93,059 
99,359 

1.29 
1.21 
1.29 

241,237 
223,934 
241,237 

1.05 
0.97 
1.05 

 

 

At the same time, working families have also suf-
fered income losses. A survey conducted by the Social 
Policy Research Center of Taiwan University shows 
that the average monthly income decreased by 14% 
from NT$43,290 in 2008 to NT$37,130 in 2009. 

3. Disparity between High and Low Income 
Families  

The income disparity between the top 20% and the 

lowest 20% of the households is widening. As shown in 
Table 6, in 1998, the income of the top fifth was about 
five times that of the lowest fifth in 1998. The disparity 
increased to six times as much in 2008. If the govern-
ment transfer payment is taken off, the result was even 
worse with the top 20% earning 7.73 times higher in 
that year. The growing disparity shows that the lowest 
income families have been increasing because of the 
financial tsunami. 
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Table 6：Household Income Disparity in Five Countries 

 
year 

Taiwan Japan South Korea Singapore United State 

top 20% / 
low 20% Gini 

Proporta-
tion 

before 
transfer 
payment 

top 20% 
/low 20% Gini top 20% / 

low 20% Gini top 20% / 
low 20% Gini top 20% 

/low 20% Gini

1991 4.97 0.308 5.31 4.71 - … 0.29 … … … … 
1992 5.24 0.312 5.56 4.64 - … 0.28 … … … … 
1993 5.43 0.315 5.76 4.63 - … 0.28 … … 9.10 0.40
1994 5.38 0.318 5.79 4.62 - … 0.28 … … 8.61 0.36
1995 5.34 0.317 5.93 4.72 - … 0.28 13.8 0.45 8.48 0.36
1996 5.38 0.317 6.19 4.76 - … 0.29 … … 8.75 0.37
1997 5.41 0.320 6.25 4.78 - … 0.28 13.6 0.44 9.50 0.38
1998 5.51 0.324 6.49 4.62 - 5.45 0.32 14.6 0.45 9.70 0.38
1999 5.50 0.325 6.47 4.85 - 5.52 0.32 17.9 0.47 9.89 0.41
2000 5.55 0.326 6.57 4.74 - 5.28 0.32 20.9 0.49 10.15 0.41
2001 6.39 0.350 7.67 4.68 - 5.39 0.32 19.5 0.49 10.44 0.41
2002 6.16 0.345 7.47 6.36 - 5.16 0.31 25.4 0.51 10.20 0.41
2003 6.07 0.343 7.32 6.11 - 5.18 0.31 28.1 0.51 9.83 0.39
2004 6.03 0.338 7.41 6.04 - 5.22 0.31 29.6 0.52 9.59 0.40
2005 6.04 0.340 7.45 5.97 - 5.43 0.31 31.9 0.52 10.70 0.42
2006 6.01 0.339 7.45 6.24 - 5.38 0.31 - - 11.14 0.42
2007 5.98 0.340 7.52 6.39 - 5.44 0.31 - - - - 
2008 6.05 0.341 7.73         
 

Table 7：Effect of Government Transfer on Household Income Distribution 
Unit：proportion 

 
year 

Proportion before 
transfer payment 

(A) 

Effect of income redistribution Effective proportion
(A)+(B) From government 

transfer payment 
To government trans-

fer payment 
Total 
(B) 

1991 5.31 -0.24 -0.10 -0.34 4.97 
1992 5.56 -0.23 -0.09 -0.32 5.24 
1993 5.76 -0.26 -0.08 -0.34 5.43 
1994 5.79 -0.30 -0.11 -0.41 5.38 
1995 5.93 -0.50 -0.09 -0.59 5.34 
1996 6.19 -0.69 -0.12 -0.81 5.38 
1997 6.25 -0.72 -0.12 -0.84 5.41 
1998 6.49 -0.84 -0.14 -0.98 5.51 
1999 6.47 -0.82 -0.15 -0.97 5.50 
2000 6.57 -0.88 -0.14 -1.02 5.55 
2001 7.67 -1.13 -0.15 -1.28 6.39 
2002 7.47 -1.18 -0.13 -1.31 6.16 
2003 7.32 -1.12 -0.13 -1.25 6.07 
2004 7.41 -1.24 -0.15 -1.39 6.03 
2005 7.45 -1.26 -0.15 -1.41 6.04 
2006 7.45 -1.30 -0.15 -1.45 6.01 
2007 7.52 -1.40 -0.14 -1.54 5.98 
2008 7.73 -1.53 -0.16 -1.69 6.05 
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Ⅲ. Policy Response  

 Taiwan set up a task force at the end of 2008 to 
cope with the financial tsunami. The Executive Yuan 
launched a four-year recovery policy to reduce the 
laid-off population, create employment opportunities, 
stimulate domestic market demand, and take care of the 
socially and economically disadvantaged people. 

To implement the policy in fours until 2012, the 
government has launched short-term and long-term 

projects. They include: poverty relief, creation of job 
opportunities, and national pension schemes. 

1. Poverty Relief 

This short-term project is highlighted by four 
schemes to enable poor or low income families to in-
crease their earnings. The four schemes aim at raising 
allowances, introducing new relief, providing income 
supplement, and issuing consumers’vouchers. 

 

Table 8：Poverty Relief Welfare Policy 2008/2009 

schemes year targeted population execution 
1.Increasing family al-

lowance to low income 
family 

2008/7～ low income family and low 
income school children 

family allowance increased 
by 29.2% 

2.New relief programs for 
the poor family 

2008/8～ low income family, free school 
lunch at primary school, sub-
sidy of low income family 
national health insurance con-
tribution 

39 thousand population re-
ceived relief programs 

3.Income supplementation 
to working poor 

2008/10～ 
2009/12 

cash benefit to working poor 
whose income between sub-
sistence level 

830 thousand working poor 
household 

4.Consumers＇vouchers 2009/1 total population total cash of 83,500 million 
NT dollars 

 

2. Creation of Employment Opportunities   

Four programs were launched to create more job 
opportunities. They include: 

a. Two-Year Employment Promotion Program 

Most of the employment opportunities provided 
under this program are public service jobs to be made 
available to middle-aged and old workers, women, in-
digenous peoples, disabled university graduates without 
work experiences, and otherwise disadvantaged groups. 
This program is designed to provide a total of 48,000 
jobs in 2008 and 73,000 in 2009. 

b. Three-Year Employment Promotion Program 

Around 53,000 job opportunities will be provided 

in 2008 and 58,000 in 2009. It also provides 240,000 
training opportunities between 2008 and 2009. 

c. Employment for College Graduates from 2009 to 
2010 

This program is designed to help those graduated 
from colleges and universities from 2009 to 2010. It 
assists them in finding employment as interns, instruc-
tors, and research assistants. This program also pro-
vides re-training and continuous education opportuni-
ties for university and college graduates. 

d. Training Program for Underemployed Workers 

With the agreement between employers and em-
ployees to reduce working hours, business enterprises 
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may utilize reduced working hours to conduct em-
ployee training programs. The government will subsid-
ize the full cost of training, up to a maximum of 
NT$950,000 per small and medium-sized industries 

(SME) and NT$1.9 million per large enterprise. The 
government will also provide training allowances of 
NT$100 per hour for each trainee, up to a maximum of 
NT$10,000 per month per trainee. 

 

Table 9：Employment Promotion Policy in Taiwan 

Schemes year targeted population execution 
1.Short-term job offering 
schemes 2008-2009 

2008/11～ 
2009/10 

unemployed population, 
mid-to-old aged unemployed 
workers, and unemployed 
university and college gra-
duates 

providing 73 thousand job 
opportunities 

2.Promoting job opportu-
nity programe 2009-2012

2009～ 
2012 

employed and unemployed 
population, unemployed uni-
versity and college graduates 

creating 235 thousand job 
opportunities from 2009-2012

3.Excellence of manpow-
er program( to accelerate 
job opportunity) 

2009～ 
2012 

unemployed university and 
college graduates 

creating 69 thousand direct 
job opportunities, and 42 
thousand indirect job oppor-
tunities 

 

3. Income Security  
Income security is provided by the National 

Pension Scheme and the Labor Pension Scheme. All the 

people over 65 years of age are beneficiaries. Under the 
schemes benefits, government subsidy and income re-
placement are provided. 

 

Table 10：Pension Schemes in Taiwan 2008/2009 

Policy 1. National Pension Scheme 2. Labour Pension Scheme 

Law National Pension Act Labour Insurance Act 

Year of execution Oct 1, 2008 Jan 1, 2009 
Target Population 4.3 million population aged 25 

to 65 uncovered by any Insur-
ance schemes 

8.817 million working population aged 15 to 
60 who are employed or self-employed 

Eligibility Aged 65 and over Aged 60 with 15 years of employment 
Items of Benefits old-age pension, disability 

pension, widow pension, funer-
al allowance 

old-age pension, disability pension, widow 
pension 

Government Subsidy 40% to 100% according to in-
come and level of disability 

10% to 40% according to employee with 
employer or self-employed 

Rate of Income Re-
placement 

1.3% 1.55% 
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Ⅳ. Concluding Remarks 

The government has taken many measures to solve 
problems of unemployment and poverty in the after-
math of the financial crisis of 2008. They are difficult 
problems to solve. All crash programs to solve the 
problems now under way have to be reviewed from 
time to time to ensure that they can meet the changing 
domestic needs. 

Typhoon Morakot devastated Taiwan in 2009.  
The government had to raise huge funds for reconstruc-
tion, increasing its already very heavy financial burden.  
Nevertheless, Taiwan has established the national 
pension scheme and the labor pension scheme, which 
function as a social stabilizer in time of crisis. The ma-
jor challenge of the two social pension schemes is in 
finance management. The government will have to 
guarantee both pension funds being efficiently managed 
to better cope with another financial tsunami in the next 
two to three decades.   
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A Review of Party Politics of Taiwan in 2009 

 
CHEN, Chao-cheng 

 

Abstract 

This article aims to analyze the party politics of Taiwan in 2009 and its prospect in 
2010. Unlike in 2008, the party politics underwent no obvious changes in 2009. The ruling 
Kuomintang is still much larger than the opposition Democratic Progressive Party, while 
the people’s satisfaction with the government remains low. President Ma Ying-jeou 
launched a new reform after he had doubled as Kuomintang chairman. The ongoing reform 
is changing the bipartisan relationship, government-party relations, intraparty politics and 
intergovernmental relations. Party politics may see great changes in 2010 as President Ma 
continues to enforce his reform. 
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Introduction 

There were no obvious changes in party politics in 
Taiwan in 2009. One thing that has not changed is: the 
ruling Kuomintang is still much more powerful than the 
opposition Democratic Progressive Party and the 
people’s satisfaction with the government is low. How-
ever, a new reform President Ma Ying-jeou launched 
after he had doubled as chairman of the Kuomintang is 
changing the party-government relationship, and his 
party’s intraparty politics. The ongoing reform is ex-
pected to change the political development in Taiwan. 

1. Relationship between the Ruling and Oppo-
sition Parties 

The ruling Kuomintang is still much more power-
ful than the Democratic Progressive Party in opposition.  
Although nine Kuomintang legislators had resigned, the 
governing party still controls a two-thirds majority in 
the 113-seat Legislative Yuan. The opposition holds 
only 28 seats.1 

According to polls released by Global Views 
Monthly, the approval ratings for President Ma 
Ying-jeou went up after November 2008. During the 
first half of 2009, the approval ratings continued to rise 
to 40.7 percent in June, although the disapproval was 
higher at 46.1 percent. Ma’s approval ratings peaked at 
47 percent in May and June 2009 and went down to 41 
percent after he had announced candidacy for Kuomin-
tang.2 

The Kuomintang’s popularity continued to de-

                                                      
1 After two legislative by-elections on January 9 and 

February 27, the DPP now holds 33 seats. 

2 Polls conducted by TVBS on 10th of June shows 43% 
of the people did not approve of President Ma 
doubling as Kuomintang chairman. Around 60% 
(58%) of the people believe President Ma had broken 
his promise not to seek the leadership of the ruling 
party.  

crease. President Ma’s popularity went down by 5.2 
percent (40.7%→35.5%) and his disapproval ratings 
rose by 6.2 percent  (46.1%→52.3%) in July 2009.  

Typhoon Morakot hit Taiwan on August 8, 2009, 
touching off the island’s worst flood disaster in history.  
The public was dissatisfied with the government’s res-
cue and relief operations.3 President Ma’s approval 
ratings plunged. According to TVBS polls conducted 
on August 17 and 18, his disapproval ratings were as 
high as 65 percent, a 28 percent rise (37%→65%), 
against the approval ratings of a mere 16 percent, his 
all-time low with a 25 percent fall (41%→16%).  Polls 
conducted by Global Views Monthly on August 16 
through 18 showed only 22.9 percent of the respon-
dents were satisfied with President Ma’s performance, 
while a 64.8 percent majority thought otherwise. Com-
pared with July, the satisfactory level went down by 
12.6 percent, while the unsatisfactory level rose by 12.5 
percent. President Ma’s approval ratings hit an all-time 
low. A 36.9 percent minority of the respondents had 
confidence in President Ma, while a 47.2 percent plu-
rality expressed no confidence in him. It is his lowest 
record of popularity, while people having no confidence 
in their president outnumbered for the first time those 
who had confidence in him.   

Premier Liu Chao-shiuan resigned to take respon-
sibility in September. He was replaced by Wu Den-yih. 
According to polls conducted by Global Views Monthly 
on September 14 through 16, the change of Cabinets 
boosted President Ma’s popularity by 5.3 percent  
(22.9%→28.2%). The unsatisfactory went down by  
5.2 percent  (64.8%→59.6%). 

                                                      
3 TVBS polls show 47% of the people are dissatisfied 

with President Ma’s relief performance (22% shows 
strongly dissatisfied and 25% dissatisfied) and only 
26% were satisfied. Moreover, Global Views 
Monthly polls show that 78.2% of the people think 
the government lacks the ability to cope with the 
emergency.  
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In October, the issue over American beef imports 
further dented President Ma’s popularity. According to 
polls released by the China Times on October 27, a 72 
percent majority of the respondents could not accept the 
importation compelled on Taiwan by the United States.  
A 68 percent majority were opposed to the acquies-
cence on the part of the Kuomintang administration. 
President Ma’s popularity decreased to 33 percent, 
down by 14 percent.  

According to Global Views Monthly polls, only 
29.5 percent of the interviewees expressed satisfaction 
with the handling of the beef import issue, with a 58.6 
percent majority voicing dissatisfaction. President Ma’s 
poor performance in the aftermath of Typhoon Morakot  

 

 

 

was reported abroad. The New York Times reported on 
August 13 with a headline reading “Taiwan President Is 
Target of Anger After Typhoon.” 

The public was dissatisfied with the performance 
of the Legislative Yuan where the Kuomintang controls 
a two-thirds majority. According to the latest polls 
conducted by Global Views Monthly (November 15-17, 
2009), a 25.9 percent minority of the respondents were 
satisfied with the performance of Kuomintang lawmak-
ers, with a 57.2 percent majority expressing dissatisfac-
tion. Figure 1 shows the satisfaction with and public 
confidence in President Ma. Public satisfaction with the 
performance of Kuomintang lawmakers is shown in 
Figure 2. 

 

 

 

 

Figure 1. Satisfaction with and Confidence in President Ma Ying-jeou 
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Figure 2. Satisfaction with Performance of Kuomintang Lawmakers 
 
 
 

Morality is a factor influencing public satisfaction 
with the performance of political parties. During the 
last few years, President Chen Shui-bian’s involvement 
in corruption and graft caused the approval ratings of 
the Democratic Progressive Party and its administration 
to plunge in the last few years of his second term. The 
DPP lost a series of important elections as a result.  

According to polls conducted by Global Views 
Monthly from September 14 through 16, 2009, a 47.5 
percent plurality of the respondents believed the oppo-
sition party’s response to President Chen’s conviction 
of corruption at the first trial was not satisfactory 
enough to affirm its determination to uphold probity 
and reform. That plurality was down by 12 percent 
from July 2006, however. Moreover, believers in a 
clean and reformed opposition party increased by 2 

percent. In other words, people have higher expecta-
tions for a changed opposition party. On the contrary, 
the Kuomintang saw four lawmakers lose seats because 
of their rigged election to the Legislative Yuan in 2008.  
Moreover, its central standing committee election was 
controversial. President Ma, who doubles as Kuomin-
tang chairman, admitted that his party is not a perfect 
one at the 115th anniversary of its founding in 2009. 

It is only natural that voters think better of the op-
position party. That may be the reason why confidence 
in the DPP rose to 39.3 percent in 2009, up by 5.4 per-
cent from 2008. Public confidence in the opposition 
party is shown in Figure 3. Figure 4 shows a party 
identification tracking analysis in Taiwan. 
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Figure 3. Public Confidence in the Democratic Progressive Party 

 

 
Figure 4. Party Identification Tracking Analysis 

2. Government-Party Relationship  

 President Ma Ying-jeou needs to narrow two 
gaps in governance. One is between the administration 
and the public expectation of its performance and the 
other between the administration and the legislature 
where the Kuomintang controls a two-thirds majority.  

Ma made Dr. Liu Chao-shiuan his first premier.  
Liu formed a “Cabinet of Ph.D’s.” All Cabinet mem-
bers were technocrats. They have expertise in their own 
professional fields and are good at analysis, but as Ar-
nold Meltsner points out, they “lack political skills.” 
Insisting on professionalism is correct and useful but if 
the public is not listening and decisions are not adjusted 
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for the sake of “being professional,” people’s feelings 
are neglected and complaints arise even though the de-
cisions made are based on professional aspects. Liu had 
to cope with the global financial crisis, but when people 
complained about his failure to get Taiwan out of its 
economic woes, President Ma insisted on keeping the 
Liu Cabinet.  

After the flood disaster of 2009, complaints 
poured in and the public started calling for a Cabinet 
reshuffle. One TVBS poll showed 60 percent of the 
respondents wanted Liu’s resignation in the aftermath 
of the disaster, a rise of 10 percent from November 
2008.   

Liu announced right after the disaster there would 
be a minor Cabinet reshuffle but resigned on September 
7. He was replaced by Wu Den-yih, who is not a tech-
nocrat. He has retained most members of the Liu Cabi-
net, but his approach is totally different. The new Cab-
inet is trying what it can to narrow the gap between 
government policies and what the people want and need, 
as is reflected in public opinion.  

For instance, Wu advocated what he calls the 
“popular economy” immediately after he had formed 
his Cabinet. It is a populist “street economy” that pro-
motes businesses catering to the people in their every-
day lives.  While caring about the economic indicators 

and statistics, the premier insists, government agencies 
must pay more attention to what their policy decisions 
may affect the day-to-day life of the people. He as-
signed his Research, Development and Evaluation 
Commission to find out the 10 biggest complaints of 
the people in hopes of living up to the public expecta-
tions of his administration.  

Public opinion surveys show Wu is doing better 
than his predecessor. Era News reported immediately 
after Wu’s appointment 38 percent of the voters be-
lieved he was good for the job, while only 20 percent 
did not think so. TVBS also conducted a poll on the 
same day and the result showed a 40 percent plurality 
thought Wu would be the right choice to form the Cab-
inet. His popularity and that of his Cabinet has since 
continued to climb up. According to a poll released by 
TVBS one month later on October 7, a 48 percent plu-
rality of the respondents were satisfied with Wu’s per-
formance, while a 55 percent majority had confidence 
in his Cabinet. Global Views Monthly reported Wu’s 
confidence index was 49.2 percent in September and 
increased to 51.4 percent in October. (See Figure 5.)  
In November, 34.4 percent of the voters were satisfied 
with Wu’s performance, with a 43.5 percent plurality 
expressing dissatisfaction. The satisfactory level for all 
Cabinet departments showed the same trend. (See Fig-
ure 6.)   

 

 

Figure 5. Confidence Index for the President, Premier and Governing Party 
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Figure 6. Public Satisfaction with the Premier and His Cabinet 

The gap has existed between the administration 
and the legislature perhaps because political appoint-
ments did not meet the expectations of Kuomintang 
legislators or because Cabinet ministers neglect the 
importance of communication with the lawmakers. 
President Ma did not get all his nominees for the Con-
trol Yuan confirmed by the Legislative Yuan. The Ku-
omintang reorganized its leadership in November 2008 
in an attempt to improve relations between its lawmak-
ers and the administration. No improvement was 
achieved. 

Ma announced candidacy for Kuomintang chair-
man in June 2009 in hopes of narrowing the gap be-
tween the administration and the lawmakers of his rul-
ing party. He was elected on July 26 and inaugurated as 
Kuomintang chairman on October 17.  

According to polls conducted a day after Ma’s 
announcement of candidacy, 43 percent of the eligible 
voters did not approve of his doubling as Kuomintang 
chairman, against a 31 percent minority expressing ap-
proval. After he became the party chairman concurrent-
ly, he is solely responsible for improving relations be-
tween the administration and the Kuomin-
tang-dominated Legislative Yuan.  

3. Intraparty Politics of the Kuomintang  

The Kuomintang’s intraparty politics is under-

going a change after President Ma doubled as its 
chairman. Global Views Monthly conducted a poll from 
October 14 through 16 to find out 51.7 percent of the 
voters did not believe Ma could clean the image of the 
Kuomintang, while a 49.1 percent plurality thought he 
was unable to carry out a democratic reform of his par-
ty.   

Before Ma officially took over the party leadership, 
the party had begun to weigh the reputation, education-
al backgrounds and experiences of public office con-
tenders before nominating them for elections. For in-
stance, the party nominated Chang Ken-hui, an asso-
ciate professor at Yunlin Technology University, for a 
legislative by-election in Yunlin in place of Chang 
Hui-yuan, a former lawmaker and the father of Chang 
Sho-wen who was disqualified as lawmaker on convic-
tion of vote-buying. The voter support for the Kuomin-
tang was split and Liu Chien-kuo of the Democratic 
Progressive Party won the by-election. When Chang 
Li-shan, nominated for magistrate of Yunlin, was forced 
to withdraw from the election on September 28, the 
Kuomintang fielded Dr. Wu Wei-chih, an associate 
professor at Yunlin Technology University. The party 
had to drop Fu Kun-chi as candidate for magistrate of 
Hualien for he had been convicted of insider trading. Tu 
Li-hua, a Hualien county councilor, was nominated 
instead. She was beaten by Fu, who bolted the Kuo-
mintang to run as an independent.   
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After doubling as Kuomintang chairman, President 
Ma continued the party reform in earnest. The party 
discipline is being strengthened. Two members of the 
Central Standing Committee were disqualified for buy-
ing votes to get elected. The committee had to resign en 
masse and another election was held.   

One feature of the party reform is the changing of 
the guard. The young have to replace the old in the 
party and government hierarchy. Chu Li-luan, 
48-year-old magistrate of Taoyuan, was appointed vice 
premier to accentuate the changing of the guard. Chu 
served as a lawmaker before his election to the magi-
stracy of the north Taiwan county. He was reelected in a 
landslide after the very successful first term. A poll re-
leased by New Era after his appointment showed a 53 
percent majority of the respondents believed Chu 
would be a successful vice premier. Moreover, TVBS 
reported in October a 63 percent majority of the voters 
were confident that Chu would do a good job as vice 
premier.  

4. Intergovernmental Relationship 

In the run-up to the presidential election of 2008, 
Ma Ying-jeou proposed a new demarcation of adminis-
trative districts. He wanted to create three metropolises 
and 15 counties. The re-demarcation of administrative 
districts is one of his top policy objectives as president.  
The three metropolises will be formed in northern, cen-
tral and southern Taiwan. The special municipality of 
Taipei will be merged with the county of Taipei and the 
city of Keelung to form the metropolis in north Taiwan.  
The city and county of Taichung will be merged to 
create the metropolis in central Taiwan, while the spe-
cial municipality of Kaohsiung will annex the county of 
the same name to emerge the metropolis in the southern 
part of the island. Three more mergers will form alto-
gether 15 counties on Taiwan. 

The proposed demarcation was opposed by the 
county of Taipei, Taiwan’s most populous county. Its 
magistrate, Chou Hsi-wei, threatened to resign, if his 
county were not upgraded to the status of special muni-

cipality ahead of the merger of the city and county of 
Taichung. 

To solve the dispute over the re-demarcation, the 
Legislative Yuan passed a new Local Government Act, 
under which city and county governments can apply for 
status upgrading with the Ministry of the Interior, 
which will take a decision after a review. Applications 
were filed and the ministry decided on the new demar-
cation of five special municipalities. The special muni-
cipality of Taipei remains, but the county of Taipei will 
be upgraded as New North City. The city and county of 
Taichung will be merged to make the special munici-
pality of Greater Taichung. Another special municipali-
ty will be created by the merger of the city and county 
of Tainan, while the special municipality of Kaohsiung 
will annex the county of the same name. After the crea-
tion of the five special municipalities, those counties 
and cities to be merged will not elect township chiefs 
and councilors. Many of the incumbent have rebelled.  
One result of the new demarcation is that no election of 
the magistrate of Taipei took place in 2009.  

Moreover, the new demarcation makes it neces-
sary for voters to go to the polls to elect the mayors of 
the five special municipalities at the end of 2010. The 
Kuomintang’s intraparty politics is expected to undergo 
a new change as the year-end mayoralty elections are 
drawing near.  

5. Conclusion  

The balance of power between the Kuomintang 
and the opposition Democratic Progressive Party did 
not tip in 2009, what impact the new developments in 
party politics will have in the next few year must be 
examined.   

One development is voter apathy. Turnout at each 
election was low. Moreover, it was very low for the 
ruling Kuomintang. It may be due to the poor track 
record of the Kuomintang administration or its poor 
party image, but the ruling party has been duly alarmed. 

The new demarcation of administrative districts 
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affects the vested interests of local factions of the Ku-
omintang. The discontent among them may split the 
voter support for the party in the mayoralty elections in 
five special municipalities at the end of 2010.   

The outcome of the county/city elections in 2009 
does not reveal how the balance of power between the 
two major political parties will tip in the future. The 
reason is that the turnout was too low to indicate the 
trend. The key to winning is probably the candidate and 
not the party.   

The high approval ratings for Premier Wu Den-yih 
may not help President Ma and the Kuomintang raise 
their popularity among the voters. If Wu’s popularity 
remains high, the Kuomintang is likely to speed up the 
changing of the guard with priority given to those who 
have experiences as county or city chief executives.  

The balance of power between the ruling and op-
position parties may tip if the former fails to improve 
its governing track record and the latter makes few pol-
icy errors. Sway voters may yet to switch their support 
for the Democratic Progressive Party. 

President Ma changed relations between the gov-
ernment and the ruling Kuomintang by initiating the 
party reform in earnest in 2009. Also changed are the 
Kuomintang’s intraparty politics and the intergovern-
mental relationship. How these changes may affect 
Taiwan’s political landscape remains to be seen.  
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Abstract 

Taiwan will have five special municipalities at the beginning of 2011. Aide from the 
existing special municipality of Taipei, New North City will be created by upgrading the 
existing county of Taipei. The county of Kaohsiung will be annexed by the existing special 
municipality of Kaohsiung. The city and county of Taichung will be merged as the special 
municipality of Greater Taichung. Another new special municipality will be created for 
Tainan by the merger the existing city and county of Tainan. The five special municipalities 
have a combined population of 13.7 million, around 60 percent of the total populace. 

This study evaluates the demarcation of 25 local administrative districts prior to the 
emergence of the five special municipalities. It tries to detect the trend of future develop-
ment in the demarcation of administrative districts. 
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I. Preface 

 There will emerge five special municipalities in 
Taiwan at the start of 2011. Aside from the existing 
special municipality of Taipei, New North City will be 
created by upgrading the existing county of Taipei, 
while the special municipality of Kaohsiung will be 
expanded by annexing the county of Kaohsiung. Two 
new special municipalities will be created by the mer-
ger of the cities and counties of Taichung and Tainan.  
They will be known as the special municipalities of 
Greater Taichung and Tainan. The five special munici-
palities will have a combined population 13.7 million 
people, around 60 percent of the total populace. 

Currently in the Republic of China, there are alto-
gether 25 administrative districts. Two of them are the 
special municipalities of Taipei and Kaohsiung. There 
are five cities (Keelung, Hsinchu, Taichung, Chiayi, 
Tainan) and 17 counties, including the offshore island 
counties of Penghu, Kinmen, and Lienchiang.  

This study evaluates the demarcation of the 25 
administrative districts and attempts to detect the trend 
of future development in the demarcation of adminis-
trative districts in Taiwan. 

II. Predicaments of 25 Administrative Dis-
tricts 

There were 21 administrative districts in the prov-
ince of Taiwan prior to 1950. They included the five 
cities of Taipei, Keelung, Taichung, Tainan and Kaoh-
siung and the 16 counties of Taipei, Yilan, Taoyuan, 
Hsinchu, Miaoli, Taichung, Changhua, Nantou, Yunlin, 
Chiayi, Tainan, Kaohsiung, Pingtung, Taitung, Hualian, 
and Penghu.  

In 1967, the city of Taipei annexed the townships 
of Jingmei, Muzha, Neihu, Nangang, Shihlin and Bei-
tou to form the special municipality of Taipei. The city 
of Kaohsiung City was reformed as the second special 
municipality in 1979. In 1982, two new cities of Hsin-
chu and Chiayi were created. At present, Taiwan has 
altogether 25 administrative districts. They confront 

with the following disadvantages: 

1. Narrow Administrative Districts  

 Taiwan is 36,000 square kilometers in area. Yet it 
is demarcated into 25 administrative districts where 
exist as many first-degree local self-governing bodies 
and 319 second-degree local self-governing bodies. The 
explosion of local self-governing bodies has made it 
difficult for the central government to enforce major 
public works construction projects to improve Taiwan’s 
economic infrastructure. The difficulty lies in the fact 
that these local self-governing bodies often have “veto 
power” over the infrastructure construction. Time is 
wasted for consultation and negotiation.  

2. Improper Demarcation 

  Many administrative districts have been demar-
cated without due consideration. The special munici-
pality of Taipei is surrounded by the county of Taipei.  
The city of Taichung is besieged by the county of Tai-
chung. The city of Chiayi is an island within the county 
of Chiayi. As a matter of fact, these cities were created 
by separating the core zones or most prosperous dis-
tricts from the much larger counties bearing the same 
names. It is unfair for the counties and handicaps the 
management of both the counties and the cities.  For 
instance, citizens of Xizhi City in Taipei County have to 
go across over the whole special municipality of Taipei 
in order to get to their country government to get offi-
cial business done.   

3. Lack of Strategic Thinking in Demarcation   

In an era of global competition, every country has 
to promote its economic development through strategic 
planning for the utilization of land space. The western 
coast of Taiwan, which generates the driving force for 
economic development, is inadequately demarcated 
into too many administrative districts. Each local 
self-governing body has its own way of developing the 
local economy. Coordination is not centralized and 
there is no complete blueprint for economy develop-
ment. No industries can form a stable, competitive 
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network to cope with the ongoing economic globaliza-
tion. There should be a centralized authority above lo-
cal self-governing bodies that carries out strategic plan-
ning for the use of land space.  

4. Ecological Conservation 

There are eight national parks in Taiwan, but much 
more effort is needed for ecological conservation. The 
disastrous earthquake of 1999 and the devastating flood 
disaster of 2009 testified to the lack of conservation. A 
special self-governing body has to be organized to see 
to it that land is not overly developed to harm the natu-
ral environment of Taiwan. 

5. Autonomous Districts for Indigenous Peoples  

There are 14 indigenous tribes with a combined 
population of half a million in Taiwan. If they all live 
together in an area, they outnumber the population of 
the county of Yilan or the city of Hsinchu. Autonomous 
districts have to be demarcated for indigenous peoples. 

III. Recommendation  

It is recommended:  

1. That the 22 administrative districts demarcated now 
be further reduced 18 by merging the city of Keelung 
with New North City, the city and county of Hsinchu 
and the city and county of Chiayi.  

2. That the central government call a regional economic 
development conference after the administrative dis-
tricts are reduced to 18 to map out a comprehensive 
long-range development program for the benefit of 
all 28 administrative districts. 

3. That autonomous districts be demarcated for indi-
genous peoples to help preserve their traditional cul-
tures. 

4. That a special conservation area be demarcated for 
the protection of Taiwan’s natural environment and a 
self-governing body organized under direct control 
of the Executive Yuan to see to it that no land devel-

opment is done within the area. 
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CHU, Hsin-min, HSIEH, Yu-cheng 

 
Abstract 

It took almost a decade to have what are commonly referred to as sunshine laws put 
into force in Taiwan to help fight government corruption. To the disappointment of all the 
people, however, corruption has gone on unabated over the past ten years. As a matter of 
fact, it worsened while the Democratic Progressive Party was in power for eight years until  
2008. This article reexamines the effectiveness of the anticorruption legislation and points 
out new aspects of the war on corruption.  
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Corruption has been a scourge in Taiwan over the 
past two decades in Taiwan. The Democratic Progres-
sive Party (DPP) declared war on corruption and 
wrested power from the ''corruption-ridden'' Kuomin-
tang in 2000.The DPP administration of President Chen 
Shui-bian was found even more corrupt in the follow-
ing eight years. It lost power in 2008. Ma Ying-jeou, 
the new president, is known for incorruptible probity. 
After he stepped down in May, President Chen was 
investigated for corruption, indicted, and put on trial. 
Scandals have continued to come to light after the 
Kuomintang takeover of government. A number of 
generals have been indicted and tired for corruption in 
the past year. Ma's house-cleaning move has not pro-
ceeded smoothly.  

A series of anticorruption acts, known popularly as 
sunshine laws, has been adopted. Among them are the 
Lobbying Act, Political Donation Act, Proper-
ty-Declaration Act, and Refrainment Act. Obviously, 
these laws could not end government corruption. Better 
laws are needed. 

The Lobbying Act requires transparency in all po-
litical lobbying activities. But it is all too easy to avoid 
monitoring. As a matter of fact, there is no monitoring 
mechanism. Powerful lobbyists can lobby public func-
tionaries and parliamentarians as well as city and coun-
try councilmen with impunity. None of those involved 
in the lobbying have the incentive to report against one 
another. The act may not lead to a significant decrease 
in exchanges of interests over policies; however, politi-
cians might easily use it as an excuse to block appeals 
from disadvantaged groups. Punitively heavy docu-
mentation is required of lobbyists. That places a very 
heavy burden on civic groups that may want to lobby. 
They are discouraged from lobbying as a result. The act 
is not considered effective in fighting corruptive lob-
bying. (Hsieh Yu-cheng, 2008).  

The Property-Declaration Act requires all top pub-

lic functionaries to disclose all their assets. As of Octo-
ber 1, 2008, altogether 5,100 high public office holders 
had been required to make the disclosure. But this dis-
closure law causes honest public servants significant 
inconvenience and entails wasteful work in the 
processing of the filings (Lee Chih-chiang, 2007). On 
the other hand, risk in corruption is increased and cor-
ruption is made more difficult. (Liu Hsien-ping, 2005). 
However, if someone bribes a politician with jewelry, 
cash, or valuable antiques, the latter is unlikely to be 
prosecuted under the disclosure act. Consequently,  
prosecutors should have a more active role to play in 
the fight against corruption.   

Under the Political Donation Act, no contributions 
can be accepted when there is no election campaign. 
Corrupt politicians, who care nothing about the rule of 
law, receive cash contributions under the table even 
when they are not running for election. They also ig-
nore the ceiling of the donations they may receive. On 
the contrary, lawful politicians receive very much li-
mited contributions only when they are campaigning. 
They also dutifully file reports on contributions re-
ceived and bear the risk of filing mistakes, for which 
they may be punished. Amendments have to be made to 
the act to improve away this unfairness. (Chu Hsin-min, 
etal, 2009). 

Mainly low-ranking public functionaries have 
been punished for violation of the Refrainment Act. For 
instance, an elementary school principal was punished 
for hiring a relative as a janitor. If a Cabinet minister 
did a similar hiring, he could not be held responsible. 
Furthermore, the Anti-Corruption Statute is still in ef-
fect. Offenders are liable to criminal prosecution. In 
fact, the refrainment act is redundant in purpose and not 
complementary to the statute. Moreover, the least pu-
nishment provided for in the act is NT$1 million. The 
punishment is too harsh on low-ranking public functio-
naries. (Chu Hsin-min, etal, 2009).  

There is little doubt that the sunshine laws should 
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be amended or even overhauled to help win the war on 
corruption. The following three points have to be in-
cluded in any future amendments to the sunshine laws. 

1. Public-funded Elections 

Currently, a campaign might often cost a candidate 
for mayor NT$10 million. To run successfully for a seat 
in the Legislative Yuan costs ten or twenty times as 
much. When the cost too high to be covered by future 
salary, whether a politician can be clean is open to 
doubt. Only solution to this problem is to make elec-
tions public-funded. Such elections are held in Sweden, 
Finland, Norway, and Denmark, where their govern-
ments remain clean. A public-funded election is one 
where the government provides candidates with free 
channels of conveying their political opinions during 
their campaign. Candidates may be even forbidden to 
speak through privately funded channels. If such elec-
tions are to be held in Taiwan, candidates must be 
strictly screened for qualifications; otherwise, there 
may be too many candidates to make public-funded 
elections a waste of money. (Hsieh Yu-cheng,2009).  

2. Transparency 

Decision-making in the government is not trans-
parent enough in Taiwan. It lacks accountability. The 
check-and-balance mechanism does not work effec-
tively. As a matter of fact, the legislative branch of the 
government is often lobbied by interest groups to give 
up effort to provide sufficient checks and balances. 
Sometimes, it even becomes an instrument of powerful 
social blocs, coercing the administration into some cer-
tain decision. Promoting government transparency 
should be given a higher criterion, in order to reduce 
biased partiality favoring certain groups and individuals 
(Council for Research and Evaluation,2009). The pub-
lic appeals for change and the government has recog-
nized the necessity to reform. Not much has been done, 
however.  

 As government documentation is being digita-
lized, transparency can be better assured. All official 

papers, documents, and government reports will be  
made open to the public. Decision-making for person-
nel, public construction, and procurement will be under 
stricter and more comprehensive scrutiny by the media,  
the opposition party and the general public.  

3. Protection of Whistle-blowers 

Another way to ensure transparency is to protect 
whistle-blowers. It is hard for corruption fighters to 
detect scandals. But some on the staff of government 
departments may know something goes wrong in 
awarding of public works construction contracts or 
other irregularities. They may want to report but are 
afraid they may be dismissed and face others risks.  
They will blow the whistle if they are sure they are duly 
protected. There is no law to protect whistle-blowers in 
Taiwan now.  

In Europe or in the United States, a handful of sig-
nificant corporation scandals and governmental power 
abuse were by officials of the companies or government 
agencies. The criminals were prosecuted because whis-
tle-blowers stood up and report the misdeeds of their 
organization. However, internal reporters rarely re-
ceived any benefit out of their brave action, and often 
were retaliated against by the organizations and some-
times by the whole bureaucratic system or the industry. 
Facing all of these consequences, whistle-blowers shall 
have outstanding consciousness, as well as extraordi-
nary courage. In order to encourage them to disclose 
and to protect them, the United States adopted the  
Whistle-blower Protection Act. The National Whis-
tle-blower Center was also established to handle the 
related work. The U.S. government gave these accounts 
for the Whistle-blower Protection Act:  

A federal agency violates the Whistle-blower Pro-
tection Act if it takes or fails to take (or threatens to 
take or fail to take) a personnel action with respect to 
any employee or applicant because of any disclosure of 
information by the employee or applicant that he or she 
reasonably believes evidences a violation of a law, rule 
or regulation; gross mismanagement; gross waste of 
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funds; an abuse of authority; or a substantial and spe-
cific danger to public health or safety. 

With this legislature, public servants are more 
likely to report scandals within the government for the 
sake of public welfare. Taiwan should also set up a sim-
ilar mechanism, designing a comprehensive protective 
and compensatory system, encouraging or protecting 
public servants to report unlawful actions within the 
government.  

The people expect the government and the ruling 
party to root out corruption. President Chen promised a 
sweeping reform to end government corruption when 
he was inaugurated in May 2000. His government, 
however, was corruption-ridden. Along with his wife, 
he is standing trial for corruption and money laundering. 
During his presidency, Taiwan’s PCI ranking1 went 
down from twenty-eighth to thirty-ninth place. It was 
not until after 2009 when the ranking moved two 
notches up. (Transparent International, 2009). There is 
much room for improvement, however. It is hoped that 
President Ma will continue to enforce his anticorruption 
policy to restore the people's confidence in clean gov-
ernment. 
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Reconstruction of Homes for Indigenous Peoples 

KUNG, Wen-chi 

 
Abstract 

Typhoon Morakot devastated central and southern Taiwan in 2009. Especially hard hit 
were indigenous peoples whose homeland was ruined.   

The government is implementing a comprehensive reconstruction program, under 
which a number of the afflicted tribes have to be resettled away from their homeland. Ef-
forts have to be redoubled to give them their homes in their homeland. 
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Reconstruction of Homes for Indigenous 
Peoples 

Indigenous peoples of Taiwan have suffered a 
great deal each time a typhoon hit the subtropical island.  
Mudslides triggered by a tropical rainstorm often bu-
ried their homeland. Many were killed or injured and 
most of them rendered homeless. They lost work be-
cause their homes were cut off from towns and villages 
where they were trying to make a living. One of the 
most disastrous typhoons, Morakot, sideswiped central 
Taiwan on August 8, 2009, leaving in its wake more 
than 10,000 indigenous people of different tribes job-
less and homeless. Many of them had to be accommo-
dated temporarily at military barracks, homes for vet-
erans and temples in Kaohsiung and Pingtung. These 
people were like war refugees. Not just homeless, they 
were miserable in fear of what lies in store for them in 
the future. The government was criticized for slow 
reaction to the Morakot emergency, haphazard disaster 
relief, and inadequate reconstruction. And Liu 
Chao-shiuan had to step down as premier to take re-
sponsibility. Wu Den-yih, who succeeded Liu, is de-
voted to the reconstruction from Taiwan’s worst ty-
phoon disaster in history. 

The Legislative Yuan passed a Typhoon Morakot 
Reconstruction Act in a special session on August 28.  
A special budget of NT$120 billion was adopted for the 
reconstruction. Work began at once, but five months 
later, typhoon victims and the government were still 
unable to agree how they would be resettled. How 
should the victims feel? Moreover, both the ruling 
Kuomintang and the opposition Democratic Progres-
sive Party were campaigning for the critical mayoralty 
and magistracy elections in all the cities and counties 
across the country on December 5, the government 
could do nothing to speed up the reconstruction work 
urgently needed for resettling the victims, most of them 
indigenous peoples.  Politicians were not mindful of 
the predicaments of the victims, who only wanted their 
destroyed homeland to be quickly restored. Assistance 
from religious groups and charities – such as the Red 

Cross, Tzu Chi, World Vision, and Buddhist founda-
tions – was not enough to relieve the victims. Ultimate-
ly, it is the government that can and should do the ne-
cessary work of relief and reconstruction.  

There were flaws in the relief and reconstruction 
in the aftermath of Typhoon Morakot. They are as fol-
lows:  

1. Indigenous peoples live in remote rural areas, 
where Typhoon Morakot brought around 3,000 milli-
meters of rain in 24 hours, triggering mudslides and 
landslides burying their homeland and hundreds of 
them alive. Cut off from nearby towns, they were 
homeless and in need of relief. Many tribes were totally 
isolated. Among them were Xiaolin and Xinkai. But for 
lack of communication, the destruction of such tribal 
villages as Taoyuan in Kaohsiung County and Alishan 
in Chiayi County came to light much later for rescue 
and relief in time.  

The National Airborne Service Corps of the Min-
istry of the Interior did an excellent job of search and 
rescue. But three rescuers lost their lives in a helicopter 
crash on the way to the isolated township of Wutai in 
Pingtung County. However, the Ministry of National 
Defense did not deploy troops for rescue and relief in 
time, while the Ministry of Foreign Affairs refused for-
eign support and humanitarian aid in the early stage of 
the relief work. As a matter of fact, the Emergency Op-
erations Center of the Executive Yuan should have done 
much better to coordinate the rescue and relief work in 
the immediate aftermath of the typhoon disaster.   

President Ma Ying-jeou did not call a meeting of 
the National Security Council soon enough after the 
disaster. Nor did he issue an emergency decree to cope 
with Taiwan’s most devastating disaster. He was 
blamed and had to let his Premier Liu Chao-shiuan re-
sign to take responsibility. The government learnt its 
lesson. President Ma has made clear that if there is a 
disaster in the future, the Ministry of National Defense 
does not need to wait for his instructions to begin res-
cue and relief operations.  
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It is recommended that emergency communication 
channels be installed for rural and tribal areas. Emer-
gency phone service at village police stations should be 
made open to the public to facilitate search and rescue 
work. For lack of such service, young people of indi-
genous tribes went online to report through mainstream 
media what was needed for rescue operations and 
called for donation of relief goods. Emergency commu-
nication channels will greatly improve rescue and relief 
operations.  

2. Many victims had to be evacuated during the 
flood disaster of August 8. They were accommodated 
temporarily at temples and churches. The Ministry of 
National Defense also opened barracks, service schools 
and homes for veterans to accommodate victims. The 
victims were well taken care of, but they wanted to go 
back to their homeland as soon as practicable. 

In the meantime the government set up a Central 
Reconstruction Promotion Committee. Representatives 
from government agencies concerned and delegates 
representing the victims sit on the committee, of which 
Premier Wu Den-yih is chairman. The committee is 
helping the victims to acquire “permanent shelters.” 
However, in order to protect the safety of the victims, 
the government requires, in accordance with the Mora-
kot Reconstruction Act, a mass migration of indigenous 
tribes from their homeland considered dangerous to live 
in. Indigenous peoples are strongly opposed to the 
mandatory evacuation that aims at protecting their lives 
and safety. They suspect the government is forcing 
them to leave their homeland forever. 

To ease their suspicion, the government has de-
cided on a compromise to help them stay as near to 
their homeland as possible.” For those tribes that have 
to move, the government has the obligation to find safe 
public land close to their homeland to permanently re-
settle them. Government organizations and state-owned 
enterprises such as Taiwan Sugar Corporation are re-
sponsible for providing public land to resettle the vic-
tims of the flood disaster. But there is little public land 
near the homes of the victims that can be provided for 

their permanent settlement. Moreover, some tribes still 
have to move far away from their homeland because 
what little public land available may not be reasonably 
safe to live in. For example, the Rukai tribe of Haocha 
Village of Wutai Township in Pingtung County has to 
move to the Majia Farm of Taiwan Sugar Corporation 
near Majia Township. The Rukais must go far away 
from their homeland and has to share the land with the 
Paiwan tribe. The lifestyle, culture, affection to land 
and traditional rituals of the two tribes are so different 
as to make their living as close neighbor hazardously 
difficult.   

The Council of Indigenous Peoples is responsible 
for determining the safety of the homeland of the Mo-
rakot victims. Geologists were commissioned to eva-
luate the homeland. After a 24-day field trips to 90 tri-
bal villages, the scholars decided 47 of them are unsafe 
for residence. All 47 tribes may have to move. In the 
last field trip sponsored by the Council for Economic 
Planning and Development, the tribes of Wutai Town-
ship and Laiyi Township of Pingtung County blocked 
the access roads in protest to plead for the suspension 
of the safety checkup of their homeland. 

The government should not make a hasty decision 
on which tribal villages are unsafe. Experts and bu-
reaucrats should not take decisions that affect the life-
style and future of the indigenous tribes. The govern-
ment should change its resettlement policy. One thing 
must be made clear: Any haphazard resettlement may 
force those forcefully resettled tribes to lose their tribal 
identity. What the government has to do now is to let 
those tribes unwilling to move build midway stations in 
their homeland and prepare a better comprehensive 
project for permanent resettlement. Under the project, 
their rights and benefits of education will be protected 
and their livelihood taken care of. Moreover, compen-
sation for land they have to leave must be provided.  

3. Reconstruction is difficult and costly. Typhoon 
Morakot played havoc on land. The most urgent task is 
to rebuild roads and bridges destroyed in the floods the 
tropical rainstorm touched off. For instance, the bridges 
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in Wutai Township as well as Namasha Township, 
Maolin Township and Taoyuan Township of Kaohsiung 
County were all destroyed. The access roads were all 
washed away. It takes long time and much money to 
restore the ruined routes of transportation in the disaster 
areas.   

A four-year plan for reconstruction, which carries 
a price tag of NT$120 million, got under way at the 
beginning of 2010. Five government agencies are re-
sponsible for the reconstruction of the disaster area 
where the homeland of indigenous peoples is located. 
They include: 

a. The Council of Indigenous Peoples charged with 
holding seminars to explain the necessity of reset-
tlement and implementing all resettlement projects;   

b. The Ministry of Transportation and Communications 
charged with rebuilding roads and bridges in the dis-
aster areas;  

c. The Water Resources Agency under the Ministry of 
Economic Affairs charged with rebuilding and re-
pairing damaged dikes, removing the silt in reser-
voirs, and dredging the rivers affected by mudslides;  

d. The Soil and Water Conservation Bureau under the 
Council of Agriculture responsible for ecological 
conservation of nature; and   

e. The Forestry Bureau of the Council of Agriculture 
charged with conservation of forest land.  

Other agencies concerned include the Council for 
Economic Planning and Development, Public Con-
struction Commission, the Ministry of the Interior, 
Ministry of National Defense and state-owned enter-
prises such as Taiwan Sugar Corporation, Taiwan Pow-
er Company and Taiwan Water Corporation. Premier 
Wu’s Central Reconstruction Promotion Committee is 
responsible for overall coordination. 

As the four-year reconstruction project is being 
implemented, the ruling Kuomintang should refrain 
from defending its party interests at the expense     

of indigenous peoples. The reconstruction in ty-
phoon-devastated central and southern Taiwan, where 
tribes have their homeland, has yet to begin in earnest.  
Roads and bridges destroyed have yet to be rebuilt. The 
rivers and reservoirs have yet to be cleared of driftwood 
and silt. Tribal resettlement has yet to start. The victims 
are all but helpless. Efforts have to be redoubled to give 
all afflicted indigenous people their homes lost in Tai-
wan’s worst flood disaster. 
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Abstract 

In April 2009, the Local Government Act was revised. Currently, there are five special 
municipalities. This paper aims to find whether a special municipality is intended as a re-
gional government which operates also as regional governance. The political impact of the 
demarcation of the five special municipalities is also ascertained.  
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Preface 

Taiwan had four tiers of government prior to the 
virtual abolition of a province in 1998. The province of 
Taiwan still exists in name, though the provincial gov-
ernment has no function to perform. Currently, there are 
only three tiers of government in Taiwan. Under the 
central government are two special municipalities, Tai-
pei and Kaohsiung, and twenty-one counties and cities, 
which were placed under control of the now 
non-functioning Taiwan provincial government.  

Special municipalities have more budgetary allo-
cations from the central government. This practice 
made some counties and cities to be elevated to the 
status of special municipality after the provincial gov-
ernment had been phased out. In April 2009, the Local 
Government Act was so amended as to allow them to 
apply for an upgrading their status to that of special 
municipality. Consequently, the Executive Yuan, which 
is the central government, has approved the application 
for creation of three more special municipalities. One of 
them is the special municipality of New North City by 
upgrading the county of Taipei.  The county and city 
of Taichung will be merged to make a new special mu-
nicipality known as Greater Taichung City. Another 
new special municipality is that of Tainan, which will 
be created by merging the county and city of the same 
name. Moreover, the county of Kaohsiung will be 
merged with the special municipality of Kaohsiung 
which as a result, expands its jurisdiction. 

Since the special municipalities of Tainan and 
Kaohsiung are so near to each other, they may be con-
sidered twin cities, or one metropolitan area. So are 
New North City and the special municipality of Taipei. 
Together with Greater Taichung City, the special muni-
cipalities of Taipei and Kaohsiung form three metropol-
itan regions of Taiwan.  

The five special municipalities are expected to 
play a pivotal role in offering regional governance to 
their neighboring counties and cities to promote their 
respective economic growth. The Executive Yuan an-

ticipates that these special municipalities would create 
seven thriving spheres of life with better housing, 
health care and welfare services, as well as comfortable 
commuting facilities. Each special municipality will be 
urged to organize a regional development committee 
(RDC) for a sphere of life. 

This paper asks two questions: whether a special 
municipality is intended as a regional government that 
offers regional governance as well and what political 
impact will result from the demarcation of five special 
municipalities. 

Regional governance 

Regional planning is considered a means to over-
come the failures of social and economic planning by 
the central government. In the United Kingdom and 
other developed countries, the growing needs of decen-
tralizing economic planning gave rise to a transfer of 
competencies to next lower levels of government. 
There is a growing need for the coordination of local 
government policies, as many social processes relevant 
to local governments are no longer restricted to the ter-
ritory belonging to local governments.  

An argument is claimed in the European Structure 
Funds for regional government. In need of subsidiary, 
Europe encourages the sub-national governments ac-
tively get involved into regional development planning. 
(1) 

Taiwan wrought an economic miracle of the twen-
tieth century. But there are manifest disparities between 
the northern and the southern regions of the island as 
resources were mainly available to north Taiwan. The 
central government made good planning for economic 
development, but capital investments poured into infra- 
and supra-social and economic structures in the north-
ern area of Taiwan. For example, Taipei was made a 
special municipality in 1967 and has since been given 
more budgetary allocations by the central government 
to become the most prosperous city in Taiwan. 

The allocations to the two special municipalities of 
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Taipei and Kaohsiung accounted for 39 percent of the 
outlay of the central government, against the 43 percent 
shared by the 21 counties and cities. Now that five spe-
cial municipalities have come into being, the Ministry 
of Finance promises to readjust budgetary allocations to 
all local governments. 

The ruling Kuomintang seems to have created five 
special municipalities to narrow the gap in economic 
development among northern, central and southern 
Taiwan. This strategy may not be similar to that 
adopted to create the Greater London region, and yet it 
is very close to what John Hall depicts as ‘a political 
control to regional governances’. (2) 

However, whether the special municipality can 
function as expected to coordinate and cooperate in 
regional development remains to be seen. President Ma 
Ying-jeou proposed a plan to create “three metropolitan 
areas with fifteen counties” during his 2008 campaign. 
Apparently, the plan is now stagnated, since there are 
five special municipalities and sixteen counties and 
cities now. Each local government has its own ideas 
and autonomy to plan for development. Cooperation 
and coordination among local governments are difficult 
at best.   

Political Impact 

Parochial politics makes local political leaders 
stand against the dominance of the central government 
to protect or promote local interests. Even in modern 
democratic societies, intergovernmental relations are 
frayed by the conflict of departmental interests. How-
ever, the challenges from local political leaders are 
likely to affect national policies that will be detrimental 
to the prestige and leadership of the central government. 
Boris Yeltsin’s success is often cited as the case in point. 
Yeltsin finally replaced Mikhail Gorbachev in 1991. In 
Taiwan, when James Soong was first elected governor 
of Taiwan in 1994, he was so popular as to rival Presi-
dent Lee Teng-hui, who in the end had the province of 
Taiwan phased out in 1998. Soong’s rise was once 
called the result of the “Yeltsin Effect.”  

When the Local Government Act was revised, po-
litical observers were worried about the Yeltsin effect 
arising from the creation of the five special municipali-
ties. They were afraid the intergovernmental relation-
ship among central and local governments in Taiwan 
would worsen. Will the Yeltsin effect take place in the 
near future? Prediction is hazardous. But if the Demo-
cratic Progressive Party win the mayoralty elections in 
all five special municipalities where more than 60 per-
cent of the people of Taiwan live, their intergovern-
mental relationship with the central government cer-
tainly will likely be tangled.    

It is highly unlikely for either Kuomintang or the 
opposition party to win all mayoralty elections sche-
duled for the end of 2010. As a matter of fact, it will be 
a mission impossible for the Kuomintang to make a 
clean sweep in the elections, because its central gov-
ernment has post a very poor track record, that enabled 
the opposition party to the important local elections at 
the end of 2009 and all three legislative by-elections in 
January 2010. If the Kuomintang loses two or more 
special municipalities in the yearend elections, it may 
be defeated in the 2012 presidential race. 

Conclusion 

President Ma did not take into consideration the 
political impact of the creation of the five special muni-
cipalities, which he believed would serve as the loco-
motive for regional development and governance. It 
seems ironic that the Yeltsin effect may result from the 
new demarcation to affect the outcome of the yearend 
mayoralty elections. Redistricting administrative boun-
daries for regional government with better local gover-
nance has been debated for a long time. No one ex-
pected the five special municipalities to be created 
without difficulty. It is possible that these five special 
municipalities could form three metropolitan areas to 
stimulate social and economic development to reflect 
the global tendency of regional governance. However, 
one cannot underestimate its tremendous political im-
pact towards the future development of Taiwan’s poli-
tics.  
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Notes: 

(1)Rudie Hulst, ‘Regional Governance in Unitary States: 
Lessons from the Netherlands in Comparative 
Perspective’, Local Government Studies, Vol. 31, 
No.1, February 2005, pp. 99-100.  

(2)John Hall, The Role of Business in London Local 
and Regional Government: How it Became Recog-
nised as a Significant Player, Local Government 
Studies, Vol. 32, Issue 3, June 2006, pp. 311-340. 
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Amending the Referendum Act 

SWEI, Duh-ching  

 
Abstract 

The referendum is not a precondition for democracy, but a referendum institution de-
signed and utilized properly can enhance a constitutional and political system, and establish 
the legitimacy of a democratic government. The existing Referendum Act is flawed. Dis-
putes abound. These disputes should be examined and publicly discussed. 
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I. Introduction 

A referendum act was passed by the Legislative 
Yuan on November 27, 2003. Its title in Chinese is not 
consistent with the Constitutional stipulations. Article 
17 of the Constitution reads: “The people shall have the 
right of election, recall, initiative and referendum.”  
The term used in the Constitution is fu-jue (複決) 
which means submission of to popular vote a measure 
passed upon or proposed by a legislative body or by 
popular initiative. The act, however, is officially known 
as gong-tou fa (公投法) or the law governing a vote 
closer in meaning to plebiscite. Although it is not satis-
factory, it is acceptable from the aspect of fulfilling 
people’s basic rights under the protection of the Con-
stitution.  

Controversy arose before the legislation of the act.  
The government was “divided” then, with the Progres-
sive Party controlling the administration and the oppo-
sition alliance of the Kuomintang and the People First 
Party holding a slim majority in the Legislative Yuan.   

The Kuomintang-dominated parliament passed 
many highly disputed articles, such as the creation of a 
referendum review commission. But the Executive 
Yuan or the administration requested the parliament to 
reconsider the act, while the governing party appealed 
to the Council of Grand Justices for a constitutional 
interpretation of the stipulations that they did not like.  

At the same time, President Chen Shui-bian found 
a loophole in the act and called two “defensive refe-
rendums” in 2004. The referendums were held along-
side the presidential election. Although neither of the 
defensive referendum passed, Chen was reelected 
thanks to the well-manipulated election cum referen-
dums and a mystery-shrouded shooting incident on the 
eve of the election on March 19, 2004.   

The Executive Yuan proposed amendments to the 
act on June 29, 2005. They included the following 
points: 

-- To lower the threshold of a referendum proposal 

and petition, with the number of endorsers down from 
no less than 0.5 percent of the total electorate (Article 
10) to no less than 0.03 percent and the number of peti-
tioners down from no less than 5 percent of the total 
electorate (Article 12) to no less than 1.5 percent; 

-- To lower the threshold of passing a referendum, 
with the number of “for” votes required for its adoption 
down to a quarter of the electorate, while the adoption 
of referendums on constitutional amendments and the 
alteration of national boundaries still requires a simple 
majority vote;   

-- To delete Article 35 of the act concerning the 
Referendum Review Commission formed in accor-
dance with partisan proportions in the Legislative Yuan 
to avoid it being controlled by the majority party;  

-- To make the Central Election Commission ra-
ther than the Legislative Yuan responsible for authoriz-
ing referendums; and 

-- To transfer the power of proposing a referendum 
from the Legislative Yuan to an executive organ while 
the latter needs the permission from the former for 
proposing it. 

None but one of the amendments proposed by the 
Democratic Progressive Party were accepted. The one 
accepted was an amendment to Article 35 of the act. 
The Council of Grand Justices issued Interpretation 645 
on July 11, 2008, ruling the Referendum Review Com-
mission unconstitutional. Article 35 reads: “The Refe-
rendum Review Committee under the Executive Yuan 
shall be composed of 21 members, who shall each serve 
a term of three years. The members shall be recom-
mended by all parties in proportion to the number of 
seats taken by each party caucus in the Legislative Yuan 
and appointed by the President upon nomination by the 
competent agency.” “Because the provision with re-
spect to the appointment of such members has virtually 
deprived the Executive Yuan of its power to make deci-
sions on personnel appointment under the Constitution 
and has obviously transgressed the limit of check and 
balance of powers,” the Grand Justices declared, “it is 



 Amending the Referendum Act  145 

clearly contrary to the principles of separation of pow-
ers and must be made inoperative not later than one 
year as of the date of issuance of this Interpretation.” 

The Legislative Yuan had no choice but to accept 
the ruling. 

The Kuomintang won the legislative and presiden-
tial elections in 2008. The same party forms the admin-
istration and controls a virtual three-fourth control in 
the nation’s highest legislative organ. The Kuomintang 
does not pay as much attention to referendum as the 
Democratic Progressive Party.  

However, the Democratic Progressive Party con-
tinues criticizing “the birdcage referendum.” Moreover, 
the Consumers’ Foundation also decided to call a refe-
rendum on a protocol signed between Taiwan and the 
United States for the importation of beef and beef im-
ports that may cause mad cow disease by a 
one-in-billions chance. It is the first referendum con-
cerning only the people’s livelihood. Obviously, to con-
sider reconstructing the institution of referendums 
based on the need of the ruler only is not suitable. 

“The referendum is not a precondition for democ-
racy, but a referendum institution designed and utilized 
properly can enhance a constitutional and political sys-
tem, and establish the legitimacy of a democratic gov-
ernment.”1 The existing Referendum Act is flawed.  
Disputes abound. These disputes should be reexamined 
and publicly discussed in a democracy. 

II. Analysis of Controversial Issues 

1. Thresholds of Proposals and Petitions by 
Citizens 

It cannot be denied that one of the most important 
legal norms is the threshold of signatures and related 
specifications in all the direct legislation process.  

                                                      
1 Suksi, Markku (1993), Bringing in the People: A 

Comparison of Constitutional Forms and Practices of 
the Referendum, Dordrecht; Boston: Martinus Nij-
hoff, p.280. 

According to a study on referendums in all U.S. states, 
the level of stringency in each state and the number of 
qualified referendums are inversely related.2 

Table 1 shows major and emerging democracies 
with popular initiative and referendum institutions, and 
their thresholds of proposals. We see no standard an-
swers from these precedents about the thresholds. 

Furthermore, thresholds of proposal in states with 
popular initiatives in the U.S. vary. In North Dakota, it 
is as low as 2 percent, while it is as high as 15 percent 
in Wyoming. In general, thresholds of proposing legis-
lative initiations and referendums are lower, from 2 to 
15 percent, and proposing state constitutional initiations 
or referendums are higher, from 4 to 15 percent. The 
medians of thresholds of legislative initiations, refe-
rendums, and state constitutional initiations are 8 per-
cent, 5 percent, and 10 percent, respectively. The aver-
ages of thresholds of all states vary from 2.7 to 15 per-
cent, the median being 7.5 percent.3 

We therefore need to consider demands in differ-
ent political environments or civil customs as well as 
the “cost-benefit” of a referendum to set the threshold. 

There were more than 16.5 million eligible voters 
when the 11th presidential election was held.  If the 
threshold of proposing a referendum is lowered from 5 
percent (about 800,000 people) to 1.5 percent (over 
200,000 people), it will be of use to the political deci-
sion-making process. Obviously, it is the goal of those 
who request the lower threshold. But it will take mil-
lions of dollars to have a proposal pass the threshold.  
Besides, even if passed, a referendum does not neces-
sarily solve a dispute. Therefore, “the threshold of pro-
posing a referendum in our country is not high at all,”4 

                                                      
2 Butler, David and Austin Ranney (1994), Referen-

dums Around the World: the Growing Use of Dorect 
Democracy, Washington, D.C.: AEI Press, p.225. 

3 Ibid, p.226, Table 7-1. 
4 http://www.npf.org.tw/PUBLICATION/CL-C-094-070.htm. 
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and the threshold does not have to be lowered. 

Nevertheless, people need to pass the “proposal” 
and “petition” stages to initiate a referendum. In the 
first stage, endorsers have to account for 0.5 percent of 

the electorate. Petitioners should represent 5 percent of 
the eligible voters. As a consequence, it is meaningless 
to distinguish these two stages. We may forgo the pro-
posal stage or lower its threshold to 0.03 percent (about 
4,950 people) to make it easier to call a referendum. 

 
Table 1: Thresholds of Plebiscites 

Country thresholds of referendums thresholds of popular initiatives 

People (%) period of 
petition People (%) period of 

petition 

Hungary 50,000 (0.63%) — 100,000(1.3%) no time limit

Italy 500,000(1%) 3 months 500,000(1%) 3 months 

Switzerland 50,000(1.1%) 3 months 100,000(2.2%) 18 months

San Marino 350(1.2%) 2 months 60 2 months 

Slovenia 40,000(2.6%) 2 months 40,000(2.6%) 2 months 

Liechtenstein Law:1000 (7.2%) 
Constitution:1,500(10.7%) 1 month Law:1000(7.2% 

Constitution:1,500(10.7%) 1 month 

Slovakia 350,000(9.3%) — 350,000(9.3%) — 

Lithuania 300,000(12%) 2 months 300,000(12%) 2 months 

Austria   100,000 — 

Spain   500,000 — 

U.S.A.  

North Dakota 2%  2%  

Wyoming 15%  15%  

R.O.C.  

National Proposal:0.5% 
Petition:5% 6 months   

Local Proposal:0.5% 
Petition:5% 

 
—   

Resource: the Author. 
1.Mockli, Slivano (1996), Instruments of Direct Democracy in the Member States of the Council of Europe, 

Strasbourg: Council of Europe Pub., p.17, Table 2. 
2.Butler and Ranney (1994), Referendums Around the World: the Growing Use of Direct Democracy, Washing-

ton, D.C.: AEI Press, p.226, Table 7-1. 
3.The Referendum Act. 
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2. Threshold of Adopting or Vetoing a Refe-
rendum 
After the abolition of the National Assembly, 

amendments to the Constitution and for territorial 
changes passed by the Legislative Yuan need to be ap-
proved by public referendums. Additional Article 12 of 
the Constitution stipulates a referendum shall be 
adopted only when “the number of valid votes in favor 
exceeds one half of the total number of electors.” The 
threshold may be considered too high to amend the 
Constitution. It is not, however. In postwar Japan, as 
well as in Italy, Poland and Lithuania, a quorum for a 
referendum of a constitutional amendment is over 50 
percent of the electorate.   

The threshold of “referendum of laws,” “initiative 
of legislative principles,” and “initiative or referendum 
of important policies,” as provided for in the Referen-
dum Act, Article 2, Item 2, from Subsections 1 to 3, is 
“the number of voters reaches not less than 1/2 of the 
total persons having the right of voting in the country, 
municipality or county (city) and more than 1/2 of the 
valid ballots agree, the proposal is adopted.” If the 
threshold is lowered – to let affirmative votes out-
number dissenting votes, the former making up a quar-
ter of the eligible voters – a referendum can be adopted 
too easily. Former Premier Frank Hsieh’s opinion is 
unacceptable. He is quoted as saying: “By nature, the 
Referendum Act should let a referendum easy to pass.  
Otherwise, it is meaningless.” (Liberty Times, 
2005/07/01, p.A3)  He is even opposed to any thre-
shold, declaring the only institutional choice is no thre-
shold at all. It is unnecessary to discuss “lowering” it, 
he added. 

A high threshold does invalidate a referendum.  
The referendum about “loosening the restriction on 
reproduction” in Italy, held on June 13, 2005, was ve-
toed because it was not voted on by half of the electo-
rate. (China Times, 2005/06/14, p.A11.) However, it is 
rare. In other words, a referendum will be adopted in 
most countries if the number of affirmative votes is 
larger than that of dissenting votes. But we have to 

know that most referendums were voted on by half of 
the electorate. The legitimacy of their results is 
well-founded.  

Voters in Taiwan still passively accept mobiliza-
tion (from political parties). It is better to maintain the 
threshold of proposing a referendum; otherwise, the 
authorities, political parties or politicians would sway 
referendums to increase their power. 

3. Competent Authority for Referendums  

Technically, both referendums and elections are 
“voting and counting.” Theoretically, it is better for the 
Central Election Commission to be in charge of refe-
rendums. It solves the problem of redundancy.  

Why was the Central Election Commission ex-
cluded from managing referendums (Article 3 of the 
Referendum Act)? Why was the Referendum Review 
Committee formed in proportional to the seats of polit-
ical parties hold in the Legislative Yuan? The reason is 
that the Central Election Commission under the Demo-
cratic Progressive Party government violated the Law 
Governing the Election and Recall of Public Functiona-
ries to bestow undue favors on the governing party.  
As a result, the opposition could not trust the Central 
Election Commission. 

In the dispute over “election cum referendums,” 
the Central Election Commission bowed under pressure 
from the executive power. So, the opposition party 
which controlled a majority in the Legislative Yuan 
tried to stop the calling of referendums alongside the 
presidential election of 2004. 

After the Kuomintang came back to power, the 
situation has changed completely. The Organic Law of 
the Central Election Commission was adopted on May 
22, 2009. Neither the executive nor legislative power 
can now unilaterally manipulate the election of mem-
bers to the commission with ease. Theoretically, it en-
hances the impartiality of the Central Election Com-
mission.   
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Since the Legislative Yuan has reestablished the 
credibility of the Central Election Commission, neither 
the governing nor opposition party needs to worry 
about partiality. It is reasonable to abolish the Referen-
dum Review Committee and make the Central Election 
Commission solely in charge of holding referendums. 

Shall we adopt a judicial review on referendums?  
Although modern democracies tend to adopt referen-
dums to strengthen representative systems, they also 
tend to get referendums under judicial review. Refe-
rendums are judicially reviewed in advanced democra-
cies – such as the United States, France, Finland, Italy, 
Switzerland, and Canada – and third-wave democra-
cies – such as Hungary, Lithuania, Russia, Slovakia, 
and Ukraine. 

4. Institutional Design for Referendums 

Although Article 7 of the Referendum Act gives 
the president the power to call a “defensive referen-
dum,” it expressly prohibits executive organs from 
calling a referendum (Article 13). Article 16 of the act 
gives the Legislative Yuan the power to call a referen-
dum. It was the product of the “divided government” at 
that time; so the then ruling Democratic Progressive 
Party wanted to disarm the Legislative Yuan and let the 
executive organs call a  referendum with the consent 
of the legislature. Which design is more reasonable?  

In democracies around the world, a referendum 
can be initiated in four ways. 

a. A constitutional amendment, according to the Con-
stitutions, must be confirmed by a referendum. (It is 
so mandated in France and Denmark, for example.) 

b. The government may call it freely (in Austria, Greece, 
Iceland, Ireland, Spain and Portugal.) 

c. The president or congress, even the minority mem-
bers in congress, may call it (as it is in Ireland and 
Denmark.) 

d. Citizens can petition for it (in Switzerland and Italy.)5  

Some scholars confirm the way that an executive 
organ calls a referendum with the permission of the 
legislature. However, Western European democracies 
(except Switzerland) adopt referendums (not at the 
popular initiative) to supplement or complement, rather 
than supplant representative systems.6 Academics have 
pointed out that in general, a government with the dis-
cretion of calling a referendum will utilize this me-
chanism as a strategic weapon to strengthen its power.7  

The Legislative Yuan already has very broad pow-
er. Through consultations among political parties, the 
legislature can perform the function of “representative 
politics.” The nation’s legislative organ therefore 
should not have the power to call a referendum. 

However, we shall not allow an executive organ to 
call a referendum with the permission of the legislature.  
The executive branch, if backed by the legislative 
branch, may easily complete necessary legislation and 
have budgets passed through “coordination between the 
governing party and the government.” Why, then, 
should the executive branch call a referendum? On the 
contrary, in a “divided government,” the opposition in 
control of a parliamentary majority has no reason to 
support any government-initiated referendum, which is 
most likely to “counter” its claim. Furthermore, the 
Executive Yuan is responsible to the Legislative Yuan, 
according to our Constitution.   

Neither the Legislative Yuan nor the Executive 
Yuan should have the power to call a referendum. In 
other words, only the citizens should petition for a re-
ferendum. It truly respects public opinion. Article 16 of 
the Referendum Act may be struck out, but Article 13 
should be kept.  

                                                      
5 Butler and Ranney (1994), op. cit., pp.25-33. 

6 Bulter and Ranney (1994), op. cit., p.33. 

7 Ibid, p.31. 
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5. Defensive Referendums 

Two defensive referendums were called alongside 
the presidential election but were rejected on March 20, 
2004. Proposals have since been made for abolition of 
defensive referendums. Public opinion is against em-
powering the president to call a defensive referendum.    

If the Kuomintang advocates abolition of the de-
fensive referendum, it will face an extremely serious 
political pressure, given the current domestic situation 
and the situation across the Taiwan Strait. In fact, many 
difficulties arising from our current constitutional insti-
tution or system of government do not result from in-
adequate institutional design but from the lack of a 
“punishment mechanism” against power abusers. The 
best way to deal with the problem of defensive refe-
rendums is not to abolish it, but to require the president 
to resign immediately when a defensive referendum he 
calls is invalidated.   

III. Conclusion 

Controversy has continued over the Referendum 
Act since it was adopted, mainly because politicians 
place their party interests above those of the nation.  
They do not respect academics. Studies have confirmed 
that referendums are not very effective to break politi-
cal deadlocks.8 Another interesting fact is that 60 per-
cent of referendums (1,282/2103) proposed by 12 state 
legislatures in the United States from 1898 to 1992 
were approved, against one third (401/1091) of those 
petitioned by the people. The difference is attributed to 
voters’ skepticism about direct legislation. Voters might 
prefer the status quo; so they oppose changes usually 
brought about by referendums. In contrast, referendums 
proposed by legislatures only bring moderate changes; 
so people are less likely to oppose them.  Therefore, 
the most important question to ask when the Referen-
dum Act is to be amended is how referendums can be 
instituted. 

                                                      
8 Butler and Ranney (1994), op. cit., p.215. 

It is recommended: 

That the threshold of petition-initiated referen-
dums be lowered and the stipulations about the propos-
al and petition stages in the Referendum Act repealed;   

That the threshold of approving a referendum be 
not lowered; 

That the Referendum Review Commission be ab-
olished; 

That the Legislative Yuan be forbidden to call a 
referendum and no referendum be called by an execu-
tive organ with the permission of the legislature; and 

That the president keep the power to call defensive 
referendums but he resign when such a referendum he 
calls is rejected. 
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Strategic Planning in Taiwan’s Bureaucracy 

HUANG, J. Chao-meng, WANG, Chun-yuan, LEE, Chun-ta 

 
Abstract 

Strategic planning has almost become a standard element of government management 
reform in countries across the world in the past two decades. While the advocates of stra-
tegic planning promote it as a useful tool to improve government performance, others think 
that it is old wine in a new bottle. The Executive Yuan required all its agencies to start me-
dium-term policy planning in 1989. After two decades of development, it is time to have a 
systematical review and evaluation of the impacts of strategic planning on the performance 
of all Cabinet agencies.  

This article aims to explore the features, contents, and processes of strategic planning 
in Taiwan’s bureaucracy. They are ascertained from the answers given by 1,841 public 
functionaries who completed and returned the questionnaire prepared by the authors. A se-
ries of in-depth personal interviews with senior functionaries in executive position in 
twelve selected ministries was conducted. The qualitative data obtained describe how these 
ministries “produce” their strategic plans and how these strategic plans have influenced the 
operations of their organizations. The authors are able to explain why strategic planning 
does not work so well in bureaucracy. Some theoretical and policy suggestions are also 
provided. 
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Introduction 

Public administration has entered a new era in the 
1980s. On the one hand, public administration scholars 
commit their efforts to promote the essential spirit of 
public service. On the other, they continuously intro-
duce new management approaches from other areas to 
solve the ensuing challenges faced by public sectors. In 
the context mentioned above, the idea of strategic plan-
ning and strategic management grew up in the public 
organizations and extended to all levels of government 
and non-profit organizations quickly. (See Berry & 
Wechsler, 1995; Henry, 1995; Poister & Streib, 1994.)  
The Executive Yuan (Cabinet) required all its agencies 
to start medium-term policy planning in 1989. The 
main purpose of medium-term policy planning is “to 
enhance the medium-range strategic planning function 
of the ministries of the Executive Yuan, to support the 
rational allocation of financial resources, to strengthen 
the assessment of the external environment and the 
need of the people, and to effectively integrate all 
agencies’ strategic plans.” 

As two famous public management scholars 
(Bozeman & Straussman, 1990: 49) point out: “a ‘law’ 
of public management (is) action needed yesterday 
drives out planning for tomorrow.” The management 
model of traditional bureaucratic organizations has al-
ways been criticized as short-term thinking and lack of 
awareness of the external environment (Hughes, 2003). 
Since strategic planning has been promoted as looking 
after both advantages of incrementalism and rational-
ism (Henry, 2009), it will be a beneficial tool for gov-
ernments to think forward. However in public sectors, 
the reform of “de-bureaucratization” and promotion of 
performance management must follow the established 
procedures and hierarchical regulations to carry out. 
This interests the authors to think of a paradox: what 
changes can strategic planning really lead in the bu-
reaucratic system? Rather, will strategic planning be 
docile under the bureaucratic system? Or will both in-
teract to achieve a dynamic balance? 

Most literature on Taiwan’s medium-term policy 

planning deals with institutional efficiency and the gap 
between strategic planning and budget results (Qiu, 
2009; Qiu & Zhuang, 2005; Su, 2004; Xu, 2004; Xu & 
Lauth, 2008), while a few scholars have tried to explain 
why medium-term policy planning produces less posi-
tive effect. Though Huang (2000) had a pilot study 
about ten years ago, a newer and more comprehensive 
empirical research is needed. 

A systematical review and evaluation of the im-
pacts of strategic planning for agencies under the Ex-
ecutive Yuan is made. The reasons why the gap exists 
between theory and practice are discussed. The authors 
have reviewed the fundamental researches of public 
strategic planning to construct the analytical framework 
of this study. A questionnaire survey and in-depth inter-
views with some stakeholders in Cabinet ministries 
were completed. Theoretical and policy suggestions are 
also provided. 

Research Methods 

For a thorough understanding of how me-
dium-term policy planning is implemented, a question-
naire survey and in-depth interviews were conducted. 

Survey Method 

In addition to respondents’ basic personal informa-
tion, the questionnaire asks questions regarding impor-
tant organizational strategic elements: strategy partici-
pation, strategy content, strategy process, environment 
and performance as well as efficiencies and obstacles. 
After a necessary pre-test, which is helpful to enhance 
reliability and validity of the questionnaire, the authors 
collect data via “e-Central Personnel Administration 
(eCPA)” compiled by the Central Personnel Adminis-
tration (CPA) of the Executive Yuan. 

The population of this study is 15,522 civil ser-
vants employed by 804 agencies (including political 
appointees) who are in executive position. A question-
naire prepared by the authors was sent via eCPA be-
tween April 16 and May 6, 2009. Altogether 1,841 pub-
lic functionaries completed and returned the question-
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naire. The return rate is about 11.9%. 

In-depth Interviews 

To obtain qualitative data on how the ministries 
“produce” their strategic plans and how these strategic 
plans have influenced the operations of these organiza-
tions, the authors applied snowball sampling to visit 
twelve selected Cabinet agencies and interview more 
than 20 senior executives. By using a semi-structured 
questionnaire, the authors interviewed the promoters of 

selected ministries who are in charge of medium-term 
policy planning. The interviewee answered some ques-
tions relevant to strategic planning and told of their 
opinions about medium-term policy planning and their 
experiences in implementing medium-term policy plans. 
For applying snowball sampling, the authors also re-
quested the promoters to provide a list of interviewees 
who were familiar with their institution. Every inter-
viewee was informed by a phone call or e-mail in ad-
vance. The interviewees are listed below. 

 

No. Date Interviewees 

A Dec. 4, 2008 Dep. of Planning Section Chief Promoter 

B Dec. 19, 2008 Dep. of Planning Section Chief Promoter 

C Dec. 23, 2008 
Planning Section of Secretariat 

Office 
Section Chief Promoter 

D Jan. 10, 2009 Dep. of Planning Section Chief Promoter 

E Jan. 16, 2009 Dep. of Planning Senior Specialist  

F Feb. 26, 2009 Dep. of Planning Section Chief Promoter 

G Mar. 13, 2009 Dep. of Planning Section Chief  

H Mar. 25, 2009 Dep. of Planning Department Deputy Director Promoter 

I Apr. 21, 2009 Secretariat Office Section Administrator  

J Apr. 27, 2009 Dep. of Planning Senior Inspector  

K May 1, 2009 Secretariat Office Associate Technician Specialist  

L May 5, 2009 Dep. of Planning Senior Secretary Section Chief

M May 20, 2009 Secretariat Office Section Chief Promoter 

N Jun. 1, 2009 Dep. of Planning Director  

 

Findings and Discussions 

From the in-depth reviews the authors concluded:  

1. The premier or his Cabinet ministers are neither de-
voted to nor personally involved in medium-term 
policy planning.  

2. The correlation is not clear among organization per-
formance targets, personal performance targets and 

bonus-penalty.  

3. The planning process of medium-term policy plans 
lacks strategic thinking so the content is mostly an 
extension from current affairs.  

4. The budget restricted medium-term policy planning 
not plan.  

5. Political factors easily turned medium-term policy 



154  Taiwan Development Perspectives 2010 

plans inconsistent with their visions.  

6. Medium-term policy planning lacks an assessment of 
the needs and confirmation of stakeholders.  

7. Related auditing is insufficient and little inspection 
done to get all involved to opt for easier targets to 
achieve.  

On the other hand, the quantitative data reveal a 
problem of personal involvement. For instance, subjects 
think their colleagues had lower involvement in me-
dium-term policy planning. There are two possible rea-
sons. One is that subjects considered involvement to be 
paperwork; and as a result, those not in charge were not 
involved. The other is that the one who is actually in-
volved in agent strategy planning activities answered 
the questionnaire. None of them could meet the core 
conceptual requirements of strategic planning. The fact 
is that strategic planning is not merely paperwork but 
“the process and result to help the organization focus on 
effective decision and action to develop tasks, achieve 
missions and satisfy stakeholders.” Hence, one suc-
cessful strategic planning would make most members 
in the organization understand its importance and 
guidance to its future direction. From this point of view, 
if subjects’ agents could not realize the hidden strategic 
planning spirit of medium-term policy plans, the in-
volvement seems insufficient. 

As for the content of strategic planning, “major 
strategic planning focuses on core business” got the 
highest mean score. In other words, subjects thought 
their own agents’ strategic plans were part of current 
“core businesses.” The items with the highest mean 
score in strategic process are “My agent’s strategy and 
important plan would be presented in paper form,” 
“There’s internal SOP (standing operating procedure) 
for organization strategic planning” and “When doing 
strategic planning, there’s written description about 
organization missions.” These items reflect the path of 
rationality which pretty much matches the characteris-
tics of public organizations. 
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Effectiveness of the Seventh Legislative Yuan in Taiwan 

CHOU, Yujen  

 
Abstract 

Halving the size of the Legislative Yuan was advocated for three main reasons: reduc-
tion of the outlay, recruitment of qualified legislators and improvement of legislative effi-
ciency. This article examines the effectiveness of the downsized Seventh Legislative Yuan, 
which has held four sessions, on the basis of its own budgetary allocation, its performance 
indicators, and public perception. A review of the performance of the legislature in the past 
two years does not reveal that the parliamentary reform has a dramatic effect on the effec-
tiveness in the Seventh Legislative Yuan. The people are still dissatisfied with the overall 
performance of the legislature after the reform. 
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Halving the size of the Legislative Yuan in 2005 
constitutional amendment was advocated for three rea-
sons: reduction of the outlay, recruitment of qualified 
lawmakers, and improvement of legislative efficiency.  
The Seventh Legislative Yuan, with its seats reduced to 
113 from 225, has held four sessions. 

This article examines the effectiveness of the Se-
venth Legislative Yuan on the basis of its own budge 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

tary allocation, performance indicators, and public per-
ception. An attempt is made to find out whether the 
downsized legislature lives up to public expectations. 

Budgetary Allocations 

The Legislative Yuan had its seats reduced from 
225 to 113 in 2009, however, there is no significant 
reduction in its staff (See Table 1)1. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                      
1 The seats in legislature totaled 225 from January to 

February in fiscal year 2008. This article compares 
those data between fiscal year 2007 and 2009. The 
real difference is likely to be reflected after cutting 
the parliamentary size in half. 

Table1 Number of Personnel in Legislative Yuan ( 2006-2010) 

     Fiscal Year 

Personnel 
2006 2007 2008 2009 2010 

Legislators 225 225 113 113 113 

Assistants 394 427 429 415 413 

Guards 32 32 31 31 31 

Mechanics 219 228 227 226 228 

Drivers 65 77 69 69 67 

Janitors 95 105 97 97 97 

Contracted staff 83 83 82 79 79 

Temporary em-

ployees 
29 36 28 27 26 

Total 1142 1213 1076 1057 1055 

Compared with data 

in 2007 
-71 0 -137 -156 -158 

Unit: Person 

Source: ROC General Budget of the Central Government (Fiscal Year 2007-2010) 
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The total outlay of the Legislative Yuan was re-
duced by nearly 18 percent from NT$4.3 billion in 
2006 to NT$3.5 billion in 2010 (See Table 2). The most 
obvious decrease is in the outlay for “Legislative Duty 

Affairs,” NT$776 million or down by nearly 35 percent. 
Other decreases are found in “Assembly Affairs” by 
-57%, “Legislative Consultation Affairs” by -49%, and 
“Parliamentary Library Affairs” by -35%. 

 

Table2 Budgetary Allocations of Legislative Yuan (Fiscal Years 2006-2010) 

 
2006 2007 2008 2009 2010 

% change before 
downsizing 

Legislative 
Yuan 

4,346,426 4326020 3615355 3558191 3535944 -17.75 

General Af-
fairs 

1,687,006 1,833,172 1,859,507 1,769,864 1,764,667 -3.45 

Legislative 
Duty Affairs 

2,213,541 2,221,176 1,390,809 1,444,317 1,435,322 -34.98 

Assembly Af-
fairs 

22,505 24,505 24,255 10,495 10,495 -57.17 

Legislative 
Consultation 
Affairs 

6,100 6,100 6,100 5,980 5,980 -1.97 

Parliamentary 
Library Affairs 

40,239 40,239 53,504 43,542 44,610 -8.21 

Gazette Affairs 26,371 30,553 29,197 46,146 27,790 +51.04 
Party Subsidy 26,520 26,520 14,600 13,560 13,560 -48.87 
Overheads of 
Construction 
and Equipment 

321,144 140,755 234,383 221,287 230,520 +57.21 

First Reserved 
Fund 

3,000 3,000 3,000 3,000 3,000 0 

Unit: 1,000 New Taiwan dollars  

Source: ROC General Budget of the Central Government (Fiscal Year 2007-2010) 

The outlay under three items in “Legislative Duty 
Affairs” was reduced most. They include “Govern-
ment-supported Assistants” (NT$310 million or 
-42.5%), “Expenditure Budget Items in Legislative 
Duty Affairs” (NT$270 million or -42.56%), and “Leg-
islators’ Duty-related Expense” (NT$160 million or 
-36.88%) (See Table 3).  

The most obvious effect of cutting the parliamen-

tary size in half is the decrease of expenditure for legis-
lation. However, the cut is attributed to “Legislative 
Duty Affairs,” including the pay for legislators as well 
as their assistants’ payroll and other duty-related al-
lowance. There is no obvious decrease in the outlay for 
“general affairs.” 
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Table 3 Change in Budgetary Allocation for Legislative Duty Affairs 

Legislative Duty Affairs Fiscal Year 2007 Fiscal Year 2009 Decrease % Change 

Legislators’ Duty-related Expense 553,884 284,213 -269,671 -48.69 

Government-supported Assistants 1,060,800 747,420 -313,380 -29.54 

Congressional Diplomacy Affairs 93,720 59,160 -34,560 -36.88 

Legislators’ Club 146,945 143,380 -3,565 -2.43 

General Legislators’ Duty-related 
Affairs 

365,827 210,144 -155,683 -42.56 

Total 2,221,176 1,444,317 -776,859 -34.98 

Source: ROC General Budget of the Central Government (Fiscal Year 2007-2009) 

 
Performance Indicators 

Two performance indicators are applied. They are 
“Enactment” and “Time to Pass the Central Govern-
ment Budget.” 

Bills Enacted 

Altogether 160 bills were passed by the Seventh 
Legislative Yuan in the first and second sessions. Bills 
enacted in the third and fourth sessions totaled 135 and 

114, respectively. On an average, the mean Fourth 
through Sixth Legislative Yuan adopted 584 bills or 195 
a year as well as 97 per session （See Tables 4-6）. The 
number of enacted bills in the first two sessions of the 
Seventh Legislative Yuan is below average. It was back 
to the average in the third session （98 bills）and went 
up in the fourth session (102 bills) (See Tables 7-9). 

 
Table 4 Bills Passed by the Sixth Legislative Yuan 

Session/Bill Law in Force Abolished 
Laws 

Others Budgetary 
Acts 

Regulations of 
Legislative Yuan 

Sum Total 

6th Session 79 4 8 2 11 104 
5th Session, 1st Ex-
traordinary Session 

5 0 0 2 0 7 

5th Session 104 1 10 4 2 121 
4th Session 39 0 12 4 1 56 
3rd Session, 1st Ex-
traordinary Session 

2 0 1 4 0 7 

3rd Session 69 0 5 1 0 75 
2nd Session 56 8 15 2 1 82 
1st Session 39 2 3 2 0 46 
Total 393 15 54 21 15 498 

Source: Official Website of Parliamentary Library, Legislative Yuan 
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Table 5 Bills Passed by the Fifth Legislative Yuan 

Session/Bill Law in 
Force 

Abolished 
Laws 

Others 
Budgetary 

Acts 
Regulations of 

Legislative Yuan 
Sum Total 

6th Session 43 2 8 4 0 57 

5th Session, 1st Extraordi-
nary Session 

5 0 2 2 0 9 

5th Session 55 9 8 3 0 75 

4th Session 57 6 7 2 0 72 

3rd Session, 1st Extraordi-
nary Session 

4 0 0 0 0 4 

3rd Session 53 22 4 9 0 88 

2nd Session 101 4 4 3 3 115 

1st Session, 1st Extraordi-
nary Session 

0 0 0 1 0 1 

1st Session 153 23 11 2 1 190 

Total 471 66 44 26 4 611 

Source: Official Website of Parliamentary Library, Legislative Yuan 

 
Table 6 Bills Passed by the Fourth Legislative Yuan 

Session/Bill Law in 
Force 

Abolished 
Laws 

Others 
Budgetary 

Acts 
Regulations of 

Legislative Yuan 
Sum Total

6th Session 170 4 13 5 7 199 

5th Session, 1st Extraordi-
nary Session 

6 0 0 0 0 6 

5th Session 42 0 8 5 6 61 

4th Session, 1st Extraordi-
nary Session 

0 0 1 0 0 1 

4th Session 67 10 4 2 5 88 

3rd Session 84 4 4 0 1 93 

2nd Session 96 6 3 8 2 115 

1st Session 63 9 2 2 5 81 

Total 528 33 35 22 26 644 

Source: Official Website of Parliamentary Library, Legislative Yuan 
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Table 7 Bills Enacted from the First through Fourth Sessions of                      
the Seventh Legislative Yuan 

Session/Bill Law in 
Force 

Abolished 
Laws 

Others 
Budgetary 

Acts 
Regulations of 

Legislative Yuan 
Sum Total 

4th Session, 1st Extraordi-
nary Session 

1 0 0 0 0 1 

4th Session 85 2 12 14 0 113 

3rd Session, 1st Extraordi-
nary Session 

1 0 0 0 0 1 

3rd Session 113 2 10 7 2 134 

2nd Session, 1st Extraordi-
nary Session 

1 0 0 1 0 2 

2nd Session 67 1 6 5 8 87 

1st Session 50 4 9 8 0 71 

Total 318 9 37 35 10 409 

Source: Official Website of Parliamentary Library, Legislative Yuan 

 
 

Table 8 Enactment by the Legislative Yuan from 2000 to 2009 

Number of bills 
adopted 

Fourth Legisla-
tive Yuan 

Fifth Legisla-
tive Yuan 

Sixth Legisla-
tive Yuan 

Seventh Legisla-
tive Yuan 

Average 

First Session 81 191 46 71 97.25 

Second Session 115 115 82 89 100.25 

Third Session 93 92 82 135 100.50 

Fourth Session 89 72 56 114 82.75 

Fifth Session 67 84 128 - - 

Sixth Session 199 57 104 - - 

Total 644 611 498 - - 

Source: Website of Parliamentary Library, Legislative Yuan, for congressional information. 
http://npl.ly.gov.tw/do/www/lawStatistics?first=y 
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Table 9 Mean Numbers of Bills Enacted 

Mean Numbers  of Bills 
Passed 

Fourth Legis-
lative Yuan 

Fifth Legisla-
tive Yuan 

Sixth Legisla-
tive Yuan 

Seven Legis-
lative Yuan 

Average 

First and Second Sessions 98 153 64 80 98.75 

First Session through Third 
Sessions 

96.33 132.67 70 98.33 99.33 

First through Fourth Sessions 94.5 117.5 66.5 102.25 95.19 

Source: Website of Parliamentary Library, Legislative Yuan, for congressional information. 
http://npl.ly.gov.tw/do/www/lawStatistics?first=y 

Time for Passing the Central Government 
Budget 

The ruling Kuomintang, despite holding a 
two-thirds majority in the Legislative Yuan, could not 
shorten the time needed to pass the central government 

budget. In the fiscal year 2010, the legislature took 
much longer time to examine the general budget of the 
central government than ever before. As a matter of fact, 
an extraordinary session was called to adopt the budget 
(See Table 10). Besides, it took over three months to 
examine the budget. 

 

Table 10 Times for Passing the General Budget of the Central Government           
(Fiscal Years 2005-2010) 

Fiscal Year 
Budgetary Bills  Referred for 
Enactment 

Budgetary Bills Passed  Time Taken for Enactment 

2005 2004/10/04 2005/1/10 100 days (about 3.1 months)

2006 2005/10/19 2006/1/12 85 days (about 2 months) 

2007 2006/10/18 2007/6/15 239 days (about 8 months) 

2008 2007/10/02 2007/12/20 79 days (about 2.5 months) 

2009 2008/9/30 
2009/1/15(Extraordinary Session 
convened) 

107 days (about 3.5 months)

2010 2009/10/02 2009/1/12 103 days (about 3.5 months)

Source: Website of Parliamentary Library, Legislative Yuan. 

Public Perception 

According to a poll released by Global View 
Monthly Magazine on March 2009, a 37.6 percent plu-
rality of the respondents agreed that the downsized 
Legislative Yuan performed worse than before it had its 
seats halved. Another 33.3 percent agreed that the Se-

venth Legislative Yuan performed better, while 10.7 
percent of the respondents thought there was no change.  
In short, almost half of respondents (48.4%) do not 
agreed that the performance of parliament has been 
achieved through downsizing. 

There are 34.5 percent thought that legislators 
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performed their duties for their own benefits or benefits 
of local factions, 26.9 percent agreeing that the legisla-
tors are seeking benefits of their own political parties, 
11.5 percent said the lawmakers are seeking the bene-
fits of syndicates or specific interest groups. Only 8.4 
percent believed the legislators are fighting for the ben-
efits of the people, and 5.6 percent agreed that legisla-
tors are working for their constituencies. In other words, 
there are only 14 percent respondents agreed that the 
lawmakers did their job for the public interest. In short, 
the image of legislators seeking their own benefits and 
ignoring public interests is still deeply impressed in the 
minds of the people. 

Moreover, 56.9 percent respondents were not sa-
tisfied with the performance of the ruling Kuomintang 
that controls a two-thirds majority in the Legislative 
Yuan, against only a 28 percent minority expressing 
satisfaction. Generally speaking, the degree of satisfac-
tion with the ruling party’s parliamentary performance 
is identical with the approval ratings of President Ma 
Ying-jeou. After Ma came to power, many people were 
dissatisfied with the legislative efficiency. The disap-
proval ratings rose from 49.4 percent in June 2008 to 
61.7 percent in October 2008. The ratings were up to 50 
percent on an average from July 2008 to February 2009. 
President Ma’s disapproval ratings averaged 50 percent 
(though lower in June and August 2008), peaking at 
67.6 percent in October 2008. Although there are 46.1 
percent respondents believed that the Kuomintang’s 
two-thirds majority in the Legislature Yuan would im-
prove the performance of the administration, another 
39.4 percent still did not think so. 

Altogether 27.6 percent of the respondents thought 
that Kuomintang legislators had only themselves to 
blame for their poor performance, 18.9 percent believed 
President Ma’s leadership was to blame, 16.5 percent 
convinced that the voters were responsible themselves. 
In addition, one out of every 10 respondents (10.5 per-
cent) blamed the Kuomintang chairman, while only 7.2 
percent held Wang Jin-pying, president of the Legisla-
tive Yuan, responsible for poor parliamentary perfor-

mance.2 

Another poll released by Global View on July 
2009 also found that 58.1 percent of the respondents 
were discontented with the performance of Kuomintang 
legislators, higher than the percentage in the March 
2009 poll. Only 23.1 percent expressed satisfaction. 

Conclusion 

The Legislative Yuan had its size halved in the 
parliamentary reform. However, a review of the per-
formance of the legislature in the past two years does 
not reveal that the parliamentary reform has a dramatic 
effect on the effectiveness in the Seventh Legislative 
Yuan. The people are still dissatisfied with the overall 
performance of the legislature after the reform, albeit 
there was a distinct decrease in its overall outlay. The 
money was saved by reducing the number of lawmak-
ers to 113 from 225. The annual budgetary allocations 
to the Legislative Yuan were cut by about one-fifth 
(18%). 

 

 

                                                      
2 The poll, conducted by the Global Views Survey

Research Center of Global View Monthly Magazi
ne, was released in March 2009. See website. ht
tp://www.gvm.com.tw/gvsrc/index.html 
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Foreign Relations of Japan under Hatoyama 

Tokyo’s Complicated Ties with Washington and Beijing 

HUNG, Chien-chao 

 
Abstract 

Yukio Hatoyama took office as premier in September 2009 after his Democratic Party of Japan had 
ended a half century of all but uninterrupted rule by the conservative Liberal Democratic Party. He is fac-
ing unenviable challenges on Japan’s diplomatic front. 

The greatest challenge is how to strike a balance in a complicated relationship among Tokyo, Beijing 
and Washington. Japan has to cope with a peacefully rising China as a new world power, while maintain-
ing its traditional pro-American policy, which is likely to be changed by the ongoing dispute over the re-
moval of the U.S. Marine air station at Futenma on Okinawa.   

Whether Hatoyama can walk the diplomatic tightrope without a fall remains to be seen. But the 
chances are that his Democratic Party may lose the election in the summer of 2010 for the Upper House of 
the Diet. If the Democrats fail to control the upper chamber, the Liberal Democrats may stall legislation in 
an attempt to topple the Hatoyama Cabinet. Recent polls show Hatoyama’s leadership is being questioned. 
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Introduction 

The Democratic Party of Japan won a landslide in 
the general elections on August 30, 2009 to end a little 
more than half century of almost uninterrupted rule by 
the conservative pro-American Liberal Democratic 
Party. Yukio Hatoyama, the DPJ leader, was then sworn 
in as prime minister to form a government that is trying 
to shift the focus of foreign relations to Asia where the 
People’s Republic of China is emerging an undisputable 
leading power.   

The hard task facing Hatoyama is how to continue 
to play second fiddle to Washington and Beijing in the 
region Japan still considers its economic backyards.  
Tokyo does not want that role, which, however, is being 
forced upon it as a result of a peacefully rising China 
and the erosion of the U.S. power to enforce the Pax 
Americana. Japan wants to play a role in world politics 
commensurate with its economic power. That is the role 
former Premier Junichiro Koizumi calls a “normal 
country” should assume. But the painful fact is that 
China is fast replacing Japan as the world’s second 
largest economy. Like it or not, Japan has to give up 
that wonted ambition. 

Can Hatoyama succeed in striking a delicate bal-
ance in Japan’s relations with the United States and the 
People’s Republic? It is quite unlikely. For one thing, it 
is next to impossible for Hatoyama to get Japan out of 
its economic doldrums in a year or two. As a matter of 
fact, Japan has not fully recovered from the economic 
bubble bust of the early 1990s. Its national debt has 
soared to a world record high 889 trillion yen or 1.7 
times its gross domestic product. Hatoyama – or any-
body else as prime minister for that matter – can dilute 
that much red ink.   

Another drawback is that the DPJ may lose control 
of the upper house of the Diet in 2010. Currently, the 
upper and lower houses are under its control, but it has 
a paper-thin majority in the upper chamber thanks to 
the support of its two mini-party allies. Should the 
economy fail to pick up, the chances being it won’t, the 

LDP now in opposition might come back to power in 
the upper house to stalemate the normal functioning of 
the government. It is that DPJ-induced impasse that 
finally toppled the LDP government of Taro Aso in last 
year’s general elections. 

Any change Hatoyama hopes to bring to Japan’s 
foreign relations may not come about. 

Hatoyama’s Ambition 

Prime Minister Hideki Tojo proclaimed a Greater 
East Asia Co-prosperity Sphere shortly after Japan de-
clared war on the United States after a sneak attack on 
Pearl Harbor on December 8, 1941. All areas under 
Japanese military control in Asia were included: China 
under Wang Qingwei, Manchkuo under Emperor Henry 
Pu Yi, the Philippines, French Indochina, Thailand, 
Malaya, Dutch Indonesia, Burma and the Japanese co-
lonies of Taiwan and Korea.  

Japan, north China and Manchuria were its indus-
trial base.  The other countries and area were to pro-
vide raw materials and form part of a vast consumer 
market, building a degree of economic strength that 
would enable Japan, first to meet and contain any 
counterattack from outside, and then, if all went well, to 
incorporate India, Australia and Russia’s Siberian 
provinces by further wars at a later date. That greater 
Japanese empire collapsed with Japan’s defeat in the 
Second World War. 

Paradoxically, Japan achieves its small Greater 
East Asia Co-prosperity Sphere not by military con-
quest but peacefully after the war. It became the undis-
putable leader in Asia economically. It served as the 
engine for economic development in Asia until the 
peaceful rise of China that ended the boast of Japan No. 
One or Japan Invincible. As China began to threaten 
Japan’s economic backyards, Prime Minister Junichiro 
Koizumi tried to revive the Greater East Asia 
Co-prosperity Sphere. He wanted Japan to keep its lea-
dership role in the Asian economy, with the help and 
support of the United States. He failed. Japan had to 
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accept a “co-leadership” role in the Ten-plus-Three free 
trade zone in Asia, which is expected o come into being 
in 2011 or 2012. It is an expanded version of the 
Ten-plus-One zone – the One being the People’s Re-
public – which emerged at the beginning of 2010. The 
Ten are those member states of the Association of 
Southeast Asian Nations (ASEAN), while Japan and 
South Korea form the other two of the Three. 

Koizumi’s Liberal Democratic Party (LDP) was 
voted out of power on August 30, 2009. The Demo-
cratic Party of Japan (DPJ) took over. The new DPJ 
government headed by Prime Minister Yukio Hatoyama 
has devised an East Asia community, a miniature 
Greater East Asia Co-prosperity Sphere. Hatoyama 
wants Japan to keep the industrial base of Tojo’s greater 
Japanese domain. 

Hatoyama broached his idea with Chinese Presi-
dent Hu Jintao when they met on the sideline of the 
U.N. General Assembly in New York on September 22, 
almost immediately after he was sworn in as prime mi-
nister. To his surprise, Hu agreed to work together to 
bring into being the East Asian community with South 
Korea as its third member.  Hatoyama also talked with 
South Korean President Lee Myong Bak, who sup-
ported the Japanese initiative. The foreign ministers of 
the three countries that formed the industrial base of 
Tojo’s Greater East Asian Co-prosperity Sphere met 
later to confirm cooperation in the fields of currency, 
commerce, finance, energy and the environment to 
create the community patterned after the now defunct 
European Economic Community, which has later 
evolved into the European Union.  

Despite Japan’s aggressive initiative, such a com-
munity will not come about in East Asia. The reason is 
simple. The ASEAN states are opposed to a bloc within 
their emerging Asia free trade bloc. They believe the 
projected community will divide the region into the 
richer North and the poorer South. 

The United Stats does not like the idea, too, be-
cause it is excluded, albeit Washington has not openly 

registered opposition. The fact is that the community 
has to invite the United States in sooner or later when it 
meets with the problems of regional security, and that 
defeats the primary purpose of the exclusive East Asian 
Group of Three. 

On the other hand, the promised trilateral coopera-
tion is tongue-in-cheek at best. Japan, after all, does not 
want to give up its long sole leadership in Asia, though 
it appears willing to play second fiddle to its economic 
giant neighbor it used to look down upon for more than 
a century since the Sino-Japanese war of 1894-95, at 
the end of which Taiwan was ceded by the Qing court 
in Beijing to the Land of the Rising Sun. Moreover, the 
People’s Republic can never forgive Japan for aggres-
sion that started with the Mukden Incident of 1931 and 
culminated in the military conquest of a large part of 
mainland China shortly before and during the Second 
World War. It was in this large mainly urban part of 
China where Japan installed a Quisling regime of Wang 
Qingwei, the leftist leader of Chiang Kai-shek’s Kuo-
mintang. No Chinese forget the Rape of Nanking or 
Nanjing at the end of 1937. That is why China is still 
deadly opposed to visits by Japanese government lead-
ers to the Yasukuni shrine in Tokyo, where Japan’s war 
dead, including Tojo and other war criminals, are hon-
ored.  

The Kingdom of Korea was annexed by Japan in 
1910, five years after Japan had won the Rus-
so-Japanese War to emerge one of the world powers.  
The Korean people do not like to work closely with 
their former colonial masters who treated them worse 
than their opposite numbers in Taiwan. 

The chances are that the Hatoyama government is 
unlikely to last long enough to get his smaller Greater 
East Asian Co-prosperity Sphere off the ground. His 
DPJ is an amalgamation of politicians of all stripes, 
ranging from leftists to neoconservatives. If the reform 
Hatoyama has promised could slog along, the party 
might be able to stick together. If not, the exorbitantly 
costly reform, which the country with the world’s 
highest public debt, totaling 889 trillion yen or 1.7 
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times its gross domestic product, cannot find more 
money to finance, would spell the downfall of the Ha-
toyama administration sooner than later. And the now 
down but not trodden LDP looks forward to winning 
the upper house elections in 2010. Its victory will lead 
to a split Diet, which hastened the end of the long LDP 
rule over Japan in 2009. 

Uncle Sam seems to know all this full well. That is 
probably why the United States is not alarmed or wor-
ried as Yatoyama continues to promote his smaller 
Great East Asian Co-prosperity Sphere. 

Friction with Washington 

President Barack Obama had a successful first 
encounter with a jittery Japanese Prime Minister Yukio 
Hatoyama in Tokyo. The American president did not 
stay long, less than 24 hours, and easily glossed over 
the touchy issue of the U.S. Marine Corps Air Station 
Futenma on the island of Okinawa, but tougher en-
counters lie in store between Tokyo and Washington. 

Obama took the easiest way out: he deferred the 
helicopter base issue, which basically is Japan’s domes-
tic one. Located in the center of Ginowan, a city of 
92,000 just north of Naha, Futenma was built on land 
seized by the U.S. Marines who conquered the Ryukyu 
Islands in May 1945. Its busy runways lie too near 
homes and a university and its flight paths run too di-
rectly over crowded neighborhoods that the United 
States initially agreed to move in 1996 after Okinawans 
had taken to the streets in protest against the rape of a 
12-year-old girl by three American soldiers. The Amer-
icans have a status of force agreement with Japan that 
needed their defense umbrella during the long Cold 
War. 

In 2006, Washington agreed to move the marines 
to Henoko, a less heavily populated part of Okinawa, 
by 2014 but Hatoyama has gone on the record by say-
ing the deal has to be renegotiated, because he had 
made a campaign promise to rid the island of GIs and 
leathernecks. Under pressure from Washington, Ha-

toyama is hesitating to start renegotiation. That does not 
sit well with the angry Okinawans, of course. Futenma 
is the most visible symbol of an unfair burden placed 
on the island chain that formed the Kingdom of the 
Ryukyus, a vassal to both imperial China and Japan 
under rule by the Tokugawa shogunate. Meiji Japan 
annexed the kingdom as the prefecture of Okinawa in 
1972. The Okinawans are still angry that they were 
treated as second-rate citizens of Japan and never forget 
that the Japanese garrison in Okinawa killed their rela-
tives and friends just to prevent a compromise of mili-
tary secrets as it had to withdraw in battle after losing 
batter in the face of the advancing American leather-
necks toward the end of World War II. 

More than 20,000 Okinawans had protested at 
Ginowan before Obama arrived in Tokyo for a brief 
summit meeting with Hatoyama where he promised to 
move “expeditiously” to settle the matter. Hatoyama 
said he does not understand the word “expeditiously” to 
bind him to a specific timescale. This puts him at odds 
not just with the Americans, but with his own foreign 
minister, Katsuya Okada, who took part in the 
high-level talks. Okada visited Okinawa to see for 
himself how the islanders view the base treaty. Ha-
toyama is sensitive to the feelings of Okinawans, most 
of whom oppose it and want the helicopters moved off 
the island altogether.   

Hundreds of Zengakuren students demonstrated in 
Tokyo, when Obama arrived. They demanded Yankees 
go home. What Obama did at his first official visit to 
the Japanese capital was to promise to set up a 
high-level working group to solve the Futenma issue.   

The Japanese are also angry at Washington, for 
Robert M. Gates, U.S. secretaryof defense, is consi-
dered to have tried to bully Tokyo into submission by 
warning any change in the Henoko plan may undo a 
broader agreement with Washington to move 8,000 
marines to Guam. Obama avoided the issue and seems 
to give Hatoyma time to assess the policies of the pre-
ceding LDP administrations, which were regarded as 
almost subservient to Uncle Sam. Koizumi, the last 
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long-serving LDP premier, followed policies that he 
professed were anchored on closest possible relations 
between Tokyo and Washington. He agreed to send 
Japanese troops abroad for a peacekeeping mission in 
Iraq and let Japan’s navy refuel U.S. warships in the 
Indian Ocean during the American war in Afghanistan. 
His three successors—Shinzon Abe, Yasuo Fukuda and 
Taro Aso – all tried to modify those ties in vain. The 
new LDJ premier wants a change. 

Japan under Hatoyma needs to create a more equal 
partnership. While he reaffirms Japan’s military al-
liance with the United States as the cornerstone of his 
foreign policy, the new premier calls for an end to 
Tokyo’s overdependence on Washington and is trying 
to reorient his country toward a resurgent Asia with a 
peacefully rising China at its center. In other words, 
Hatoyama does not want Japan to always follow so 
closely behind the United States. 

That is easier said than done. Washington accepted 
Tokyo’s pledge of US$5 billion in aid to Afghanistan 
which is linked to its decision to end the Japanese refu-
eling mission in the Indian Ocean, a concession to 
“underscore Japan’s prominent role” in the international 
arena, which is resented in a country that has the 
world’s highest national debt by far. Should the country 
fail to cure its chronic economic woes, the people 
would turn against the DPJ in the forthcoming upper 
house elections and the Hatoyama government might 
face the split Diet again, dashing his hope to keep his 
campaign promise to the Okinawans to rid them of the 
American air base. 

 Another thorny issue will crop up in no time.  
Hatoyama wants to reduce the subsidy Japan pays for 
the deployment of American troops. It is a chronic issue, 
which Uncle Sam used to – and could afford to – shrug 
off, but Hatoyama means business this time around.  
There is going to be a serious and divisive haggling 
between Tokyo and Washington, and the result is un-
likely to satisfy either. 

Still another is the renewal of the mutual defense 

treaty between Japan and the United States in June 
2010. The treaty, the anchor of Japan’s foreign and de-
fense policies, was ratified by the Diet while Nobusuke 
Kishi was prime minister. The ratification was rammed 
through the Diet by the LDP while the opposition So-
cialist Party of Japan staged a boycott. President 
Dwight D. Eisenhower was scheduled to witness it after 
he had paid a brief state visit to Taipei in 1960. Ike had 
to cancel the Tokyo visit after the Zengakuren had 
called a largest-ever anti-American protest rally and 
after the ratification, Kishi resigned as prime minister. 

Whether Washington will concede Tokyo an equal 
footing in concluding a new mutual defense treaty is 
open to doubt. The odds are that Uncle Sam wouldn’t.  
The United States, mired as it is in the quagmire of Iraq 
and Afghanistan, is attaching more importance to the 
Group of 20 than to the Asia-Pacific Economic Coop-
eration and an emerging new Asia bloc dominated by 
the People’s Republic. Or Hatoyama may lose credence 
by then with the opposition takes control over the upper 
house, making his leadership irrelevant. 

Hatoyma’s Fraternity Doctrine 

Ichiro Hatoyama, grandfather of the new Japanese 
prime minister, was pledged to a doctrine of fraternity 
in the conduct of Japan’s foreign relations while he was 
prime minister between 1954 and 1956. The elder Ha-
toyama formed the Democratic Party, which later 
merged with the Liberal Party to form the Liberal 
Democratic Party in 1955.   

Fraternity, one of the three slogans in the French 
Revolution, the other two being liberty and equality, 
implies treatment of others as friends on an equal foot-
ing. The elder Hatoyama could not apply the fraternity 
doctrine for he had to resign in 1955 for poor health.  
He was succeeded briefly by Tanzan Ishibashi, who 
quit in quick succession in favor of Kishi, who had Ja-
pan’s mutual defense treaty with the United States rati-
fied to begin the country’s overdependence on Uncle 
Sam for security during the Cold War. 
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Hatoyama’s grandson adheres to the fraternity 
doctrine, insisting that Japan be treated at least on an 
equal footing with the United States and the People’s 
Republic. Japan has to give similar treatment to the 
ASEAN countries as well. The younger Hatoyama, on 
the basis of that doctrine, wishes to recover what the 
Japanese call the Northern Territory from Russia. 

Japan used to provide massive financial and eco-
nomic assistance to China before its peaceful rise after 
Deng Xiaoping had opened the country up to the world.  
No such aid can be given the People’s Republic, for 
Tokyo cannot afford it and Beijing does not want it with 
strings attached. China is well to do enough to turn it 
down now. On the other hand, the pro-China policy 
Hatoyama has inherited from his three immediate pre-
decessors of Abe, Fukuda and Aso may turn less 
pro-China, simply because Tokyo does not want to be a 
mere sidekick in an emerging free trade zone of 
Ten-plus-Three in Asia.   

Potential strains in Japan’s relationship with the 
People’s Republic are easy to see. Essentially, the two 
countries are rivals. Japan wants to remain the sole 
leader in Asia, while China is going all out to replace it 
not just economically but militarily as well. Despite its 
no-war constitution, Japan has one of the most power-
ful defense forces in the whole of Asia. But it cannot 
match the defense spending the People’s Republic can 
afford. As the global financial crisis continues, Japan 
has to rely increasingly heavily on China economically. 
Hatoyama vows to address Japan’s wartime military 
aggression and build trust with China as well as South 
Korea and other countries Japan invaded or colonized. 
But the thriving trade ties between Japan and China 
belie a very complicated mix of rivalry and interdepen-
dence in which the two countries will remain locked in 
the foreseeable future. That relationship won’t change 
even after Hatoyama bows out. 

That is why Hatoyama is trying to develop better 
relations with ASEAN states, which formed a large 
segment of Tojo’s Greater East Asian Co-prosperity 
Sphere and recover the four Kurile Island s from Russia 

under his new policy of fraternity. Eisaku Sato, Kishi’s 
sibling brother, recovered the Ryukyu Islands from U.S. 
occupation in 1972 while he was prime minister. For 
that he was awarded the Nobel Peace Prize.   Ha-
toyama wants to get back Habomai, Kunashiri, Shiko-
tan and Etorofu, all occupied by the Soviets since the 
end of the Second World War in 1945. Technically 
speaking, Japan is still at war with Russia. Joseph Stalin 
ignored the non-aggression treaty between the Soviet 
Union and Japan to declare war on the latter a week 
before the end of the war, unleashing his Red Army to 
invade Manchuria, southern Sakhalin, and the Kurile 
Islands. No peace treaty has been concluded between 
the two countries. The Soviets did not sign the San 
Francisco Peace Treaty in 1951. Moscow has agreed to 
return the four islands closest to Hokkaido but reneged 
later. Hatoyama hopes to make Japan’s irredentist 
dream come true. He wishes he may become a Nobel 
Peace laureate like Sato. 

In Southeast Asia, Japan wants to win friendship 
of ASEAN countries, all of which were once occupied 
by Japan’s imperial army, so that they have a big broth-
er to turn to if and when they are twisted round Bei-
jing’s little finger.  

One thing Hatoyama cannot forget to do is to ex-
tend fraternity to Taiwan, which is not included in 
Tokyo’s new co-prosperity scheme and which Japan has 
taken for granted. 

Taiwan was a Japanese colony for 50 years. The 
Japanese believe, with some justification, they helped 
modernize their colony. They are convinced that the 
people of Taiwan owe them many a favor, which has to 
be returned, and President Lee Teng-hui and Chen 
Shui-bian have lived up to those Japanese expectations.  

Japan has to change that stance. Hatoyama cannot 
treat Taiwan as a banana republic, as Uncle Sam does 
with justification. After all, without the American help, 
there wouldn’t have been the Republic of China on 
Taiwan. But Japan doesn’t have any claim to semi- or 
quasi-suzerainty over Taiwan. Washington at least 
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promises help, if hostilities break out across the Taiwan 
Strait. Japan cannot, and does not want to, offer any 
assistance in Taiwan’s time of need. 

There are two issues between Taiwan and Japan in 
the post-LDP era that must be settled to their mutual 
benefit: a free trade agreement (FTA) and joint devel-
opment of resources in the East China Sea and under 
waters around the eight uninhabited islets known as the 
Tiaoyutais in Chinese and the Senkakus in Japanese.   

No FTA is possible, but similar arrangements have 
to be made under whatever title. While Taiwan was a 
Japanese colony, trade was a domestic one. There was 
no taxation of any kind. Taiwan still is one of Japan’s 
top trade partners. Arrangements must be concluded as 
soon as practicable with either side making concessions 
if needs be. 

The other issue is thornier. Taiwan and the 
People’s Republic claim an exclusive economic zone in 
the East China Sea, where the Chinese have already 
started collecting natural gas from under the sea. Japan 
insists there must be an overlapping of the economic 
zones. Tokyo should not forget it was Taiwan that first 
explored undersea oil resources in the zone. A trilateral 
meeting must be called to settle the issue for their 
common benefit. 

Taiwan, China and Japan claim sovereignty over 
the Tiaoyutais or Senkakus. Japan’s maritime defense 
force is patrolling the waters off the island group, but 
an initial agreement was reached between Taiwan and 
Japan to shelve the issue of sovereignty and jointly de-
velop the undersea resources. But the Japanese forbid 
Taiwan and Chinese fishermen to operate ten miles off 
the Senkakus. A new modus vivendi must be arranged 
among Taiwan, Japan and China so that they may 
jointly develop those resources. 

Though small, Taiwan is Japan’s best friend in 
many more ways than one. Hatoyama should apply the 
doctrine of fraternity in conducting relations between 
Japan and Taiwan. 

Conclusion 

Oswald Spengler predicted at the turn of the twen-
tieth century that the twenty-first century belongs to 
China. The prediction seems to be borne out, at least in 
Asia. Japan has to accept the realities and try to adapt 
itself to the changes in the region it used to consider its 
own backyards, just as Uncle Sam did and still does 
regard Latin America as his. 

The long-ruling Liberal Democratic Party was 
voted out of power in 2009. The new government of 
Prime Minister Yukio Hatoyama does not appear trying 
to adapt Japan to the changed laws of the game in the 
world arena.  He aims high but will not be able to re-
gain the past glories of the Land of the Rising Sun. 

There is little chance that Hatoyama can cure Ja-
pan of its economic woes in a year or two. The econo-
my will remain stagnant at best when the elections for 
the upper house of the Diet are held in the fall of 2010.  
The LDP has not been written off, like the Socialist 
Party that ruled postwar Japan twice, though briefly.  
The once mighty Socialists have shrunk into a small 
ally of Hatoyama’s Democratic Party of Japan.   

The LDP is likely to win the 2010 elections to split 
the Diet and do a quid pro quo against the DPJ. Hatoy-
ma may be forced to resolve the lower house ahead of 
schedule. Whoever succeeds Hatoyama cannot bring 
political stability back to a Japan that has to continue 
spending beyond its means despite its world record 
national debt, while trying to play the role of a “normal 
country” commensurate with its shrinking economic 
power. 

This new turn of political development may spur 
Japan on a new ultranationalism like the one that 
switched it on to an imperialistic expansion following 
the Great Depression.  

World War I brought an unprecedented prosperity 
to Japan. The Great Depression, that started with the 
stock market crash in New York in 1929, ravaged Japan 
to the extent that everybody blamed Westernization and 
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democracy – the country experienced the Taisho de-
mocracy in the liberal (Nine-teen-)Twenties – for all its 
economic and social woes. The growth of industry was 
helping undermine the attitudes proper to a discipline 
people as well as create new forms of extravaganza, 
nearly all imported from the West, while the moderni-
zation of the economy weakened the position of the 
farmer, society’s staunchest upholder of traditional be-
havior. In fact, dancehalls, luxury, political corruption, 
big business, trade unions, strikes, agrarian unrest and 
debased standards of every kind, all could be lumped 
together as results of overindulgence in foreign ways.  
They thus became a focus for the resentments of men of 
many different kinds. These men – conservatives, pro-
fessional patriots, agrarian idealists, advocates of state 
ownership and social revolutionaries – contributed to 
the rise of the aggressive ultranationalism of the 1930s.  
The country had only one stabilizing force, the military.  
Japan turned militarist to create a new empire.  

The situation in Japan now is not as bad as it was 
on the eve of its imperialistic misadventure. But it is 
going to turn worse before it turns better. The LDP may 
replace the DPJ in a couple of years at the earliest.  
But it simply cannot get the country back to prosperity.  
If the problem of a nuclear North Korea were not 
solved, Japan might easily go nuclear itself and begin a 
massive military rearmament like the one it did to get 
out of the Great Depression.  

The Japanese are a people who can make an 
about-face turn overnight. They did in the seventh cen-
tury by going all out to Sinicize themselves. They be-
gan Wesernization right after the Meiji Restoration of 
1867. They accepted Americanization after they lost 
their empire in 1945, following faithfully the tenets of 
the economic globalization, which is also known as a 
benevolent imperialism of the United States. They may 
revel, if they are convinced that they have no option but 
to turn ultranationalistic again. 
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Prospects for Cross-Strait Relations in 2010 

LIU, Helen Yi-ling  

 
Abstract 

Relations between Taiwan and China have improved since President Ma Ying-jeou 
was inaugurated in May of 2008. The relations have been reviewed in this paper. It also 
presents the prospects for the development of the now improved relations between both 
sides of the Taiwan Strait in 2010.  

Cross-strait economic and trade cooperation will be strengthened in the year to come, 
while sensitive dispute will be shelved to make it more fruitful to create a win-win situation 
for both sides. 
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I. Foreword 

Relations between Taiwan and China have im-
proved steadily since President Ma Ying-jeou was in-
augurated in May of 2008. There was a hitch. The 
Democratic Progressive Party invited the Dalai Lama to 
visit to pray for the victims of Typhoon Morakot. He 
was allowed to visit to the chagrin of Beijing. The op-
position party also invited Rebiya Kadeer, a Uighur 
independence leader, to visit Kaohsiung to attend a film 
festival, where a documentary of her life was scheduled 
to be shown, in an attempt to undermine the mutual 
trust between Taipei and Beijing. She was not allowed 
to visit, however.  

In this study, the developments in relations across 
the Taiwan Strait in 2009 are reviewed. It also presents 
prospects for new developments in 2010.   

II. 2009 Cross-Strait Relations in Retros-
pect 

1. Institutionalized Consultations  

The Straits Exchange Foundation (SEF) resumed 
dialogue with its Chinese counterpart Association for 
Relations Across the Taiwan Strait (ARATS) in June 
2008. Their chairmen, P.K. Chiang of the SEF and 
Chen Yunlin of the ARATS met in Beijing in April 2009. 
They signed three agreements to further improve rela-
tions between Taiwan and Mainland. Under the agree-
ments, both sides would jointly fight crime and provide 
mutual legal assistance, strengthen financial coopera-
tion, and increase regular direct flights across the strait. 
Consensus was also reached on liberalizatopm pf Chi-
nese foreign direct investment in Taiwan.1 

Another Chiang-Chen meeting was held in Tai-
chung on December 22, 2009. Three agreements were 

                                                      
1 Please refer to “Third Chiang-Chen Meeting,” Main-

land Affairs Council of the Executive Yuan, 
http://www.mac.gov.tw/big5/cnews/cnews980426.ht
m。 

signed for closer cooperation in establishing standards 
of industrial products inspection and certification, 
agricultural quarantine and inspection, and employment 
of fishing vessel crews. 

In addition, it was decided at the Taichung meeting 
that both sides would discuss a economic cooperation 
framework agreement (ECFA) and cross-strait intellec-
tual property rights protection in the first half of 2010.  

In November 2009, the two sides signed a memo-
randum of understanding (MOU) on financial services 
in Taipei and Beijing. The exchange of letters forma-
lized the MOU conclusion. The MOU took effect on 
January 15, 2010. 

The signatories of the MOU from the two sides 
avoided using their official titles which involved sove-
reignty issues, such as the “Executive Yuan” or “Chi-
na.” They used “for the Taiwan side” and “for the 
Mainland side” instead. For the Taiwan side, Sean Chen, 
chairman of the Financial Supervisory Commission, 
signed the agreement. For the Mainland side, three of-
ficials – Liu Mingkang, Shang Fulin, and Wu Dingfu -- 
inked the agreement on behalf of China's three regula-
tory agencies for banking, stocks and futures, and in-
surance, respectively. 

Unlike in the past, the signing of the MOU did not 
involve the SEF and the ARATS. It is a new model for 
concluding agreements between the two sides of the 
strait. Both the SEF and ARATS are quasi-official or-
ganizations charged with the conduct of substantial 
relations between Taiwan and China. The MOU was 
signed by representatives of the government agencies, 
albeit they were not so specified in the signed docu-
ments. 

2. High-Echelon Cross-Strait Interactions  

The Kuomintang (KMT) and the Chinese Com-
munist Party (CCP) inaugurated the Cross-Strait Eco-
nomic, Trade, and Cultural Forum in April 2005. Its 
fifth annual meeting took place at Zhangsha in Hunan 
Province in July 2009. A six-point joint recommenda-
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tion was offered. The six points included:  

a. Strengthening of cultural exchanges, cooperation in 
developing Chinese culture, and encouragement of 
the private sector to compile a Chinese dictionary; 

b. Closer cooperation in creative cultural industries to 
increase their international competitiveness; 

c. Promotion of cooperation in education, including 
mutual accreditation of diplomas and academic cre-
dentials and student exchanges; 

e. Negotiation for a cultural and educational exchange 
agreement; 

f. Promotion of media exchanges, including posting 
correspondents on a long-term basis; and 

g. Support for Taiwan businesses in China and coopera-
tion in energy conservation, environmental protec-
tion, and development of new energy.  

The KMT-CCP Forum has made contributions to 
cross-strait relations and reached 94 consensuses and 
decisions. It has also created a new direct channel of 
communication for top political leaders of the two sides. 
On July 26, after Ma Ying-jeou had been elected KMT 
chairman, Chinese President Hu Jintao, who doubles as 
CCP general-Secretary, cabled felicitations across the 
strait. The congratulatory message was received on July 
27 and Ma cabled in reply to thank Hu on the same day. 

Hu called himself “General-Secretary of the Chi-
nese Communist Party” and addressed Ma as “Mr. Ma 
Ying-jeou of the Central Committee of the Kuomintang 
of China.'' Hu stated that he hoped the CCP and the 
KMT could “cooperate to pursue the development of 
peaceful cross-strait relations and create a bright future 
for the Chinese nation.” Ma called Hu “Mr. Hu Jintao, 
General-Secretary of the Chinese Communist Party,” 
and expressed hope the two sides of the strait could 
“face reality, build mutual trust, shelve dispute, and 
create a win-win situation.” The exchange of messages 
between Ma and Hu was very short and simple but set a 
historic precedent in highest-level cross-strait commu-

nication.  

On October 17, 2009, the KMT held the eigh-
teenth national party congress, where Ma was sworn in 
as its chairman. Both the CCP and its secretary-general 
Hu extended congratulations to Ma, who sent a reply. 
The form of address was the same as on the occasion of 
Ma's election as KMT chairman. Ma and Hu are now 
heads of state and party leaders at the same time.  
Possibilities are that they may meet face-to-face as par-
ty leaders in the future. 

3. Economic, Trade, Cultural, and Travel Activities 

Trade between Taiwan and China totaled 
US$70.694 billion from January to November 2009.  
It accounted for 20.8 percent of Taiwan's international 
trade. Exports to China amounted to US$48.823 billion, 
26.6 percent of Taiwan's total sales. Taiwan imported 
US$21.871 billion worth of merchandise and services 
from China, 14 percent of its total import trade in the 
first eleven months of 2009. 2  

While campaigning in 2008, President Ma issued a 
cultural policy white paper, expressing hope that a joint 
venture would be launched to compile a grand Chinese 
dictionary. He hopes that such a dictionary could elim-
inate “language'' barriers between the two sides of the 
strait.  

On June 19, 2009, President Ma reiterated his 
proposal for the grand dictionary. The proposal was 
enthusiastically welcomed in Taiwan and China. It was 
placed on the agenda for the fifth meeting of the 
KMT-CCP Forum and made part of its six-point rec-
ommendation.   

The Ministry of Education is expected to allow 
Chinese students to study in Taiwan and accredit Chi-
nese diplomas and academic credentials in June 2010.  

                                                      
2 Please refer to “Year Comparison of ROC Imports & 

Exports,” Bureau of Foreign Trade under the Eco-
nomics Ministry, http://cus93.trade.gov.tw/FSCI/。 
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In the first stage, accredit credentials from 41 presti-
gious Chinese universities will be accredited. National 
universities in Taiwan will be allowed to admit Chinese 
students for advanced degree programs. Private univer-
sities may admit both undergraduate and postgraduate 
students. 

Altogether 972,123 Mainland tourists visited Tai-
wan from January to December 2009.3  During the 
same period, 1,516,087 Taiwan tourists visited the 
Chinese mainland.4 Agreement was reached between 
Taiwan and China to set up tourism offices on each 
other’s sides. 

Under the Agreement on Mainland Tourists Trav-
eling to Taiwan, tourism offices will be set up to supply 
quick, convenient, and effective services to tourists. 
The Taiwan Strait Tourism Association (TSTA) will set 
up an office in Beijing, while a similar office will be 
established in Taipei by and the Cross-Strait Tourism 
Exchange Association (CTEA).  

Fan Guishan, CTEA deputy chief secretary, heads 
its office in Taipei. The TSTA is represented in Beijing 
by Yang Ruey-tzhong, deputy chief of the Third Divi-
sion of the Secretariat of the Executive Yuan. 

Both the TSTA and the CTEA are quasi-official 
organizations representing Taiwan and China in negoti-
ations on cross-strait tourism.   

The Council for Cultural Affairs (CCA) an-

                                                      
3  Please refer to “Tourism Information Monthly,” 

Tourism Bureau of Ministry of Transportation and 
Communications, 
http://taiwan.net.tw/m1.aspx?sNo=0001178。 

4 Please refer to “Statistical Analyzing Data of Out-
bound Departures of Nationals of the Republic of 
China by December 2009,” Tourism Bureau of  
Ministry of Transportation and Communications, 
http://admin.taiwan.net.tw/statistics/File/200912/tabl
e19_200912.pdf。 

nounced on November 26 that it intended to set up an 
office in China. It also looks forward to negotiations 
between the SEF and the ARATS on an exchange of 
office with China in 2010. 

4. Track II Platforms  

From May 15 to the 22, the First Cross-Strait Fo-
rum was held in Fuzhou, the capital of Fujian Province, 
to turn a new page in the history of unofficial inter-
change between Taiwan and China. 

Taipei hosted another important forum on No-
vember 13-14. Known as ''Sixty Years across the Tai-
wan Strait,'' the conference was attended by academics 
on both sides of the strait, who exchanged opinions 
about the promotion of relations between Taiwan and 
China. Discussion was held on sensitive political, mili-
tary and diplomatic issues. No consensus was reached, 
but the open forum started what is known as a Track II 
platform for dialogue between think tanks of both sides 
of the strait. 

III. Prospects for Cross-Strait Relations in 
2010 

1. Guiding principles for the peaceful development 
of the cross-strait relations are to deal with 
''economic issues before political ones'' and easier 
issues before difficult ones.''  

Many issues that affect the day-to-day life of the 
people across the strait have not been solved. An ECFA, 
for instance, has yet to be signed to build up closer 
economic relations. Tourism and cultural exchanges are 
also priority issues that have to be solved as soon as 
practicable. Political issues should be placed on the 
back burner. Dialogue on them will still remain on the 
Track II platform in 2010.  

2. “Building mutual trust” and ''facing reality'' are 
key factors in future cross-strait relations. 

Building good relations between the two sides of 
the strait cannot be completed in a short time. The most 
important issue for the present is to enhance mutual 



 Prospects for Cross-Strait Relations in 2010  177 

trust. Although cross-strait relations have improved a 
great deal since 2008, the two sides still mistrust each 
other to a significant degree. They have to keep dialo-
gue going to build mutual trust first.  

One thorny issue is how to define cross-strait rela-
tions. One undeniable fact is that the Republic of China 
(ROC) exists on Taiwan. However, it is contested by 
the People's Republic of China (PRC). The ROC cannot 
be a ''normal'' country simply because the PRC does not 
face up to this reality. Consequently, the two sides of 
the strait must agree on ''non-mutual denial'' at the very 
least to further improve relations between Taiwan and 
China.  

3. A new era dawns on cross-strait relations. It is an 
''all-direction, multi-channel'' era. 

New channels of dialogue were opened between 
Taiwan and China in the second half of 2008. Dialogue 
is no longer limited to the SEF and the ARATS and the 
KMT-CCP Forum. These new channels, including the 
“Cross-Strait Forum” and the Sixty Years Across the 
Taiwan Strait Conference, belong to the Track II plat-
form which emerged in the second half of 2009.  

These unofficial cross-strait platforms provide ap-
propriate channels for think tanks to frankly discuss all 
types of issue. Moreover, as mutual trust is being built 
up, dialogue may begin on sensitive issues, political or 
military. Such dialogue will improve mutual trust to 
prepare for future formal negotiations on more compli-
cated issues.  

4. ''Seeking consensus and reconciling differences'' 
and ''creating a win-win situation'' are targets for 
the development of cross-strait relations in the 
short term. 

Guiding principles are to “lay aside disputes, seek 
consensus and shelve controversy.” Both sides of the 
strait have followed these principles to improve their 
relations. For example, they placed ''three direct links'' 
in place across the strait in the second half of 2008 to 
promote trade, investment and cultural exchanges.  

However, it is impossible for the two sides to lay aside 
controversial issues forever. As a consequence, they 
have to start communicating with each other on the 
controversial issues and try to reach agreement and 
resolve differences. They are expected to discuss and 
consult with each other about the controversial issues 
which have not been resolved.   

IV. Conclusion 

Developments in cross-strait relations in 2009 
were impressive. In addition to the SEF-ARATS meet-
ings and the “KMT-CCP Forum,” new channels of di-
alogue, the Cross-Strait Forum and the Sixty Years 
Across the Taiwan Strait, emerged as the Track II plat-
form in 2009. These new Track II channels have played 
the role as facilitators and pioneers.  

Moreover, since the KMT returned to power in 
May 2008, Taiwan has adopted a pragmatic policy 
vis-a-vis relations across the strait. It is expected that 
both sides will follow the guiding principles of “eco-
nomic issues before political ones” and “easier issues 
before difficult ones.” Furthermore, it is hoped that they 
would exchange opinions with the utmost of good in-
tention on more controversial issues to create a win-win 
situation for both by “maintaining commonality, while 
resolving differences.” 
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Abstract 

The Taiwan Relations Act (TRA) has contributed considerably to the stability and se-
curity of the Western Pacific over the past three decades. The People’s Republic opposes 
the Taiwan Relations Act as interference in its internal affairs. As Beijing still refuses to 
renounce the use of force of arms, the act has effectively held the other side of the strait in 
check on the one hand and prevented de jure independence of Taiwan on the other. The re-
silience of the TRA (Taiwan Relations Act) and the recent cross-strait detente have opened 
new opportunities for Taiwan, the United States and the mainland (of China) to pave a 
common path towards cooperation, instead of confrontation. This new equilibrium can re-
sult in a win-win-win situation for all sides. 
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On December 15, 1978 President Jimmy Carter 
appeared on national television to tell the nation of his 
decision to establish diplomatic relations with the 
People’s Republic of China as from January 1 in the 
following year. There was no national cheer for his 
normalization of relations with Beijing and his conco-
mitant diplomatic ties with the Republic of China on 
Taiwan. Instead there was a chorus of displeasure over 
the way Carter treated the Republic of China, one of the 
most faithful U.S. allies since the Second World War.  
The chorus echoed on Capitol Hill. 

The Carter decision was a fait accompli. Senators 
and Congressmen, both Democratic and Republican, 
were rightfully angry. As a result of Carter’s “contempt 
of Congress,” there emerged a broad bipartisan coali-
tion that, in the end, comprised nearly all lawmakers, 
who started holding public hearings on February after 
they had seen the administration’s “Omnibus Bill,” a 
draft piece of legislation governing the conduct of rela-
tions between the United States and Taiwan, in which 
there was no mention of any security guarantee for the 
island nation alone facing the threat of an invasion from 
the People’s Republic. That security guarantee was then 
written into what is known as the Taiwan Relations Act, 
adopted on March 28 and 29 by the House of Repre-
sentatives and the Senate and signed into law by Presi-
dent Carter on April 10. 

In reality, the Taiwan Relations Act was a treaty 
imposed by the Congress through legislation. Since it is 
the law of the land, Carter’s administration and those 
that have followed it have had to abide by in their con-
duct of relations with Taipei as well as Beijing.  
Without it, Taiwan would have been in the truly dire 
straits. As a matter of fact, it is an exceptional act on the 
part of the Congress concerned with the future of the 
people of Taiwan to compel Washington to see to it that 
peace prevails between them and those on the mainland 
of China. 

Legal Basis for Closer Taiwan-U.S. Rela-
tions 

There are only 17 articles in the Taiwan Relations 
Act. However, they provide an ample legal basis for 
economic, cultural and other substantial exchanges be-
tween Taiwan and the United States. Thanks to the 
Taiwan Relations Act, the Republic of China was able 
to keep its property and a very large amount of gov-
ernment bank deposits in the United States against Bei-
jing’s takeover attempt, while all the treaties and 
agreements between the two countries in force on De-
cember 31, 1978 have continued in force. Besides, as 
far as American law is concerned, Taiwan is considered 
a country and its government a foreign government.  
The Taiwan Relations Act has given birth to the Amer-
ican Institute in Taiwan, whose office in Taipei has 
taken over all the work of the U.S. Embassy in the Re-
public of China since March 1979, making it possible 
for the two countries to continue their relations unin-
terrupted. Taiwan set up the Coordinating Council for 
North American Affairs as its counterpart. 

In particular, the Taiwan Relations Act authorizes 
the United States to supply the Republic of China with 
sufficient arms and equipment to defend itself. In 1992, 
for instance, President George W. Bush authorized the 
sale of 150 F-16 fighters to Taiwan. When the People’s 
Republic started test-firing missiles across the Taiwan 
Strait in 1996, President Bill Clinton sent two aircraft 
carrier groups to waters near the island to show support.  
Beijing’s attempt to intimidate the people on Taiwan 
ready to reelect President Lee Teng-hui was thwarted.  
Lee was reelected with a landslide, thanks in part to the 
American show of support.  

One article in the Taiwan Relations Act reads:  
“Any effort to determine the future of Taiwan by other 
than peaceful means, including boycotts and embargoes, 
(is considered) a threat to the peace and security of the 
Western Pacific and of grave concern to the United 
States.” The act also stipulates elsewhere: “The United 
States will make available to Taiwan such defense ar-
ticles and defense services in such quantity as may be 
necessary to enable Taiwan to maintain a sufficient 
self-defense capability. … The President is directed to 
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inform the Congress promptly of any threat to the secu-
rity of the social or economic system of the people on 
Taiwan. … The President and the Congress shall de-
termine the nature and quantity of Taiwan’s defense 
articles and services based solely upon their judgment 
of the needs of Taiwan.” In addition, its Section 3 (c) 
directs the president “to inform Congress promptly of 
any threat to the security or to the social or economic 
system of the people of Taiwan and any danger to the 
interests of the United States arising therefrom.” 

On the other hand, the Taiwan Relations Act does 
not specify what action the United States will take 
when Taiwan is under what kind of threat the People’s 
Republic poses. This strategic ambiguity is quite im-
portant in the triangular relationship among Taiwan, 
China and the United States. It is also in the interest of 
the United States, enabling Washington to make the 
best decision for itself to solve security issues across 
the Taiwan Strait. Different administrations have made 
what they thought the best decisions to cope with dif-
ferent cross-strait security problems over the past three 
decades.  

The Taiwan Relations Act has a convenient flex-
ibility that proves beneficial. For instance, when ten-
sions mount across the strait and Taiwan is under threat, 
Washington can extend timely assistance to duly cope 
with the situation, albeit Taipei does not believe the 
United States will unconditionally offer troop support.  
That is why President Ma Ying-jeou pointed out at an 
international seminar in Taipei on April 12, 2009 the 
Taiwan Relations Act “is more than a convenient solu-
tion to a political dilemma. Its very existence changed 
the evolutionary course of cross-strait development by 
stabilizing the triangular relationship among Taiwan, 
the United States and mainland China. It serves to 
check mainland China by lessening the power disparity 
across the Taiwan Strait, while simultaneously con-
straining Taiwan from moving toward de jure indepen-
dence.” 

Changes in the International Situation 

The international situation has changed a great 
deal since 1979. The Cold War ended after the fall of 
the Berlin Wall in 1989. The Soviet Union disintegrated, 
while the United States has remained the sole world 
superpower. Terrorist attacks on New York on Septem-
ber 11, 2001 were followed by a U.S. invasion of Afg-
hanistan in search of Osama bin Laden of Al Qaida. 
The United States also declared an anti-terrorist war on 
Iraq.  But Washington’s unilateralist action has come 
under fire the world over, its image being seriously 
damaged. Then in September 2009 there was a financial 
meltdown in the United States, touching off the world’s 
worse economic crisis since the Great Depression of the 
1930s and causing a drastic change in the international 
politico-economic system. China has emerged a world 
political as well as economic power over the past dec-
ade. It has emerged a rival and a partner in cooperation 
of the United States. President Barack Obama is seek-
ing cooperation with China in solving grave interna-
tional issues. China is no longer the China when Wash-
ington and Beijing normalized relations 30 years ago. 

Bonnie S. Glaser of the Center of Strategic and 
International Studies points out one most conspicuous 
change in the triangular relationship among Washington, 
Beijing and Taipei over the three decades after the Tai-
wan Relations Act was signed into law is the fast rise of 
China as a world political and economic power. As a 
result, she adds, there is a change in the American lea-
dership in world affairs and China is bringing pressure 
to bear on the United States, particularly after the glob-
al financial and economic crisis occurred.   

The rise of the People’s Republic seems to have 
adverse effect on Taiwan its triangular relationship with 
the United States and China, tipping the balance in fa-
vor of Washington and Beijing. The fact, however, is 
that it helps develop a well-balanced and healthful tri-
angular relationship, especially after tensions across the 
Taiwan Strait eased after 2008 as President Ma had put 
into force his China policy, under which three direct 
links were set in place across the strait and Chinese 
tourists are allowed to visit Taiwan to expedite the de-



182  Taiwan Development Perspectives 2010 

velopment of closer interchange. Such a change contri-
butes to the improvement of the Asian and world situa-
tion.  

Meanwhile, some media reports contended that 
Americans were increasingly concerned that Taiwan 
was moving too close to China since President Ma 
came to office. Regarding this question, Douglas Paal, 
director of the American Institute in Taiwan from April 
2002 to January 2006, said in a luncheon keynote 
speech at the Taipei conference, “Undoubtedly there 
were Americans who hold that view but it is my consi-
dered judgment, borne out by extensive personal and 
professional experience, that these are not the view of 
civilians and uniformed officials in senior positions in 
the U.S. government.” The United States welcomes the 
easing of tensions and the peaceful development of 
relations between the two sides of the strait. 

Washington’s China Policy 

Washington’s China policy started undergoing a 
change under President Richard M. Nixon. He revived 
the question of Chinese recognition which Washington 
was almost ready to solve by recognizing the People’s 
Republic of China at the end of 1949 despite opposition 
from congressional Republicans. He wanted China to 
counterbalance the Soviet Union in the Cold War.  
That question was solved by President Carter, who 
switched diplomatic recognition from Taipei to Beijing 
in 1979. Four administrations followed that of Carter’s.   

Four documents are frequently cited as collective-
ly the legal foundation of the China policy of all of 
them. Aside from the Taiwan Relations Act, they are the 
1972 Shanghai communiqué, Carter’s normalization 
agreement with Beijing, and the August 17, 1982 
communique limiting U.S. arms sales to Taiwan. The 
four documents are not consistent; in fact, they contra-
dict each other. It is difficult to argue that there is con-
tinuity, much less a legal consistency, in U.S. China 
policy when reading the four documents. They were 
written by different organs of government, at different 
times, for different purpose. They are different docu-

ments, legally and otherwise. But there is one funda-
mental: the policy of one China. 

The People’s Republic insists that the Taiwan Re-
lations Act seriously interferes with its internal affairs.  
Beijing demands that the act be repealed but Washing-
ton has never complied. From a legal standpoint, the 
August 17 communique is the weakest. Ushered in by 
Secretary of State Alexander Haig, it was not signed or 
even initialed. Subsequently, President Ronald W. Rea-
gan stated that the communiqué was predicated on the 
assumption that the People’s Republic of China agreed 
to a peaceful solution to the Taiwan issue. Reagan also 
assured Taipei that the Taiwan Relations Act would not 
be amended. After Haig stepped down, the Department 
of State declared that the document does not provide for 
the termination of arms sales to Taiwan. The Congress 
adopted an unbinding resolution before the end of the 
1990s, proclaiming the precedence of the Taiwan Rela-
tions Act over the three communiqués. In another reso-
lution, passed only recently, the Congress reiterated the 
act as the cornerstone of U.S. Taiwan policy that aims 
at maintaining stability, security and peace across the 
strait. President Obama continues the one China policy 
and abides by the Taiwan Relations Act as well as the 
three communiqués.  

Conclusion 

The Taiwan Relations Act has contributed consi-
derably to the stability and security of the Western Pa-
cific over the past three decades. It helped Taiwan to 
cope with the crisis of 1996. That prompted Winston 
Lord, former U.S. deputy secretary of state for East 
Asian and Pacific affairs, to point out at a Taipei confe-
rence in April 2009 the Taiwan Relations Act “has 
proven to be one of America’s most important, effective 
and enduring legislative actions since World War II. It 
has preserved and enriched our bonds with a valued 
partner. It has helped maintain stability in the Western 
Pacific. And it has been vital for Taiwan’s security, 
prosperity and democratic evolution.” He added the 
cross-strait relations now are “the most steady and 
promising in sixty years.” The great improvement in the 
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relations was attributed to the wisdom of the leaders of 
Taiwan, China and the United States and their determi-
nation to maintain the status quo across the strait. 

The People’s Republic opposes the Taiwan Rela-
tions Act as interference in its internal affairs. As Bei-
jing still refuses to renounce the use of force of arms, 
the act has effectively held the other side of the strait in 
check on the one hand and prevented de jure indepen-
dence of Taiwan on the other. The contributions of the 
act are best summed up by President Ma, who said:  
“Undoubtedly, the resilience of the TRA (Taiwan Rela-
tions Act) and the recent cross-strait detente have 
opened new opportunities for Taiwan, the United States 
and the mainland (of China) to pave a common path 
towards cooperation, instead of confrontation. This new 
equilibrium can result in a win-win-win situation for all 
sides.”   
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Abstract 

The world’s first overseas Chinese school was founded in Indonesia in 1840. Hun-
dreds more have been established in overseas Chinese communities all over the world in 
the past 170 years. They all teach Chinese children overseas the Chinese language and 
Chinese culture. Like Jews in the Diaspora, overseas Chinese resist assimilation by the 
peoples of their host countries. They want their young generation to learn to be Chinese.  

Overseas Chinese supported the Chinese Revolution of 1911. They contributed in no 
small measure to the founding of the Republic of China, Asia’s first democracy where Han 
Chinese rule was restored. After its inception, the government of the Republic of China re-
ciprocated the support to help overseas Chinese communities develop and prosper. One 
best help that can be extended is to promote the teaching of Chinese and Chinese culture in 
school. The government has provided overseas Chinese schools with teaching staff and 
textbooks. 

A survey of overseas Chinese schools around the world is attempted. 
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Introduction 

One thing with which overseas Chinese are most 
concerned is how to give their offspring education in 
Chinese and Chinese culture. Generally speaking, 
younger overseas Chinese have little problem receiving 
education in the host country. Their parents encourage 
them to attend good schools in preparation for higher 
education. Learning Chinese, however, requires good 
teaching staff and better funding. Education in Chinese 
and Chinese culture is an enterprise to whose develop-
ment the whole overseas Chinese community has to be 
fully dedicated. 

Overseas Chinese Schools 

The West knocked at the door of China with the 
Opium War in 1839. A year before, the colonial author-
ities in the Dutch East Indies decreed all criminal cases 
involving overseas Chinese should be handled by Is-
lamic courts that had jurisdiction over the colonized.  
Punishment meted out by the courts was cruel, lashing 
and summary execution being often enforced. Overseas 
Chinese leaders in present-day Indonesia, who were 
concerned over the war in their homeland and worried 
about their loss of social status, met in Batavia,    
today’s Jakarta, to discuss how to stand united for 
self-protection. One decision they took at the meeting 
was to found an overseas Chinese association, which 
was charged with opening a school, where the medium 
of teaching should be Mandarin. The association then 
decided to send for teachers from China. It is the 
world’s first overseas Chinese school. 

Two years later, in 1842, a Federation of Malayan 
Chinese Assembly Hall was founded in Malaya. It set 
up the world’s second overseas Chinese school to teach 
the young generation Chinese and Chinese culture.  
Similar organizations and schools were opened in In-
dochina, the Philippines and elsewhere in the world.  
Those opened in North America made Cantonese the 
medium of teaching. 

The government of the Republic of China was in-

augurated on January 1, 1912. The government attached 
great importance to the Chinese education of overseas 
Chinese who supported the Chinese Revolution of 1911 
that toppled the Manchu Qing Dynasty and restored 
Han Chinese rule over China. In addition to supplying 
overseas Chinese schools with Chinese textbooks and 
teaching aids, the Ministry of Education helped fund 
the training of teachers and subsidized school construc-
tion. The largest budget item of the Overseas Chinese 
Affairs Commission today still is overseas Chinese 
education. 

Nationalism after World War II 

Nationalism prevailed in newly independent 
Southeast Asian countries after the Second World War.  
The former British, French and Dutch colonies imple-
mented policies that adversely affected overseas Chi-
nese education. In Indonesia, for instance, the govern-
ment under Suharto, who led a coup d’état to overthrow 
Sukarno in 1966, closed down more than 1,000 over-
seas Chinese schools, depriving those ethnic Chinese 
residents at the age of 50 or younger of their chance to 
learn and speak Chinese. Persecution of Chinese has let 
up since 2006, but overseas Chinese education in Indo-
nesia has been ruined. It takes much time and effort to 
resurrect overseas Chinese education in Indonesia. 

The Vietnam War broke out in 1959. The war 
spread to Laos and Cambodia and North Vietnam con-
quered South Vietnam in 1975, touching off an exodus 
of refugees, including large numbers of overseas Chi-
nese. The refugees settled in France, Switzerland, the 
United States, Taiwan, Australia and elsewhere in the 
world. Overseas Chinese refugees in their new host 
countries have organized a Federations of Vietnam, 
Cambodia and Laos Overseas Chinese Associations.  
The federation called annual conferences in different 
capitals, where it founded overseas Chinese schools.  
But in Indochina, where the communists ruled, over-
seas Chinese are persecuted and Chinese education was 
all but terminated. 

Overseas Chinese in the Philippines fared well 
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before its independence in 1946. But the first few pres-
idents resorted to Filipino nationalism to oppress over-
seas Chinese. A Nationalization of Retail Trade Law 
was passed in 1954 to make it mandatory for Filipinos 
to take over the retail businesses from overseas Chinese.  
The law did not affect the overseas Chinese much, 
however. They were able to upgrade their businesses, 
while the Philippines suffered an economic downturn 
for more than a dozen years. The Filipinization policy, 
for one thing, turned the Philippines into a net rice im-
porter from a net exporter. Overseas Chinese were 
compelled to naturalize and their schools Filipinized.  
It was President Ferdinand Marcos who repealed the 
law and made it possible for overseas Chinese schools 
to operate again.   

The Chiang Kai-shek School was opened in Ma-
nila by patriotic overseas Chinese in 1939, a year after 
Japan invaded China, to show support for their mother-
land at war. It had four departments: kindergarten, ele-
mentary, junior high, and senior high. After the Second 
World War, the school was expanded as the Chiang 
Kai-shek College, where Chinese and English are the 
media of teaching. At present, more than 2,700 students 
are enrolled at the college, which has three campuses.  
Plans are being prepared to upgrade the college to a 
university. 

Overseas Chinese are not discriminated against in 
Buddhist Thailand. Their prosperous leaders endowed 
the Huachiew Chalermprakier University in Bangkok, 
where over 9,000 students are now enrolled. Thai is the 
medium of teaching, for most of the overseas Chinese 
in Thailand have been fully assimilated. Young over-
seas Chinese do not speak Chinese. 

Chinese Education in Malaysia, Singapore, 
Brunei, and Myanmar  

The Federation of Malaysia was formed in 1963.  
Overseas Chinese are discriminated against in the fed-
eration where the Moslem Malay people enjoyed polit-
ical, educational and economic advantages. Overseas 
Chinese schools continue to provide Chinese education 

in Malaysia. Among them are the National-type Prima-
ry Schools and Independent Chinese High Schools.   

The discrimination against Chinese education was 
accentuated by the arrest of Sim Mow Yu, the most 
respected 75-year-old educator in Malaysia who op-
posed the government appointment of non-Chinese 
speaking Malay teacher as a top overseas Chinese 
school job. Sim was detained for more than 200 days 
for his opposition to the unwarranted appointment. 
Thanks to the untiring effort of educators like Sim, 
most of the overseas Chinese in Malaysia speak and 
write Chinese. 

Singapore declared independence in 1965. The 
majority of the people in Singapore are ethnic Chinese 
and Chinese education prevails. English is the medium 
of teaching in many schools. With the rise of China, the 
Singaporean government is attaching more importance 
to Chinese education. 

Brunei is an oil-rich sultanate in the Federation of 
Malaysia. There are 49,000 overseas Chinese in Brunei, 
which has a total population of 340,000. The Chinese 
minority are not discriminated against. Their communi-
ties in the rural area have established Chinese primary 
schools. In the capital of Brunei, two high schools – 
Chung Hwa (Chinese) Middle School and Chung Ching 
(Chiang Kai-shek) Middle School – were opened.  
Their combined enrolment tops 6,000. 

Myanmar is a closed country ruled by a military 
junta. It is economically backward, but overseas      
Chinese are not oppressed. Chinese education continues 
uninterrupted in overseas Chinese communities.  
Hong Kong and Macao were British and Portuguese 
colonies. Chinese education, popular before the colo-
nies were returned to Chinese sovereignty in 1997 and 
1999, has gone on without a hitch after the People’s 
Republic took over.   

Chinese Education in Northeast Asia 

Daido School was the first Chinese school in Ja-
pan, opened towards the end of the nineteenth century.  
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The school was small and tuitions and fees were high.  
Only rich overseas Chinese could send children to that 
school. When Dr. Sun Yat-sen was in Japan rallying 
support for a revolution, he had the Chuka gakko 
(Chung Hwa or Chinese School) set up in Yokohama 
with the help of overseas Chinese leaders in 1897.  
Another Chinese school was opened in Kobe near 
Osaka in 1899. Dr. Sun, founder of the Kuomintang and 
father of the Chinese republic, was back in Japan again 
after Yuan Shih-k’ai had turned the country back to an 
empire. Many of Sun’s followers came to Japan with 
him and started teaching at the Chinese School in Yo-
kohama. The Tokyo Chuka gakko (Chinese School) 
was opened in the Japanese capital in 1929. Another 
Chinese school was set up in Osaka in 1946. In 1950, 
overseas Chinese supporters of the People’s Republic 
opened a new Chinese school in Yokohama. It is known 
as the Yokohama Yamate Chuka gakko or Yokohama 
Yamate Chinese School. After Japan normalized rela-
tions with the People’s Republic in 1972, the Dobun 
gakko (Same Language School) in Kobe started flying 
Beijing’s national anthem. 

  After China began opening up to the West, 
many Chinese students have gone abroad for studies.  
Emigration started, too. The number of overseas Chi-
nese in Japan has grown fast. Most of young Chinese 
attend Japanese schools, but they elect to study Chinese 
at weekends. So do their counterparts in the United 
States, Europe and other parts of the world.   

There are over 20,000 overseas Chinese in South 
Korea. Chinese education is offered in full. There are a 
Chinese primary school and a Chinese middle school in 
Seoul. Chinese schools are run in Busan, Daegu and 
Deajeon in the Republic of Korea. Young overseas 
Chinese in South Korea stay away from Korean schools.  
After finishing secondary education, they come to Tai-
wan to study at colleges and universities. It is easier for 
them to do so, because the schools in South Korea they 
studied adopt Chinese textbooks published in Taiwan.   
This situation has remained the same after Seoul and 
Beijing normalized relations in 1992. 

Taipei Schools  

Taiwan began investing abroad in the last three 
decades of the twentieth century. Entrepreneurs made 
investments across the world in general and Southeast 
Asia in particular. Taiwan businessmen and profession-
als abroad are unlike overseas Chinese with permanent 
residence in their host countries. Their offspring living 
with them have to receive the same education as in 
Taiwan. That gave rise to the establishment of Taipei 
Schools. 

 The first Taipei School was opened at Penang, 
Malaysia in 1989. It is named the Chinese Taipei 
School Penang. Not long afterwards, the Chinese Taipei 
School Kuala Lumpur was founded. Two similar 
schools were later opened in Indonesia. They are called 
Jakarta Taipei School and Surabaya Taipei International 
School. The Thai-Chinese International was opened in 
Bangkok. The Taipei School in Ho Chi Minh City fol-
lowed in Vietnam. 

All these Taipei schools adopt textbooks used in 
Taiwan. All their teachers are recruited from Taiwan.  
As a result, children of Chinese businessmen and pro-
fessionals abroad can study alternately in schools in 
Taiwan and in the countries where they temporarily 
live.   

Conclusion 

Chinese education offered abroad has changed 
much over the past century and a half. Young overseas 
Chinese are taught the language and culture of their 
motherland. They are educated to espouse democracy 
and work for a Chinese cultural renaissance. Such edu-
cation influences Chinese students studying abroad. 

Tens of thousands of students have left China each 
year to study abroad over the past three decades. They 
went abroad in droves after the Tiananmen Square de-
mocracy movement, which was crushed on June 4, 
1989. Over a half million Chinese students are now 
receiving higher education outside China. These stu-
dents, like their overseas Chinese opposite numbers, 
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call for democracy in China and a Chinese cultural re-
naissance. 

 The governments and the people on both sides of 
the Taiwan Strait have to work together closely in many 
fields in the years to come. One most important field is 
Chinese education abroad, to which more joint efforts 
should be dedicated. 
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Abstract 

An economic cooperation framework agreement will be signed between Taiwan and 
China in May 2010. It is expected to prevent Taiwan from being economically marginalized 
in a newly formed free trade zone in Asia. 

China imports around 40 percent of Taiwan’s worldwide exports. With the ECFA in 
force, four fifths of the total exports from Taiwan will be tariff-free. Besides, more foreign 
direct investment will come to Taiwan from the European Union, North American Free 
Trade Area and Association of Southeast Asian Nations.  

The ECFA also is of help to Taiwan’s economic integration in East Asia. Its successful 
integration may make Taiwan a regional operation center in Asia and the Pacific.  
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I. Introduction 

Negotiations got under way for an economic co-
operation framework agreement between Taiwan and 
China at the beginning of 2010. It is one of the most 
important agreements Taiwan will sign to prevent being 
economically marginalized in Asia. This paper gives an 
overview of the ECFA which will help Taiwan turn 
itself into a regional operation center for multinational 
businesses in Asia and the Pacific. 

II. Definition  

An economic cooperation framework agreement 
(ECFA) is one of the most important pacts Taiwan 
plans to sign with China in 2010. It was first proposed 
by Ma Ying-jeou while he was campaigning for presi-
dent. He suggested that Taiwan sign a free trade agree-
ment (FTA) or comprehensive economic cooperation 
agreement (CECA) under the framework of the World 
Trade Organization (WTO). Hu Jintao, president of the 
People’s Republic and general-secretary of the Chinese 
Communist Party, agreed to conclude the CECA at the 
end of 2007.  

Taipei then changed the name of the agreement to 
ECFA. The new title was officially adopted by the Ex-
ecutive Yuan in January 2010. 

III. Contents  

The contents of the ECFA remain the same al-
though it has undergone changes of the title. The short-, 
middle- and long-term goals of the ECFA are as fol-
lows: 

1. Short-term Goal:  

To enable enterprises to fully use the resources on 
both sides of the Taiwan Strait to improve Taiwan’s 
economic capability and create job opportunities by 
reducing tariffs and removing trade as well as non-trade 
barriers, and investment barriers. 

2. Mid-term Goal:  

To enable Taiwan enterprises to internationalize 
themselves and to attract multinationals to invest in 
Taiwan to make Taiwan a regional operation center in 
Asia and the Pacific. 

3. Long-term Goal:  

To integrate Taiwan in the Asia economy and 
conclude arrangements similar to the ECFA with other 
countries of the world. 

On the other hand, the Ministry of Economic Af-
fairs (MOEA) has also prepared an Early Harvest Plan, 
under which with the agreement of both sides, tariffs on 
certain commodities and services will be reduced or 
removed and marketing restrictions totally lifted. 

The preamble of the ECFA and its five chapters 
follow:  

1. Preamble  

The long-term vision of the ECFA and its basic 
principles underlying the institutionalization of eco-
nomic and trade cooperation between the two sides of 
the Taiwan Strait will be stated. Both sides will con-
clude the ECFA on an equal footing and in line with the 
principle of reciprocation and emphasize their desire to 
cooperate in Asia as well as throughout the world.   

2. Chapter 1: General Provision 

There are two or three articles governing the aims 
of the ECFA, economic cooperation and liberalization, 
and the basic treatment the two sides should give each 
other.  

a. Aims: The ECFA aims at liberalizing bilateral trade 
in goods and services and strengthening cross-strait 
economic cooperation. 

b. Range: Trade in goods and services will be libera-
lized. An investment protection mechanism will be 
set up, while economic cooperation will be streng-
thened. Trade shall be facilitated and sensitive issues 
flexibly treated. 
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c. Others: Economic cooperation between thee two 
sides is strengthened in line with the spirit of the 
World Trade Organization charter. 

3. Chapter 2: Merchandise Trade, Service 
Trade, and Investment 

A timetable shall be set for concluding individual 
agreements on trade and investment. Under an Early 
Harvest Plan, agreements urgently needed to facilitate 
economic and investment cooperation will be con-
cluded as soon as practicable. Articles in this chapter 
include: 

a. Merchandise Trade 

A general guideline will be provided for to identify 
merchandise to be traded, set a timetable of negotiation 
for conclusion of relevant agreements, certify the coun-
try of origin, and offer trade relief. 

b. Service Trade 

A scheme for future negotiation will be provided 
for in line with the spirit of the WTO charter. 

c. Investment 

Facilitation and transparency of investment will be 
stressed. An investment protection mechanism has to be 
set up as soon as possible. 

4. Chapter 3: Economic Cooperation 

Economic cooperation is one of the most crucial 
issues. The range of cooperation covers trade facilita-
tion, investment, agriculture, customs inspection, pro-
tection of intellectual property rights, and certification 
of merchandise and food safety. 

5. Chapter 4: Early Harvest Plan 

Items to be imported with lower customs duty are 
listed. So are services to be traded. Altogether around 
500 items are listed. Among them are petrochemicals, 
textiles, machines and machine tools, automobiles and 
parts/components, and IC products. Bylaws will be 

written to lessen the adverse impact of imports from 
China on the interested industries in Taiwan. The by-
laws will forbid dumping and offer relief. Features of 
the Early Harvest Plan include: 

a. Merchandise Trade  

Among the items on the list Taiwan prepares are 
petrochemicals, textiles, machines, automobiles and 
automobile parts and components. China will list ex-
ports to Taiwan on which a customs duty of higher than 
3 percent is levied. 

b. Service Trade  

Taiwan will consider services China has underta-
ken to trade under free trade agreements it signed with 
other WTO member states and those it has promised to 
do so in line with the Doha Round free trade talks.  
Also to be considered are those Taiwan has promised to 
trade under the WTO framework, the liberalization 
promised being higher than that awarded China. Con-
sideration is given those service industries that will 
benefit from the trade in services or demand it. China 
wants to pay closed attention to how such trade 
proceeds.  

6. Chapter 5: Miscellaneous  

Bylaws of the ECFA will be enforced. They regu-
late the temporary prohibition of the importation of 
unsafe foods, arbitration, and amendments to the by-
laws as well as their repeal. 

IV. Benefits  

The Global Trade Analysis Project (GTAP) has 
been adopted by Taiwan as well as China to assess the 
impact of the ECFA on their respective economy.   

The Chinese Institute of Economic Research 
(CIER), commissioned by the Ministry of Economic 
Affairs, published a study on the impact of the ECFA 
on the economy in July 2009. The study concludes 
Taiwan’s gross domestic product will grow by 1.72 
percent, its exports and imports by 4.99 percent and 



194  Taiwan Development Perspectives 2010 

7.07 percent, respectively, and its social welfare bene-
fits by US$7.71 billion. If trade with China is totally 
free, Taiwan’s GDP will increase by 1.65 percent, its 
exports and imports by 4.87 percent and 6.95 percent, 
and its social welfare benefits by US$7.71 billion. (See 
Table 1) 

China’s Ministry of Commerce estimates a growth 
of the economy by 0.36 to 0.40 percent. When the 
ASEAN+3 free trade zone is formed, the Chinese 
economy will grow by 0.63 to 0.67 percent, while its 
social welfare benefits increase by US$9 billion to 
US$9.28 billion and its trade surplus goes up by 
US$5.9 billion to US$6.15 billion. (See Table 1) 

Table 1. Impact of ECFA on Taiwan and China 

 Impact on China (estimated 
by the Ministry of   

Commerce, P.R.C. ) 

Impact on Taiwan (estimated by the MOEA) 

Formula 1 Formula 2 Static simulation Dynamic simulation 
Circumstance 1 Circumstance 2 Circumstance 1 Circumstance 2

GDP（％） 0.63-0.67 0.36-0.4 0.28 0.24 1.72 1.65 
Total Exports (%) -- -- 3.45 3.36 4.99 4.87 
Total Imports (%) -- -- 6.01 5.91 7.07 6.95 

Terms of Trade 
(%) 

0.63-0.69 -- 1.62 1.63 1.41 1.42 

Social Welfare 
Benefits 

(Million USD) 

9,007.5-9,282.7 -- 4,281.5 4,291.6 7,771.0 7,710.9 

Trade Balance 
(Million USD) 

5,897.0-6,145.8 -- 756.5 778.8 1,779.4 1,757.9 

Source: 1.Evaluation of the Impact on ECFA, p.58, CIER (2009). 
2. Economic Daily newspaper, A9, 2009 Oct. 20, the summary of the Research on ECFA by the Ministry of 

Commerce of P.R.C.. 
Note: Circumstance 1: Taiwan reduces only customs duties on industrial products and maintains the status quo for 

farm products, while China removes customs duties on both agricultural and industrial prod-
ucts. 

Circumstance 2: Both sides reduce custom duties on agricultural and industrial products. 
Formula 1: influence of EFCA on China after taking the impact of China and ASEAN 10+3 into account. 
Formula 2: Eliminating the impact of China and ASEAN 10+3, only considering the impact of ECFA on Chi-

na. 

 
The signing of the ECFA will have a positive and 

constructive effect on the economy, social welfare, and 
trade surplus on both sides of the strait. If some of the 
hypotheses in the two estimates are the same, Taiwan’s 
GDP will grow by 1.65 to 1.72 percent, higher than that 
of China’s by 0.36 to 0.40 percent. It seems that Tai-

wan will benefit more than China by concluding the 
ECFA.  

The CIER also estimates the impact of the ECFA 
on foreign direct investment in Taiwan. It concludes the 
FDI will increased by US$8.9 billion in seven years. 
According to our research, experiences attained by the 
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European Union, North American Free Trade Area, 
Association of Southeast Asian Nations, and China af-
ter the conclusion of comprehensive economic coopera-
tion arrangements with Hong Kong and Macao show 
FDIs in all those countries concerned have increased by 

122.5 percent in three years after they signed free trade 
arrangements or agreements. That is much higher than 
the CIER estimate. At any rate, the ECFA after it is 
concluded is expected to bring more FDIs to Taiwan, 
where more job opportunities will be created as a result.  

Table 2. Impact of FTAs on FDI Inflow 

Take the NAFTA for example. Labor-intensive 
industries relocated to Mexico from the United States, 
where no import levies are collected. They take advan-
tage of Mexico’s low labor cost to manufacture prod-
ucts they import back to the United States tax free.  
European, Japanese and even Taiwan manufacturers 
have set up their factories in Mexico and sell cheaper 
products to the United States.  

If the ECFA signed, not only can Taiwan gain more 
macroeconomic benefits but also attract more FDI in-
flow, bolstering possibilities that it becomes a regional 
operation center in Asia. Moreover, more job opportun-
ities will be created to solve Taiwan’s unemployment 
problems after more FDIs flow in. 

V. Process 

FTAs work only when they are commonly benefi-
cial to their signatories. The ECFA, according to all 
studies, benefits both Taiwan and China. The signing 

and implementation of the ECFA should proceed as 
follows:  

1.Short-term Stage 

This is the stage for normalization of economic re-
lations between Taiwan and China. 

The two sides of the strait are both members of the 
World Trade Organization. Their economic relations 
have to be those between the WTO member states.  
They are not so at present, however. As a consequence, 
these relations have to be normalized in line with the 
WTO charter.  The ECFA kicks off the normalization.  

In this stage, existing trade regulations that are not 
in line with the WTO norm will be eased. For instance, 
restrictions Taiwan places on certain imports from Chi-
na or bans on Chinese foreign direct investment have to 
be lifted. Chinese tourists have to be allowed to visit 
Taiwan. Memorandums of understanding have to be 
signed for mutual financial supervision. Agreements 

Unit：%
Change of FDI inflow after 
RTA 

EU NAFTA ASEAN-China 
FTA 

China-HK 
(Macau) 

CEPA 
EU 39.4 -- -- -- 
Join Finland, Sweden, and 
Austria 

271.65

Join Middle-East Europe 133.76
Average growth rate of 
FDI Inflow  

148.27 189.23 67.46 85.02 

Increasing rate of FDI 
Inflow after RTAs 

122.50 

Sourced: Lin and Tan (2009), ECFA and the cross-straits investment, p.150. 
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have to be concluded for settlement, taxation, and pro-
tection of investments.  

To mitigate the adverse impact of the trade libera-
lization, a mechanism has to be set up to protect certain 
industries on both sides of the strait. In case the impact 
is severe, trade in certain products may be suspended to 
give the affected industries a respite to recover.  

This stage is marked by a transition from 
“WTO-minus to WTO.”  

2. Middle-term Stage 

The second stage is a transition from “WTO to 
WTO-plus.” 

After normalization of economic relations, the two 
sides will strengthen their cooperative relationship by 
taking measures that give more benefits than are avail-
able under WTO arrangements. The extra benefits can 
accrue one way or both ways. For instance, the IT in-
dustries of the two sides are competitive; they will both 
benefit from the removal of tariffs on their products.  
The removal benefits both ways. On the other hand, 
China may remove duties on farm products imported 
from Taiwan or lower the FDI threshold for Taiwanese 
entrepreneurs. It is a unilateral decision on the part of 
China. It benefits only one way. China may also award 
conditional reprieve from anti-dumping sanctions to 
Taiwan to prevent trade dispute.  

3. Long-term Stage 

In this stage, trade between Taiwan and China will 
be totally tax free, while the former will make free trade 
arrangements with other countries. 

Both sides of the strait will be free trade zones, 
where, however, trade in certain items may be restricted.  
In the meantime, they may conclude free trade agree-
ments with other member states of the WTO. As a mat-
ter of fact, Taiwan should seek free trade arrangements 
with such countries as Singapore, the United States and 
Japan to ensure a better division of labor with China. 
Both Taiwan and China should join in regional eco-

nomic and trade organizations. 

VI. Conclusion 

As a colossal free trade area is being created in 
Asia and the Pacific in 2010, Taiwan urgently needs to 
sign the ECFA with China in the first half of the year. 
The ASEAN+1 came into being on January 1, 2010.  
It will be followed by the ASEAN+3 and the 
ASEAN+5. Taiwan has to conclude the ECFA to sur-
vive economically. 

China imports 40 percent of Taiwan’s worldwide 
exports. With the ECFA in effect, one fifth of Taiwan’s 
exports will be tax free. On the other hand, Taiwan can 
attract more foreign direct investment and create more 
job opportunities. Taiwan will not be economically 
marginalized in Asia and the Pacific. 

Besides, a large inflow of FDI will help make 
Taiwan a regional operation center in Asia of multina-
tionals across the world. Taiwan may be integrated with 
the East Asian economy and continues to expand free 
trade arrangements with the rest of the world. 

It is recommended that the government prepare 
comprehensive as well as detailed plans to conclude the 
ECFA in May 2010 and improve public information to 
make the ECFA fully understood by the people. 
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Taiwan’s Monetary and Financial Policies in    

Post-Financial Tsunami Era 

HSU, Chen-min, LIAO, Chih-feng  

 
Abstract 

This study assesses the impact of the global financial tsunami on Taiwan’s monetary 
and financial system, and explores the trend of regulatory reform and monetary policies in 
the United States and the European Union in 2009. The research is intended to shed light on 
Taiwan’s monetary policy in the post-financial tsunami era. Its monetary system took a 
lesser hit, compared with Europe and the United States, but its stock market had crashed 
due to the financial globalization. Moreover, the financial system is on a rough road be-
cause the dwindling export demand is threatening a real growth of the Taiwan economy. 
The government took several measures to mitigate the adverse impact of the silent tsunami. 
Such measures included an activation of the National Stabilization Fund to support the 
stock market, a relaxation of restrictions on inter-bank loans, a lowering of rediscount rates, 
issuance of consumers’ vouchers, an expansion of domestic demand, an offer of full gov-
ernment guarantee for all bank deposits and what is commonly referred to as a “Three Pil-
lars Policy.” 

These rescue measures proved effective as relations between Taiwan and Mainland 
China as well as the international financial situation began to improve. Taiwan’s monetary 
and financial system stabilized in the first quarter of 2009. However, challenges still ab-
ound.  

In tandem with the European Union, the United States announced a financial regula-
tory reform in June 2009, highlighting macro-prudential supervision to restructure financial 
regulatory authorities to offer better consumer protection. Similarly, Taiwan can formulate 
a set of regulatory policies to protect consumers as well as investors. The Central bank 
should readjust its monetary policy in line with the new regulatory reform. 
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I. Introduction 

The financial tsunami triggered by the U.S. sub-
prime mortgage crisis swept the whole world and took 
its toll on the global economy in the second half of 
2008. After hitting the rock bottom, the economy 
showed signs of a recovery at the beginning of 2009. 

In retrospect, during the silent tsunami, large 
American and European financial institutions expe-
rienced a liquidity crisis and adopted a de-leveraging 
strategy to sustain a healthy capital adequacy ratio, but 
with the spreading credit crunch, the crisis began to 
affect the real economic growth. 

Taiwan adopted a different approach. Its financial 
institutions followed a set of more restricted regulations. 
The financial instruments were less complex and faced 
a less leverage risk. The impact of the worldwide crisis 
had a smaller impact on the Taiwan economy. On the 
other hand, a small open economy like Taiwan relies 
heavily on exports for growth. As a consequence, the 
financial industry was hit indirectly as world trade 
dwindled. (See Figure 1 and Table. 1.) 

Taiwan enforced a series of rescue measures to 
cope with the challenges of the post-financial tsunami 
era. The measures proved effective as relations between 
the two sides of the Taiwan Strait and the international 
financial situation began to improve. Taiwan’s mone-
tary and financial system stabilized in the first quarter 
of 2009.  

The trend of financial regulation across the world 
is reviewed in this study to identify research in relation 
to the impact of the latest financial crisis. Taiwan’s fi-
nancial system is analyzed, and so is the current opera-
tion of financial institutions in the post-financial tsu-
nami era. The rescue measures the government took are 
then discussed. Recommendations are also offered for 
Taiwan’s long-term monetary policy. 

II. Trend of Monetary Regulation  

Two tendencies in monetary regulation across the 

world are identified. They are the worldwide tendency 
in monetary policies and tendency in regulatory poli-
cies. The future development of the worldwide trend of 
monetary regulation is also explored. 

1. Tendency in Monetary Policies 

a. Securitized Financial Instruments and Its Impact 
on Monetary Policies  

There has been a prolonged innovation in the fi-
nancial market, especially in the major industrialized 
countries since the 1980s. Firstly, there are the recent 
non-bank loans, challenging traditional monetary poli-
cies, with the emerging of “shadow-banking＂, such 
as private equity and hedge funds. According to the 
statistics compiled by Jin-chuan Tuan (2009), the total 
loans held by the U.S. banks only amounted to US$10 
trillion before the outbreak of the financial crisis of 
2007. The non-bank loans, however, have reached a 
surprising US$6 trillion. These non-bank financial in-
stitutions, representing the anti-bank movement, have 
posed a threat to the financing business of commercial 
banks. 

Secondly, the traditional loans of the U.S. com-
mercial banks to the total assets ratio have declined 
drastically in the past 20 years. During the 1960s, the 
loans-to-assets ratio exceeded 90 percent, but dropped 
to 60 percent in 2000. Though the ratio went down, yet 
the investment ratio of securitized financial instruments 
went up (mainly structured bonds). This indicates a 
shift in bank portfolio composition. 

Through open market operations, the required re-
serve ratio and rediscount rate policies, the central bank 
can control people’s confidence in currency. But with 
the rising of non-bank loan system and asset securitiza-
tion, those in need can acquire funds by way of these 
financial instruments, whereas asset securitization pro-
vides a way for commercial banks to recycle funds and 
expand its credits. If the central bank disregard an array 
of innovations in the financial market, monetary poli-
cies can no long adequately control credit and currency. 
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Then, an asset bubble is likely to burst. 

During the outburst of the financial tsunami, the 
Fed and BOE (Bank of England) increased the market 
liquidity, loosened the grip on monetary policy, en-
forced traditional monetary policies to extend loans 
through authorized securitized instruments, and made 
instruments purchasable through markets. These meas-
ures proved they were fully understood of securitized 
instruments and their impacts on monetary policies. 

b. Monetary Policies and Asset prices 

According to Hsu (2006), the principal objectives 
of monetary policies in different countries include: em-
ployment, economic growth, stable prices and interest 
rates, as well as stability in financial and foreign ex-
change markets. Monetary policy and its macroeco-
nomic influence, nonetheless, are a long and sophisti-
cated process, which does not lead directly to the at-
tainment of the above-mentioned objectives. It may 
take time, up to one quarter or one to two years, to 
achieve the goals after the implementation of such poli-
cies. If central banks had to first prove their policy ef-
fective before taking actions, they would unloose the 
window of opportunity. They have to choose financial 
variables between the policy instruments and its out-
come to determine an applicable policy. These variables 
serve as an indicator for the policies, which will be 
used by the central banks to accomplish final objec-
tives. 

There are two types of policy indicators. The first 
one, where the variable has direct impact on the objec-
tive, such as money stock (M1B or M2), long-term in-
terest rate (including government bond yield rates, cor-
porate bond yield rates or long-term lending rates) and 
bank credit. These variables are also called the central 
objective of monetary policy. The second type of indi-
cators shows how policy instruments directly affect the 
variables, such as high-powered money, rediscount 
rates, monetary reserves, Treasury bill rates, Fed funds 
rates, and offered rates. These variables are also known 
as the operational objective of monetary policy. Figure 

2 illustrates the connection among policy instruments, 
operational, central and policy objectives. 

Financial liberalization and globalization in the 
1980s painted a rosy outlook for the world’s financial 
market. They had resulted in macroeconomic changes. 
The current policy only to promote stable prices is not 
satisfactory. Mishkin (2008) pointed out that an asset 
bubble accommodates reckless credit expansion and the 
result is a financial turmoil that may drive the economic 
system to a collapse. When asset prices rise sharply, the 
accumulated wealth boosts consumption, resulting in an 
economic growth due to the surge in commodity prices. 
Although monetary policies should not interfere with 
asset prices, one must consider the feedback loops be-
tween fluctuation in asset prices and credit expansion, 
avoiding huge changes in prices and aggregate con-
sumption. 

2. Tendency in Regulatory Policies 

Regulatory reform is under way in many countries. 
The United States and the European Union initiated 
regulatory reforms in June 2009. The United Kingdom 
published a white paper on financial reform in July 
2009. These reforms in Western countries are hig-
hlighted by the following four points: 

a. Macro-prudential Supervision and Mi-
cro-prudential Supervision in Financial Regula-
tion. 

Macro-prudential supervision is a regulatory sys-
tem that all countries are urging in the aftermath of the 
financial crisis. Through observation, financial authori-
ties cannot rely solely on individual institutions’ regu-
latory bodies to stabilize the financial system; i.e. mi-
cro-prudential supervision. In order to protect a country 
from the contagious effect of globalization, the authori-
ties must consider the financial complexity and sys-
temic risk, risk evaluation and mitigation strategy for 
the linkage of entire financial industry, the ma-
cro-economy and the global financial market. This is 
the concept of macro-prudential supervision. 



200  Taiwan Development Perspectives 2010 

The United States and the European Union put the 
Federal Reserve System (Fed) and European Systemic 
Risk Council (ESRC) in charge of systemic risk evalua-
tion to reinforce the role of macro- prudential supervi-
sion. On June 17, 2009, President Barack Obama’s ad-
ministration released a financial reform draft, in which 
the Fed will get new power to monitor big financial 
firms that pose systemic threat. The ESRC has the au-
thority to oversee and when needed, contain systemic 
risk with drastic measures. In addition, the British white 
paper on financial reform heralded a Council of Finan-
cial Stability, a tripartite regulatory system, bringing 
together the Treasury, the Bank of England and the Fi-
nancial Services Authority (FSA). 

b. Restructuring the Financial Regulatory Frame-
work 

The current U.S. regulatory framework consists of 
different regulatory bodies which separately supervise 
the banking, securities exchange and insurance. The 
federal government watches over the financial regula-
tory institutions. There are five bank regulatory agen-
cies, one regulatory council for securities and another 
for the futures market. Still another oversees insurance 
associations. In addition, each of the state governments 
has its own financial regulatory agencies, causing au-
thority contestation. That led the United States to de-
cide to integrate the Office of Thrift Supervision (OTS) 
and the Office of the Comptroller of the Currency 
(OCC) into one institution which regulates the banks, 
namely, the National Bank Supervisor (NBS). 

The EU would also found two financial regulatory 
institutions, with the ESRC tasked with the ma-
cro-prudential supervision and the European System of 
Financial Supervisors (ESFS) to provide mi-
cro-prudential supervision. For further integration of 
the regulatory system, the ESFC set up three regulatory 
committees to supervise the banking, securities and 
insurance markets of all member countries. 

c. New Financial Instruments and Investment Man-
agement   

The importance of financial instruments, hedge 
funds and private funds, has grown over the years; 
hence, investment management is the key point for 
global financial reform. The G-20 summit issued a 
statement in April 2009, proclaiming new rules to rein 
in hedge funds, and to develop new transparent and 
standardized financial products. Furthermore, the 
American financial reform proposal in June 2009 put 
the Securities and Exchange Commission (SEC) in 
charge of the hedge fund regulation in accordance with 
the Investment Advisers Act. The SEC and CFTC 
(Commodity Futures Trading Commission) are still 
responsible for the financial products management. 

d. Consumer Protection 

Protection is offered to small investors, who lack 
the expertise to handle their investments, and save the 
professional and institutional investors. Disputes will 
naturally arise with the increase in the complexity of 
many financially engineered investment products. Ac-
cording to the law, one should protect the bona fide 
third-party and the weak; that is why all countries are 
starting to value the importance of protecting consum-
ers. The United States proposes to establish the Con-
sumer Financial Protection Agency (CFPA), empower-
ing it to protect consumers’ savings, credits and in-
vestments. 

e. Role of Central Banks 

Central banks are independent. They are supposed 
to enforce objective monetary policies, playing the role 
of a final financer. Now, however, they are also respon-
sible for monetary regulation in some countries like the 
Fed in the United States and the MAS in Singapore. 
Will they compromise the independence of monetary 
policies? Or will they facilitate financial stability? After 
the crisis, the Fed was asked to expand its regulatory 
role. 

Masciandaro and Quintyn (2009), in a survey of 
the operations of central banks in 102 countries, applied 
a Central Bank as Financial Authority (CBFA) index. 
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Figure 3 shows only eight central banks preside over 
their entire regulatory system (CBFA index = 4), while 
46 others are just responsible for regulation of banking 
(CBFA index = 2). 

Most central banks share the responsibility of 
monitoring the financial system, but given the insepar-
able relationship between banking system and monetary 
policy, a large number of the sampled countries have 
their central banks to regulate banking. 

III. Taiwan’s Monetary System in the 
Post-Financial Tsunami Era  

After the insolvency of Lehman Brothers, which 
gave rise to higher liquidity risk, the Central Bank cut 
the prime rate six times from October 2008 to March 
2009, a total of 2.375 percent (Table 2). 

A lower interest rate allows individual and corpo-
rate borrowers to qualify for a higher loan, but banks 
failed to expand lending. One reason is that banks ap-
plied strict lending procedures. Another is that the de-
cline in private investment and consumption led to a 
lower demand for bank loans. The all-time low interest 
rate also indicates the inundation of bank capital. 
However, this situation did not stimulate capital needs. 
If the tight money approach was coupled with the 
slump in private capital demand, neither investment nor 
consumption could be boosted. People might find 
themselves in a liquidity trap, even with an interest rate 
at zero. 

Although banks cannot expand credits, there was 
an upsurge in M1A, M1B and the M2 annual rate. (See 
Figure 4.) Central banks around the world started to cut 
rates after the U.S. financial meltdown. Besides, as 
overseas banks collapsed one after another, forcing 
domestic investors to withdraw cash, a net capital in-
flow resulted in Taiwan. 

The ratio of the deposit to GDP is 1.6, while that 
of the loan to GDP is 1.3. Thus, there is excess loan 
supply over deposit. With a near-zero interest rate in 
place, savings account holders are earning less. Con-

sumer spending was discouraged as well.   

Figure 5 shows a significant surge in annual depo-
sit growth after July 2008. But the lending and annual 
investment growth remained low, thanks to a rate-cut 
policy, loan delinquencies and investors’ lack of confi-
dence.  

In the current financial market institutional lending 
and investment were declining, while deposits rose. The 
excess funds in banks is the sign for dire financial 
straits. 

IV. Financial Institutions and Their Opera-
tion in Post Financial Crisis 

People in Taiwan did not invest heavily in over-
seas securities and derivative instruments. That is why 
Taiwan suffered lesser hit during the global financial 
crisis. According to the U.S. Treasury statistics (Table 
3), the long-term marketable securities Taiwan invested 
in U.S. amounted to $147.389 billion (including stock, 
long-term government bonds, institutional and corpo-
rate bonds). Taiwan held US$647.09 billion worth of 
American government bonds. Its stock holdings, ageny 
ABS and corporate ABS totaled US$109.08 billion, 
US$361.69 billion and US$5.67 billion, respectively. 

Taiwan’s financial institutions, however, suffered a 
serious loss due to a slump in asset prices. Banks had to 
cope with a higher loan default risk while facing a 
shrinking economy, and it was hard to make money in a 
crashing stock market. Moreover, the low interest rate 
spurred a rise in insurance reserves, and along came the 
additional operation costs for the insurance industry. An 
overview of the current operation of financial institu-
tions in the post-financial tsunami era follows. 

1. Weak Fundamentals in Financial Holding 
Companies 

After the crisis, Taiwan’s financial holding com-
panies showed signs of fundamental weakness. There 
are two reasons. One is that some private financial 
holding companies were misled in the second financial 
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reform President Chen Shui-bian launched at the be-
ginning of his second term. They tried to incorporate 
other companies by introducing foreign private funds 
tied to U.S. investment banks. As a result, they were hit 
hard when the American financial meltdown occurred. 
Another reason is that other financial holding compa-
nies made bad investments in stock markets and struc-
tured notes. 

2. Lower Bank Profits 

Sixteen new banks were opened in 1991-92. 
Competition increased. All banks – new, old, foreign 
and domestic – compete against each other in the depo-
sit and loan markets which does not expand. They ap-
peal to customers by lowering banking rates to sustain a 
stable growth and contend with their rivals. As a result, 
the gap between borrowing and lending rates narrowed. 
The weighted average rate of borrowing and lending 
went down from 3.11 percent in the first quarter of 
2000 to 1.11 percent in the second quarter of 2009. If 
we deduct the profit-seeking enterprise income tax and 
stamp duty, the actual spread is under 1.1 percent. It is 
markedly low. 

The over-expansion and over-competition led to 
lower bank profits and business overlaps. Over half of 
the banks hold less than a market share of less than 1 
percent. To solve this problem and bring in clients, 
banks went the extra mile in marketing, providing bet-
ter service and giving discounts in basic, transfer and 
guarantee fees. Higher cost, however, cause lower prof-
it. The rivalry revived Taiwan’s financial market, but 
also stripped the banks of their profit. 

Bank profits hit an all-time low in 2008, recording 
NT$132.33 billion in loss in September and 156.15 
billion in December. Fitch, the international credit as-
sessment institute, announced in August 25, 2009, that 
the banking industry in Taiwan was looking at a NT$30 
billion loss in 2009. Table 4 shows the rate of return on 
assets and shareholders’ equity, suggesting a decline in 
bank profits. 

3. Outlook on Default Risk 

Taiwan’s bank asset quality is not deteriorating 
(Tables 4, 5) but banks have found themselves hitting a 
wall when operating in the serious economic downturn. 
There has been a higher default risk, although the mag-
nitude was less severe. Low interest rates contributed to 
this result, though the default risk was lowered. In addi-
tion, the “credit and cash card crisis” of 2005 helped 
Taiwan cushion the blow in the financial tsunami. 

According to the Fitch report, the non-performing 
loan rate in the first half of 2009 were 2 to 3 percent, or 
5 percent for the whole year. Taiwan’s corporate debt 
ratio is 82 percent, against 59 percent in 2008. The in-
dividual debt ratio went down from 80 to 70 percent in 
2008, lower than the 100 percent in the United States 
and Europe. This helps reduce the bank default risk. 

4. Great Loss to the Insurance Industry in 2008 

According to the Taiwan Insurance Development 
Center, the after-tax loss the Taiwan insurance industry 
suffered in 2008 totaled NT$121.8 billion, almost to-
tally writing off NT$123.8 billion in cumulative profits 
from 2005 through 2007. The net value of the insurance 
industry in 2007 was about NT$433 billion but dropped 
to NT$221.9 billion in 2008, down by more than 50 
percent. With the capital increase in 2008 deducted, the 
net value suffered an 80 percent loss. 

Stock foreign exchange and overseas investments 
eroded the net value of the insurance industry. The bear 
market caused half of the loss. The subprime mortgage 
crisis and the lower commodity prices triggered by for-
eign exchange losses were also to be blamed. 

The accumulation of the insurance reserves was to 
be blamed, too. This is a strategy to expand business 
and cope with low interest rates, but it led to more cost 
and a narrower profit margin. 

Although falling short of NT$4.5 billion in 2007, 
the after-tax profit still recorded a total of NT$2.488 
billion. Aside from minor business setbacks, Taiwan’s 
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insurance industry took a lesser hit in the financial tsu-
nami. 

V. Outlook on Monetary Policies 

A review of the global trend of monetary policy 
regulation and the current status in Taiwan should be 
followed by a prospect for future monetary policies in 
the post-crisis era.    

The financial tsunami not only traumatized the in-
ternational market but the world economy as well. To 
survive the disaster, many countries adopted rescue 
measures.  

Taiwan adopted a series of policies to stabilize the 
market and revive the economy. The following is a 
summary of these policies: 

1.Stock Market Stabilization 

The Executive Yuan announced three stock market 
stabilization policies on October 12, 2008. One of them 
shrank the limit-down from 7 percent to 3.5 percent, 
with a sustained 7 percent limit-up from October 13 to 
17, 2008. Another prohibited securities borrowing and 
short-selling. Still another authorized the National Sta-
bilization Fund to intervene on September 18, 2008 
(three days after the collapse of the Lehman Brothers). 
On Dec. 15, however, the National Stabilization Fund 
Committee decided to call a halt. 

All these are short-term measures with certain du-
ration, like the daily trading limit which ended on Oc-
tober 17. There was no need for an exit strategy. 

2. Expansionary Monetary Policies 

Since September 2008, the Central Bank eased 
monetary regulation to avert a liquidity crisis and an 
economic downturn. The Central Bank cut the redis-
count rate seven times, shedding 2.375 percent all to-
gether, while the required reserve ratio was lowered by 
5 digits on September 18, releasing NT$200 billion 
worth of capital. In addition, the Central Bank ex-
panded its “repurchase operational mechanism” for a 

duration of 180 days on September 26, targeting banks, 
post office banking service as well as securities and 
insurance companies. And if banks needed the capital, 
they could use the certificates of deposit or the redepo-
sit service to handle lending or early redemption. 

There are two types of exit strategy when mone-
tary policies are unloosed. One is “quantitative easing,” 
because it operates over a certain period of time, like 
the stock market, and no exit strategy is needed. The 
other is to increase currency by lowering interest rates, 
and in this case, a sophisticated exit plan must be laid 
down according to the policy’s final and central objec-
tives. 

3. Full Deposit Guarantee 

To avoid systemic risk, all countries have signed 
off on full deposit guarantee extension. On October 31, 
2008, Premier Liu Chao-shiuan announced a full depo-
sit guarantee by the government for one full year until 
the end of 2009 to stabilize the financial system, restore 
depositors’ confidence, strengthen financial institutions, 
and sustain a healthy economic growth. The guarantee 
was offered in accordance with Article 29, Section 1 of 
the Deposit Insurance Act, including the proviso under 
Article 28, Section 1, Clause 3 and Section 2, and Ar-
ticle 28, Section 3. 

The Financial Supervisory, the Ministry of Finance, 
the Central Bank and the Central Deposit Insurance 
Corporation issued a joint statement on October 8, 2009, 
extending the guarantee by one year to December 31, 
2010. There is no need for an exit option. 

4. Three Pillars Policy 

The Executive Yuan adopted a Three Pillars Policy, 
under which the government supports banks that sup-
port businesses that support employees. As a conse-
quence, banks had sufficient capital for lending to 
business concerns that promised not to lay off their 
staff. 

There must be an exit strategy, because the policy 
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involves issues relating to unemployment, which is a 
sign for an ailing economy and cannot be controlled 
even after the economy begins a recovery. The policy 
must be enforced until after a full recovery. 

5. Expansion of Domestic Demand 

Easy monetary policies have little effect during the 
credit-crunching financial crisis. Policy makers all over 
the world have enforced Keynesian fiscal policies to 
build massive infrastructure and stimulate private 
spending. Taiwan also launched policies to stimulate 
investment in infrastructure, revitalize the economy and 
promote regional development so that domestic demand 
might be expanded. 

Exit strategies were not taken under consideration 
because infrastructure construction is of long term val-
ue and the policies adopted were not monetary policies. 

VI. Future Monetary and Financial Policies 

There has been much talk about the future mone-
tary and financial policies after the crisis. The United 
States, the European Union and the United Kingdom 
have implemented their regulatory reform plans since 
June 2009. Taiwan started negotiations for signing a 
memorandum of understanding (MOU) on mutual fi-
nancial supervision and an economic cooperation 
framework agreement (ECFA) with China. What will 
be Taiwan’s monetary and financial policy in the years 
to come? Five recommendations follow: 

1. Macro-prudential Supervision 

Macro-prudential supervision is necessary for 
reform in the post-crisis era. It is concerned mainly 
with the prevention of systemic risk and emergency 
measures that have to be taken. 

How to effectively prevent systemic risk? Many 
countries have followed a financial crisis early warning 
model, which is financially and macroeconomically 
based, to cope with systemic risk. Taiwan coped with 
its “credit and cash card crisis” in 2006, but it has no 
model to follow to defend itself against the global fi-

nancial tsunami. There were tell-tale signs of human 
error in the handling of both crises.  

The first step to be taken to exercise ma-
cro-prudential supervision is to evaluate systemic risk, 
and renew the current early warning model. 

Taiwan’s monetary and financial authorities are 
not inexperienced in this domain, having been through 
several local financial crises. It has experiences of en-
forcing macro-prudential supervision emergency plans. 
However, it is best that we study how other countries 
apply emergency measures during a similar crisis. For 
instance, the Troubled Asset Relief Program (TARP) 
and the ensuing Financial Stability Plan (FSP) success-
fully implemented in the United States may be critically 
analyzed. 

2. Supervision of New Financial Instruments 

The importance of financial instruments, hedge 
funds and private funds has grown over the years; 
hence, investment management is the key to future fi-
nancial reform. The G-20 summit issued a statement in 
April 2009, proclaiming new rules to rein in hedge 
funds and develop new transparent and standardized 
financial products.  

Taiwan places new financial instruments under 
better regulation than most of the Western countries.  
That is why it suffered less during the latest financial 
crisis. In the future, we should standardize financial 
products and give due consideration to transparency to 
protect the investors and move our financial market 
forward. As for the hedge funds and private funds, 
management plans should be panned out early to keep 
up with the needs of the domestic financial center.  
The management of the funds should also be libera-
lized. 

3. Functions of the Central Bank 

The Fed, ECB and BOE all have responsibilities 
for stabilizing the economy. The operational objectives 
of Taiwan’s Central Bank Act are to promote financial 
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stability, build sound banking services, create stable 
currency and help boost the economy. Currently, the 
Central Bank operates independently to exercise finan-
cial regulation and enforce monetary policies. It does 
not exercise direct supervisory oversight of banks but 
monitors bank liquidity and plays the role of a final 
financier. We should consider following the example set 
by the United Kingdom, where the Bank of England 
and regulatory institutions work hand in hand to pre-
vent systemic risk. 

4. Monetary Policy 

Non-bank lenders and new financial instruments 
make the enforcement of traditional monetary policies 
difficult. The Central Bank can maintain the confidence 
in the currency by open market operation as well as 
controlling the required reserve ratio and rediscount 
rate. But with the rise of non-bank lenders and the 
spread of asset securitization, those in need can acquire 
funds they need, while asset securitization provides a 
way for commercial banks to expand their credits. It is 
hard to use monetary policy to rein in financial markets. 

Future monetary policy should also deal with the 
control of asset securitization other than just focusing 
on the required reserve ratio and rediscount rate; other-
wise, a credit bubble burst may result. 

With the financial market booming, the old infla-
tionary monetary policy may seem outdated for the 
contemporary economic system. In the future, the Cen-
tral Bank should pay more attention to the threat of an 
asset bubble burst. 

5. Cooperation of Regional and International 
Monetary Policies  

In virtue of financial liberalization and globaliza-
tion, a regional financial upheaval could turn into a 
world disaster. That is why countries should cooperate 
to work out a set of policies to foresee and deal with 
systemic risk. 

It is suggested that Taiwan focus on cross-border 

liquidity management, the international financial regu-
latory system and foreign exchange swap transaction. 
Taiwan should make good use of the BIS (Bank of In-
ternational Settlements) platform to manage asset li-
quidity. BIS’s Core Principles for Effective Banking 
Supervision is a suitable guideline for information 
sharing with institutions worldwide. As for the foreign 
exchange swap transaction, we can look to the Chiang 
Mai Initiative or the foreign exchange market mechan-
ism for reference. 

Moreover, with the thawing of financial relations, 
we can count on a future cross-Taiwan Strait currency 
clearance mechanism. We should refer to the interna-
tional cooperative efforts in regulatory reform while 
following the principle of stabilizing regional financial 
stability to achieve economic collaboration between 
Taiwan and Mainland China. 
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Table 1: Taiwan’s Economic Growth Rate Forecast 
Unit：％ 

Year
Institutions 2009(f) 2010(f) 

IMF (2009,10) -4.1 3.7 

Global Insight (2009,09) -4.1 4.3 

ADB (2009,09) -4.9 2.4 

Directorate-General of Budget, 
Accounting and Statistics, Execu-
tive Yuan(2009,11) 

-2.53 4.39 

Taiwan Institute of Economic Re-
search (2009,07) 

-1.91 NA 

Chung Hua Institution for Eco-
nomic Research (2009,10) 

-3.72 4.65 

Academia Sinica (2009,06) -3.46 NA 

Bau Hua Institution for Economic 
Research (2009,09) 

-3.76 
 

4.10 

Taiwan Research Institute 
(2009,06) 

-4.45  

Resource: Economic Forecast Institutions 

 

 

Table 2: Inflation and Rediscount Rates 

Annual Changes in Consumer Price Index in Past Six Months Six Rediscount Rate Adjustments 

Date Inflation Rate Date Rediscount Rate 

2009,4 -0.46 2008/10/9 3.25 

2009,5 -0.09 2008/10/30 3.00 

2009,6 -1.98 2008/11/10 2.75 

2009,7 -2.33 2008/12/12 2.00 

2009,8 -0.80 2009/1/8 1.50 

2009,9 -0.86 2009/2/19 1.25 

Resource: Directorate-General of Budget, Accounting and Statistics, Central Bank 
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Table 3: U.S. Marketable Securities Held by Taiwan (June, 2008) 
Unit:$100million 

 Stock Bond 
Federal Agencies Coporate 

Total 
NonABS ABS NonABS  

Taiwan 10,908 64,709 24,588 36,169 10,447 Taiwan 10,908 

Notes: 1. Agency ABS are all mortgage-backed securities. 
 2. Corporate ABS includes mortgage-backed securities or other non mortgage-backed securities such as credit 

cards, car or student loans. 
Resource: U.S. Treasury Report on Foreign Portfolio Holdings of U.S. Securities 

 

Table 4: Rate of Return on Asset and Shareholders’ Equity in Taiwan Banking 

    Unit：％ 

Year/Month Rate of Return on Asset (ROA) Return on Shareholders’ Equity(ROE)

2000 0.48 6.19 

2001 0.27 3.60 

2002 -0.48 -6.93 

2003 0.22 3.52 

2004 0.63 10.30 

2005 0.30 4.81 

2006 -0.03 -0.43 

2007 0.14 2.21 

2008,3 0.10 1.49 

2008,6 0.20 3.01 

2008,9 0.21 3.30 

2008,12 0.16 2.47 

2009,1 0.03 0.45 

2009,2 0.04 0.69 

2009,3 0.07 1.05 

2009,4 0.07 1.19 

2009,5 0.09 1.50 

2009,6 0.13 2.04 

2009,7 0.14 2.19 

2009,8 0.14 2.19 

Resource: Financial Supervisory, Executive Yuan 
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Table 5: Default Rates of Taiwan Institutions      

                                                                   Unit：％ 

 Total Default Rates Taiwan Banking 

2000 6.20 5.34 

2001 8.16 7.48 

2002 6.84 6.12 

2003 5.00 4.33 

2004 3.28 2.78 

2005 2.19 2.24 

2006 2.08 2.13 

2007 1.79 1.84 

2008,3 1.69 1.69 

2008,6 1.57 1.55 

2008,9 1.53 1.53 

2008,12 1.52 1.54 

2009,1 1.55 1.57 

2009,2 1.59 1.61 

2009,3 1.60 1.63 

2009,4 1.60 1.63 

2009,5 1.59 1.61 

2009,6 1.49 1.50 

2009,7 1.46 1.47 

2009,8 1.42 1.44 

Resource: Financial Supervisory commission, Executive Yuan 

 

Table 6: Taiwan Banking Financial Index 

Date Non-performing Loans (NT$ million) Non-performing Loans Ratio (%) RHS (%) 

2008,6 281,217 1.55 67.35 

2008,7 280,179 1.54 67.21 

2008,8 280,231 1.53 67.75 

2008,9 281,755 1.53 66.93 

2008,10 286,382 1.54 66.12 
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2008,11 298,226 1.60 63.60 

2008,12 285,171 1.54 69.48 

2009,1 289,626 1.57 69.96 

2009,2 293,511 1.61 68.97 

2009,3 294,565 1.63 68.69 

2009,4 293,303 1.63 68.52 

2009,5 289,525 1.61 68.65 

2009,6 271,275 1.50 71.34 

2009,7 265,964 1.47 73.19 

2009,8 262,330 1.44 76.32 

Resource: Financial Supervisory commission, Executive Yuan 

 

 

 

Figure 1: Annual Growth Rate in Taiwan’s Imports and Exports 

 
Resource: Ministry of Economic Affairs 
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Figure 2: Monetary Policy Instruments and Objectives 

Monetary Policy Instruments 

1. Open market operation 
2. Discount window lending system 
3. Reserve system 
4. Other monetary policy instruments 

 

 

Operational Objectives 

Amount Price 
1. Reserve 
2. Free reserve 
3. Excess reserve 
4. Reserve money 

1. Offered rate 
2. Money market rate 

 

 

Central Objectives 

Amount Price 

1. Money stock 

(M1A, M1B or M2)

2. Bank credit 

 

1. Borrowing and lending rate

2. Medium term and  long 

term coupon  rate 

 

 

Final Objectives (Macroeconomic Objectives) 

1. Price stability 

2. Employment 

3. Economic growth 

4. Financial stability 

5. International balance of payment 
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Figure 3: Central Banks as Regulatory Institutions 

 

Resource: Masciandaro and Quintyn (2009) 

 

 

Figure 4: Money Supply Growth Rate in Taiwan 
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Figure 5: Borrowing, Lending and Investment Growth Rates of Taiwan Financial       
Institutions 
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Local Governance and Fiscal Sustainability: 

 The Case of Taiwan 

LEE, Jack Yun-jie  

 
Abstract 

Fiscal sustainability is one of the most important issues in local governance. At the 
local level, it is the long-run capability of a government to consistently meet its financial 
responsibility. It reflects the adequacy of available revenues to ensure the continued provi-
sion of the service and the capital levels that the public demands. 

This paper addresses several issues by examining financial managerial inertia of local 
governments in Taiwan through a principal-agent theoretical analysis. In particular, it in-
vestigates managerial problems of the budgeting system in terms of “rational” managerial-
ism and “irrational” political practice. In addition, it explores the impotence of an audit 
agency that fails to play an effective monitoring role. As a matter of fact, Taiwan's financial 
deficit, of which local government mismanagement is the main cause, reveals that financial 
system in localities is abused or even totally collapsed under a collusive coalition of local 
politicians. 
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I. Introduction 

Fiscal sustainability is one of the most important 
issues in local governance. Sustainability－meeting the 
needs of the present generation without compromising 
the ability of future generations to meet their own needs
－is an overarching value that requires best practices at 
every level of organization (Heffernon, Welch, and 
Melnick 2007). Public sector fiscal sustainability is a 
crucial part of this definition. Fiscal sustainability is 
necessary for the energizing of both the private and 
public sector economies, for allowing central and local 
governments to have enough autonomy to act as labor-
atories for examining different public policies, and for 
encouraging the economic growth needed for the 
well-being of future generations.  

At the local level, fiscal sustainability is the 
long-run capability of a government to consistently 
meet its financial responsibility. It reflects the adequacy 
of available revenues to ensure the continued provision 
of the service and the capital levels that the public de-
mands. 

A global trend towards decentralization in public 
administration and public finance seems to become 
popular in recent decades. An important reason for de-
centralization is to develop more effective participation 
in local affairs, including activities of the central gov-
ernment that are carried out locally. Such participation 
not only enhances the dignity of individuals and the 
sense of community at all levels, but also adds vitality 
to governmental programs and provides a means for 
local control over them. Under the development of de-
centralization, the position of local governments within 
all state systems in the world has changed significantly. 
Accordingly, a local government has been realized as a 
vital institution efficiently and directly rendering valua-
ble services to the local community. Local government 
and local politics are becoming more and more impor-
tant, and local forms of political accommodation among 
local executive and legislative branches, and interest 
groups are pointing to new styles of political practice 
which significantly influence budgeting and financial 

management.   

Current organization downside efforts and go-
vernmental restructuring in Taiwan reflect a decentrali-
zation of power. County-level governments have great-
er power since the province of Taiwan was phased out 
in 1999. Fiscal deficit, on the other hand, has posed a 
new challenge for local-self governing bodies. Local 
finance is the nerve center of the local political entity. 
However, the local deficit suffered by local govern-
ments in general seems to undermine the public service 
capability of local governments since 1996.    

This paper addresses several issues by examining 
financial managerial inertia of local governments in 
Taiwan through a principal-agent theoretical analysis. 
In particular, it looks into managerial problems of the 
budgeting system in terms of “rational” managerialism 
and “irrational” political practice. Taiwan's local finan-
cial deficit fundamentally arises as a result of the fail-
ures of financial institutions that are under the mercy of 
a powerful “financial triangle” involving elected offi-
cials, local councilors, and interest groups. In addition, 
attempts are made to explore the impotence of an audit 
agency that fails to play an effective monitoring role.  
As a matter of fact, Taiwan's financial deficit, of which 
local governmental mismanagement is the main cause, 
reveals that the financial system is abused or even to-
tally collapses under a collusive coalition of local poli-
ticians. Deficit problems are often so serious as to make 
some local governments unable to pay their staff.  

 Local deficit problems are explored through ex-
amining interplays among fiscal regulatory system, the 
budgeting process, and financial politics. Also studied 
are problems resulting from the interaction among ex-
ecutives, bureaucracy, local councils, and interest 
groups. Elucidation is attempted at how financial insti-
tutions fail to cede their rational and professional posi-
tion in the fiscal regulatory regime.   

 

 



 Local Governance and Fiscal Sustainability: The Case of Taiwan  215 

II. Theoretical Reviews  

The history of rational budgeting has changed sig-
nificantly in the 20th century, beginning with the intro-
duction of executive budgeting in the 1920s. Since the 
1950s, a relatively major reform has been proposed 
about once each decade in an effort to overcome some 
of the perceived deficiencies of incremental line-item 
budgeting-performance budgeting in the 1950s, pro-
gram budgeting in the 1960s, and zero-base budgeting 
in the 1970s. In the 1990s, entrepreneurial budgeting 
was being proposed in response to both the severe fi-
nancial deficit in general and to the emerging New 
Public Management perspective in particular. 

Although it goes by various names such as per-
formance-based budgeting or mission-driven budgeting, 
all of these initiatives might be characterized as entre-
preneurial budgeting because emphasis is placed on 
decentralization and incentives. (Lee, 2009; Cothran, 
1993; Lynch and Lynch, 1996)  It is a common obser-
vation that governments throughout the world were 
faced with a more difficult fiscal problem in the 1980s 
and 1990s than in the previous decades. This fiscal 
problem was a result of the combination of increased 
demand for public services and growing taxpayer resis-
tance to higher taxes, a situation that has come to be 
called the “scissors crisis” in public finance (Tarschys, 
1983). This fiscal stress prompted adaptive behavior by 
governments, including more privatization, contracting 
out, increased user fees, and an array of other devices 
either to make provision of services more efficient or to 
shift the burden for the financing of those services. 
Virtually every account of the decentralized approach to 
budgeting at the local level points to fiscal stress as a 
major reason for its adoption. 

Along with the general increase in discretion over 
the use of funds, it is supposed to improve both man-
agement and morale by giving more discretion to those 
who actually administer various public programs. The 
more decentralized approach gives local governments 
the flexibility to manage their finance in more creative 
ways and to respond to newly emerging local democ-

racy. In that way, it allegedly departs from the rigidity 
frequently attributed to government bureaucracy and 
moves toward the flexibility often associated with pri-
vate enterprises. In short, a major goal of decentraliza-
tion is to encourage the development of a new adminis-
trative culture in which program managers see their 
objective as maximum achievement with the available 
resources, rather than as acquiring the largest possible 
budget for their programs and then spending all they 
get. 

The managerial logic assumes that the decentrali-
zation and more intensive accountability will lead to 
greater efficiency and effectiveness with the funds 
available. It is not an accident that these techniques 
emerged soon after the beginning of the tax payer revolt 
in the late 1970s. While our findings indicate that the 
managerial logic has been undermined by political logic 
in two ways: first, for local politicians, including 
elected officials and councilors, financial decentraliza-
tion means more resources that could be used by politi-
cians who only care about getting reelected rather than 
performing rational and efficient public programs. 
Second, the willingness and capacity of implementing 
performance budgeting are not sufficient in local gov-
ernments, thereby many local politicians and officials 
are not interested in the performance and results of 
public spending. Third, the executive branch, the local 
council and bureaucracy have longer involved in “fi-
nancial politics” dominated by interest groups and local 
politicians through voting mobilization. They form a   
“triangle” of power which induces serious local deficit 
in general. It is apparent that the whole managerial in-
ertial of financial system of local governments in Tai-
wan is embedded in agency cost characterized with 
combinative effect of information asymmetry, hidden 
action, and moral hazard. Principal-agency theory can 
be a proper analytical approach to exploring local defi-
cit problem in Taiwan. 

III. Agency Problems 

Kenneth Arrow a Nobel laureate, points out that 
the agency relationship is a pervasive fact of economic 
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life, at least one significant component of almost all 
transactions. Principal-agent models, derived from such 
disparate disciplines as law, finance, accounting, and 
economics, have become the basis for an extensive set 
of studies relating bureaucracy to elected officials 
(Mitnick 1973, 1975, and 1980; Moe 1982, 1984, and 
1985; Wood 1988; Wood and Waterman 1991).  
Agency theory assumes that social life is a series of 
contracts. The principal-agent relationships is governed 
by a contract specifying what the agent should do and 
what the principal must do in return ( Perrow 1986: 
224). Agency theory posits a dynamic process of inte-
raction between principals (voters, local councilors) and 
agents(elected officials, bureaucracy, and local counci-
lors in this case). In this process, bureaucrats are as-
sumed to have distinct information and expertise ad-
vantages over politicians; i.e. elected officials and leg-
islators. Yet, elected officials better understand the fi-
nancial management and organizational procedures that 
are required for budget process than local councilors.  
In the same vein, local councilors have better access to 
financial allocation, distribution, and management that 
voters lack. They have both the opportunity and the 
incentive to manipulate politicians and bureaucrats and 
budget process for political gains (Niskanen 1991; Mil-
ler and Moe 1983; Waterman and Meier 1998:140).  
These four actors involving in budget process not only 
confront information asymmetry of financial institu-
tions but also have different preference choices in deal-
ing with financial allocation in local-self governing 
bodies.    

Theoretically, what the most prominent forms of 
organization have in common is the delegation of au-
thority to take action from the individual or individuals 
to whom it was originally endowed--to one or more 
agents. One major organizational theorist, in fact, de-
fines organizations as "networks of overlapping or 
nested principal/agent relationships"(Tirole, 1986: 181). 
Delegation from principal to agents is the key to the 
division of labor and development of specialization.  
In such a relationship the agent seeks to maximize his 
or her return subject to the constraints and incentives 

offered by the principal. The principal, conversely, 
seeks to structure the relationship with the agent so that 
the outcome produced through the agent's efforts is the 
best the principal can achieve, given the choice to del-
egate in the first place. There is, then, a natural conflict 
of interest between the two. In economic settings this 
conflict is often over the amount of effort exerted by 
the agent. In political settings, it is more likely to be 
over the course of action the agent is to pursue. The 
policy agenda of agency bureaucrats, for example, can 
be quite at odds with the preferences of the elected of-
ficials who oversee them. Similarly, the priority of pub-
lic goods and services proposed by elected politicians 
may differ from that of citizens who delegate deci-
sion-making authority to politicians. Certain conditions 
that are generally present in principal/agent relation-
ships, however, make it a particularly congenial envi-
ronment for opportunism. Information asymmetry, 
hidden information, hidden action, and moral hazard 
which form agency cost are generally embedded in in-
stitutional arrangement of all kinds of public and pri-
vate sectors. 

Principal-agent theory assumes that there are prin-
cipal-agent relations; e.g.. elected governors (principals) 
and bureaucrats (agents), elected governors (agents) 
and local councilors (principals), local councilors 
(agents) and voters (principals) in local-self governing 
bodies who do not necessarily have similar goals and 
preferences. However, they are rational utility max-
imizers (both elected governors and local councilors 
maximizing reelection chances and bureaucrats max-
imizing budgets). Elected governors have an interest in 
policies that benefit their constituents but have no in-
terest in implementing public programs with rational 
and efficient considerations. The features of the dy-
namics of interactions between principals and agents 
are information asymmetry and goal conflict. As a re-
sult, hidden action and moral hazard intensify agency 
cost in public and private institutions. Obviously, Tai-
wan's local financial deficit can be explored through 
such an agency structure.  
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1. Information asymmetry 

In a wide variety of agency relationships, the agent 
possesses or acquires information that is either un-
available to the principal or costly to obtain. The agent 
has incentives to use this information strategically or to 
simply keep it hidden--a situation referred to variously 
as the problem of truthful revelation or incentive in-
compatibility. In a firm, workers have information that 
is not available to management, such as how fast the 
assembly line can run before quality is compromised. 
They would prefer not to reveal this information, how-
ever, because they would rather not work at a break-
neck pace. Another type of information that agents of-
ten have and principals do not is the agent's type (for 
example, knowledge of whether the agent is hardwork-
ing or lazy, talented or untalented, risk-averse or 
risk-acceptant). This variation on the hidden informa-
tion problem is referred to as adverse selection. 

Situations in which agents acquire information that 
is unavailable to the principal pervade public poli-
cy-making. The basis of Niskanen's (1971) argument as 
to how bureaus maximize the size of their budgets is 
that bureaucrats are privy to information about service 
delivery costs that is not available to elected politicians. 
Through their investigations, congressional committees 
uncover information that is not available to other 
members of the chamber. Individual members, similarly, 
have better information than do congressional party 
leaders as to whether or not supporting the party's posi-
tion might cause them trouble back home (Kiewiet and 
McCubbins, 1991) 

Information asymmetry exists, with an advantage 
to elected officials. Elected officials as agents seek to 
manipulate and mold the behavior of local councils as 
principals in budget institutions. Institutional arrange-
ment of budget process in local governments in Taiwan 
is advantageous to the executive rather than local coun-
cils. Agents could be motivated by public interest or by 
their own narrow self-interest. Since agents enjoy in-
formation advantages over their political principals, 
local councils and voters. Voters in this game are losers 

since they are short of sufficient information to monitor 
financial management. Accordingly, in the princip-
al-agent relationship there is “an inevitability of control 
loss”(Mitnick 1980:17). Local councils as the political 
principals never perform a financial monitoring agency 
to police or monitor its bureaucratic agents, since that 
principals are unlikely to directly bear any cost incurred 
by the agents’ continued shirking. Instead, the bulk of 
that cost is passed along to the general public, which is 
the legislative branch’s political principal. Local coun-
cilors would never pay any direct cost for their lax 
oversight of bureaucracy and elected officials, because 
voters are generally not aware of what happens in the 
budget process.     

2. Hidden Action 

The second problem regarding principal-agent re-
lations comes from hidden action which manifests itself 
in a variety of situations. Stockholders cannot observe 
whether the actions that firm managers take are in their 
best interest. Voters cannot observe whether the actions 
of elected representatives--their agents--are in their best 
interest. However, hidden action basically results from 
hidden information existing in information asymmetry 
of an agency relationship. As a result, it causes incen-
tives of moral hazard taken by agents to achieve their 
preference choices.    

Hidden action is especially problematic when the 
agent's actions only partially determine outcomes, as in 
the case of team production or committee decisions, or 
when outcomes are partially determined by chance. In 
such cases, the principal is unable to infer the appro-
priateness of the agent's actions even from observed 
results. Countless financial mismanagements are essen-
tially caused by hidden action which often takes place 
between the executive and legislature or between 
elected officials and bureaucracy. The executive and 
legislature may disagree over policy. The legislature as 
principal is forced to expend resources both trying to 
instruct the executive as agent what to do and in moni-
toring and policing the executive’s behavior. Theoreti-
cally, principal and agent usually have different prefe-
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rences and goal conflicts. Principal must make use of 
his information advantages to achieve financial goals, 
probably getting reelected or top priority policies and 
programs.     

3. Moral Hazard 

Information asymmetry resulting in hidden infor-
mation and hidden action within and between organiza-
tions often generate the executive’s moral hazard.  
Moral hazard and the agency problem are deeply im-
bedded in the institutional arrangement of financial 
managerial system. Both the executive branch and the 
local council try to enlarge expenditure, because they 
have a high propensity to carry on various local devel-
opment programs and never consider financial burden 
and efficiency of financial resources available to local 
governments. Since Taiwan's power triangle is not re-
sponsible for financial stress, fiscal moral hazard has 
become a substantial threat to public finance in local 
governments.     

Delegation of power is the most important power 
relations in both public and private sectors. Figure 1 
shows the theoretical framework of agency problems. It 
reveals that all actors involve in principal-agent interac-
tions. The executive branch is the principal of bureau-
cracy; yet, the local council becomes a principal of the 
executive branch. The executive as principal may em-
ploy a bureaucratic agent to deliver public services. In 

contrast, the executive branch is an agent of the local 
council, which in turn is an agent of voters. As poli-
cy-makers, elected politicians are always recognized as 
principals in their relationship with public administra-
tors, who act as their agents in implementing policy
（Starling 1998: 124）. Figure 1 also shows that these 
institutional arrangements of delegation of power forms 
a multiple agency relationship, existing in whole polit-
ical, economic, and social systems. However, the twin 
goals of division of labor and efficiency turn out agency 
cost as a fundamental barrier to resource allocation and 
utilization of organization and institution. In terms of 
public finance, agency cost becomes an obstacle to fi-
nancial management at all levels of the public sector.   
There is the question of how the executive as the prin-
cipal interacts with the agent he employs or delegates.  
Apparently, agency problems become a key factor of 
financial mismanagement in local governments in Tai-
wan. Particularly, local politics under the mercy of the 
power triangle of elected officials, local councilors, and 
interest groups increases agency cost and consequently 
swells up significant local deficit. In a principal-agent 
relationship, the public interest is so often made sub-
servient to private interests in financial institution of 
local governments. Voters as political principals never 
adequately monitor local councilors, the agents, and 
behaviors in budget process. As a consequence, the 
voters directly bear the cost by paying for financial 
deficit 
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Figure 1 : Theoretical Framework of Agency Problems 
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IV. Agency Problem and Local Deficit 

In the financial process of local governments in 
Taiwan, there are three major forms of delegation of 
decision-making authority: (1) voters（principals）vs. 
elected politicians （ agents ） ; (2)local councilors 
(principals) vs. elected officials(agents); (3) elected 
officials vs. bureaucracy; and  (4) the central govern-
ment (principal) vs. local governments (agents). The 
preceding discussion of managerial logic has shown 
that the goal of financial decentralization is to improve 
performance and effectiveness by giving more discre-
tion and flexibility to those who actually administer 
public programs. In Taiwan's case, local governments 
strongly advocate "financial decentralization," de-
manding the central government give lthem more rev-
enue sharing and grants-in-aid along with more local 
autonomy and reduced control from the central. 

As Table 1 shows, the total tax revenue of town-
ship-level governments as percentage of annual outlay 
is 44.21 percent from grant-in-aid from the central gov-
ernment between 1991 and 2001. For county-level 
governments, it is 65.33 percent. The special munici-
palities of Taipei and Kaohsiung get higher tax reve-
nues. It indicates that finance of township-level gov-

ernments highly depends on grant-in- aid from the cen-
tral government. Table 2 reveals that 58.58 percent of 
annual outlay is met by the pure local revenue, and 
41.42 percent by the grant-in-aid of the central gov-
ernment. Grants from the central government is 34.6 
percent. The average debt rate of local governments is 
5.19 percent of their total revenue (see Table2). Most 
debts are the unpaid loans from state-run banks. Some 
loans are used to pay the salaries of employee. However, 
the most serious problem is that some local govern-
ments, particularly those at the township level, cannot 
pay the staff without borrowing. Construction expendi-
ture or development programs are suspended because of 
a large defici. Many local governments are facing 
bankruptcy. How do local governments in general con-
front such a serious deficit? As Niskanen argues, the 
elected politicians are self-interested in terms of max-
imizing votes in order to get reelected. They force the 
executive branch to increase the budget in order to ben-
efit their political sponsors and never take financial 
rationality into account. Obviously, they put rational 
and efficient finance behind political consideration. The 
budget process reflects an interest articulation among 
elected politicians, local councilmen, and interest 
groups under moral hazard. Overspending is not un-

Executive branch Local council 

bureaucracy voters 
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usual and balancing the budget is not important for lo-
cal governments. As a consequence, local deficit seems 
to be an inevitable situation and become a serious chal-
lenge of local governments. 

A budgeting plan in fiscal year meeting is con-
trolled by the chief executive. The budget is planned by 
the accounting office for achieving political preferences 

and goals of the chief executive of a local government.  
As Figure 2 shows the chief executive gets elected after 
a very competitive local political campaign Anyone 
who wins election, he or she must face with over-
whelming political and financial demands from all 
kinds of interest groups and political sponsors. 

 

 
 

Table 1: Tax Revenue of Central and Local Governments 
                                                         Unit：100 million NT；﹪ 

Year 
 

Central Government Taipei City Gov-
ernment 

Kaohsiung City 
Government 

County-level 
Governments 

Township-level 
Governments 

Tax rev-
enue 

%of annual 
outlay

Tax 
revenue 

%of annual 
outlay 

Tax reve-
nue 

% annual 
outlay 

Tax reve-
nue 

% annual 
outlay 

Tax reve-
nue 

% annual 
outlay

1991 6551.3 81.43 1113.1 86.28 238.6 68.19 1098.4 55.11 254.9 49.62 

1992 7058.0 74.67 1203.3 98.52 332.1 85.88 1770.2 76.18 343.6 41.12 

1993 8342.2 8090 1177.0 98.00 365.5 76.33 1860.7 63.22 399.9 44.77 

1994 9005.3 87.92 1269.0 99.95 392.3 80.23 2070.3 65.91 444.5 41.29 

1995 9374.2 94.05 1239.3 99.95 417.7 79.93 2180.7 62.49 473.2 43.67 

1996 9967.6 91.86 1324.6 92.93 417.0 78.71 2304.9 61.19 535.9 43.47 

1997 10252.1 89.01 1424.5 97.16 440.4 76.05 2535.6 61.31 542.2 42.73 

1998 12515.2 105.43 1737.5 98.68 451.0 75.26 2357.9 57.91 569.1 46.05 

1999 12286.5 95.84 1622.7 100.0 494.7 77.02 2412.7 58.15 565.1 41.85 

2000 20308.5 91.06 2220.2 90.01 704.8 78.21 3350.3 58.05 964.4 47.53 

2001 13840.1 87.85 1251.2 83.56 448.0 71.94 2127.0 43.95 696.7 56.78 

Average 10863.7 89.09 1416.6 95.00 427.4 77.07 2188.1 65.33 569.2 44.21 

Note: NT means New Taiwan Dollar, the official currency of Taiwan, 34 NT=one US dollar in 2003 base.      
Resources: Fiscal Year Book of Ministry of Finance,Taiwan,2002 
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Table 2: Structure of Tax Revenue of Local Governments in Taiwan, 1998-2000 
                                                             unit：% 

 Lcal Govern. 

Total Reve-
nue 

(1)=2+3+4+5

+6 

Tax 
revenue 

(2) 

Beyond Tax 
Revenue

(3) 

Grant 
(4) 

Balance 
from Pre-
vious year

(5) 

Debt 
(6) 

% of local 
Revenue 

(2+3)/(1) 

% of 
non-local 
revenue 

(4+5+6)/(1)

 Average 100 47.78 10.73 34.36 1.93 5.19 58.58 41.42

1 Taipei 100 52.49 14.68 25.01 5.30 2.52 68.64 31.36

2 Yilan 100 45.95 7.90 39.58 0.64 5.94 53.85 46.15

3 Tauyan 100 52.93 12.70 23.25 7.24 3.88 65.63 34.37

4 Hsinchu 100 46.74 9.54 38.42 0.94 4.36 56.29 43.71

5 Miali 100 42.19 5.18 45.81 0.47 6.35 47.38 52.62

6 Taichung 100 45.22 9.95 33.99 0.00 10.84 55.17 44.83

7 Chunghua 100 49.05 6.08 40.71 1.16 2.99 55.13 44.87

8 Nantao 100 38.83 3.77 53.94 0.00 3.46 42.60 57.40

9 Yunlin 100 45.97 6.79 44.21 0.00 3.03 52.76 47.24

10 Chiayi 100 41.50 9.92 46.57 0.00 2.02 51.42 48.58

11 Tainan 100 39.82 8.42 40.08 2.45 9.23 48.24 51.76

12 Kauhsiung 100 46.18 8.31 35.28 0.87 9.37 54.49 45.51

13 Pintung 100 45.84 4.83 40.78 0.00 8.55 50.67 49.33

14 Taitung 100 44.13 6.17 44.02 1.69 3.98 50.30 49.70

15 Hualan 100 48.05 5.88 37.80 2.22 6.06 53.92 46.08

16 Penhu 100 34.50 5.80 56.55 2.09 1.06 40.30 59.70

17 Keelong 100 35.65 31.18 25.92 5.47 1.78 66.83 33.17

18 Hsinchu City 100 54.48 13.61 22.15 5.91 3.86 68.09 31.91

19 Taichung City 100 53.74 13.96 27.03 3.67 1.60 67.69 32.31

20 Chiayi City 100 50.98 9.12 33.53 0.08 6.29 60.10 39.90

21 Tainan City 100 57.32 10.78 25.77 1.93 4.20 68.10 31.90

22 Taipei City 100 69.15 24.47 1.51 2.29 2.58 93.54 6.46

23 Kaohsiung City 100 58.27 17.85 8.47 0.00 15.41 76.11 23.89

Resources: Fiscal Year Book of Ministry of Finance, Taiwan,2002 

 

Candidates in local elections  need huge financial 
support from political sponsors or various interest 
groups. Those political sponsors who might have given 
huge donations would have to demand a repay.   
Usually, some civic groups led and dominated by local 
businesses are interested in bidding for public works 

contracts. They often join a local political faction to 
force an elected mayor or county magistrate to provide 
financial aid or subsidies to such civic groups as wom-
en's association, farmers' associations and veterans' 
association. Obviously, interest groups effectively em-
ploy their political power to get involved in public con-
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struction programs and force a chief executive to ex-
pand subsidies to various groups through political 
process. In addition, the audit system almost does not 
work. Bureaucracy under pressure from the chief ex-
ecutive and councilors tends to increase the budget in 
order to satisfy the financial greediness of its overseers.    

Fiscal deliberative process in Taiwan is hardly 
performance-based and falls captive of local politics. 
All government agencies have monitory and auditing 
mechanisms. Such institutions as research and devel-
opment agency and accounting offices focus on control 
over the implementation timetable and tend to ignore 
the implementation of the budget. Apparently, the local 
political ecology characterized by collusive political 
coalition undermines the financial managerial system of 
local governments. In fact, local political institutions 
are tearing down rational financial institutions and an 
increasingly large deficit results. It seems that budgeta-
ry decision making is shaped by a "local political collu-
sive structure" which reflects local rent-seeking and 
corrupt local politics in Taiwan. However, at the core of 
budgeting and financial management is an inherent 
vulnerability to local politics. Taiwan's local deficit is a 
crucial case study which may reflect commonality of 
failure of financial institutions in most of the develop-
ing countries.   

The executive branch must take the preferences of 
the local council into account as it plans its annual 
budget. A program planned by a local bureaucracy re-
flects the vested interests of its chief executive, the lo-
cal council and interest groups. For example, the choice, 
design, and construction of an underground waste dump 
may involve voter interests of different electoral dis-
tricts. Local councilors who have access to information 
about public construction programs can bring pressure 
to bear on the bureaucracy to allocate more funds as 
subsidy to civic groups. It is interesting to note that 
local councilors, interest groups, and the chief execu-
tive form a “vested interest triangle” to carry on various 
local development programs which make up a large 
part of a local government. In pursuit of their financial 

aims, they exercise their political power to determine 
priorities in service and how much money has to be 
spent. They serve as motivators as well as persuaders, 
trying to influence, sway, and pressure fiscal bureau-
crats for a bloated budget. Consequently, local counci-
lors have never effectively monitored and controlled the 
budget as well as the expenditure of local governments. 
On the contrast, they under the support of interest 
groups, work very hard on expand budgeting. Admit-
tedly, it is very difficult for local governments to solve 
their financial deficit problem, if that financial “trian-
gle” remains powerful.   

V. Conclusion 

Fiscal sustainability reflects the adequacy of 
available revenues to ensure the continued provision of 
the service and the capital levels that the public de-
mands. However, the Taiwan case shows that fiscal 
sustainability is not necessarily consistent with the 
ways of fiscal centralization. 

Recent financial distribution of a nation has been 
the response to a continuing tension between the eco-
nomic and political forces including greater centraliza-
tion and opposing centrifugal attractions of local fiscal 
control (Oates 1991: 21). Taiwan’s model reveals a lit-
tle bit more financial centralization. Local governments 
generally call for a reasonable financial decentralization. 
However, the financial discipline of local governments 
is so poorly enforced that they may have to declare 
bankruptcy sooner than later. The budgeting process is 
dominated by the political process rather than by ra-
tional evaluation. The budgeting process lacks poli-
cy-goal performance-based assessment indicators. The 
audit system in general has never been effective. The 
executive branch merely endorses the feasibility of 
programs and schedules control of their implementa-
tion.  

Taiwan's local deficit reveals the relationship be-
tween political finance and financial politics. Political 
finance indicates the budgeting process is deeply inter-
vened by interest groups, the local elite who respond to 
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voters’ preferences. Financial politics indicates the 
budgeting process is against rational financial distribu-
tion. However, political finance and financial politics 
have never benefited the public in general. Fiscal re-
sources are fatally wasted by overdeveloping land, 
spending profusely for public construction and award-
ing huge grants-in-aid to civic groups.  Public con-
struction and borrowing deplete the fiscal capability of 
local governments. They cannot make both ends meet.  
However, the executive branch and local councils as 
rent-seekers still collaborate to increase the budget 
every year. The local financial system should be totally 
reformed to set a new local governance model. In the 
final analysis, the most difficult reform is to make sure 
the public understands that there is no such thing as a 
free lunch.  
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An Evaluation of Reverse Mortgage Scheme 

HSIEH, Ming-jui, HSIEH, Pei-tseng 

 
Abstract 

One critical social problem Taiwan is facing at the moment is that the elderly are “rich 
in property but poor in cash” - they own properties but are in lack of cash. With reverse 
mortgage, property owners will be able to borrow cash to meet their needs in retirement. 

As a rather new product, the reverse mortgage is offered by financial institutions to 
owners who wish to use their property as collateral to receive a fixed amount of pension.  
The ownerships of the property belong to these institutions after the mortgagors pass away.  

This paper looks into how the reverse mortgage can be offered and regulated through 
examining the various types of mortgage, criteria of application, sums of mortgage, pay-
ment methods, and collaborating institutions. It is crucial for the government to make a 
feasibility study in its participation in the reverse mortgage scheme. If the scheme is feasi-
ble, the government should establish a reverse mortgage fund with systematic grading sys-
tem and collaborate with charity organizations to enable financial institutions to offer re-
verse mortgages to the aged. 

Key Words：Reverse Mortgage , Evaluation, Financial Institutions 
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I. Introduction  

Many elderly in Taiwan own profitable real estate 
but have to worry about how to pay their daily expenses.  
They are “rich in property but poor in cash.” This group 
of people could be helped if they can borrow cash un-
der a reverse mortgage scheme. It is the duty of the 
government to examine the practicability of such 
scheme and whether it could assist the elderly in their 
advancing age. 

This paper tries to understand the theoretical and 
social background of the reverse mortgage scheme  
and evaluate its feasibility, application and 
cost-effectiveness. 

II. What Is a Reverse Mortgage?  

Reverse mortgages are also known as housing re-
verse mortgages. With reverse mortgage, property 
owners, after reaching a certain age (e.g., 65 years old), 
allow financial institutions, such as banks and insurance 
companies, to pay them a certain amount of mortgage 
monthly as a secure pension until they pass away. After 
the mortgagors pass away, the ownership of the prop-
erty transfers automatically to the mortgagees. Such a 
scheme supports the life and living standard of the el-
derly property owners. Reverse mortgage as a financial 
product has gradually attracted the consideration of 
elderly property owners.  

Before any agreement is made on the means of 
payment (amount per time, pay monthly or annual-
ly…etc), financial institutions have to take into account 
the age of property owners, their life expectancy, cur-
rent and future value of the property, interests and ex-
pected damage. Reverse mortgages give the insured 
‘cash/profit in advance’ in their later stage of life.  

III. Content  

The concept of housing reverse mortgage is origi-
nated in the Netherlands. It was put into practice in the 
United States, where in the mid-1980s increasingly the 
elderly became “rich in housing, poor in cash”. Gener-

ally speaking, the American housing reverse mortgage 
scheme allows those age over 62 to apply for the 
change of the net value of their property into cash. The 
sum of money offered is determined by the age of the 
applicant, interest rate level, kinds of reverse mortgage 
chosen and value of the property. The cash offered is 
tax free. Over the years, the scheme has become an 
important loan model. The following sections explore 
the reverse mortgages available in the United States.  

1. Types of Reverse Mortgages  

Reverse mortgages fall under three categories, de-
pending on the degree of involvement of the govern-
ment: one with government support (financed mainly 
by the government); another with government guaran-
tee (funded half and half by the government and the 
private sector); and still another through private in-
vestment (totally privately funded). 

a. Government-Supported Reverse Mortgage 

Authorized by the government and extended by 
public-owned organizations, the government-supported 
reverse mortgage is a public social welfare scheme. For 
example, the reverse mortgage of ‘Home Keeper’ is 
offered by the U.S. government through Fannie Mae.  

b. Government Guaranteed Reverse Mortgage  

This type of reserve mortgage is sold by financial 
institutions to the general public. The government at-
tracts the deals through offering the insurance in breach 
and strengthening private financial circles, while re-
straining the financial institutions from raising loan 
allowances. For example, the HECM (Home Equity 
Conversion Mortgage) is sold to people by private 
banks and credit companies; yet at the same time the 
federal government offers the insurance in breach 
through the Federal Housing Administration (FHA). 
Such a scheme is a “half public and half private” re-
verse mortgage.  

c. Reverse Mortgage through Private Investment   

Under such scheme, private organizations offer 
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loans for commercial purposes. This type of reverse 
mortgage is entirely funded by private sector.  

2 . Application of Housing Reverse Mortgages  

Generally speaking, an applicant for a reverse 
mortgage must fit into certain set criteria, which are 
summarized below:  

a. Age consideration;   

b. Ownership of real estate;  

c. “First Arrangement” of the creditor's rights;  

d. Ownership and user’s right of the property at the 
time of signing the contract; and  

e. A promise by the financial institution to accommo-
date payment and repayment, with assurance of the 
right to claim.  

3. Amount of Money Lent  

In general, in estimating the Reverse Mortgage, 
the main concerns in estimating the sum of a reverse 
mortgage are the initial financing fees, loan amount, 
and the last upper limit of the debt. These issues are 
summarized as follows:   

a. Financing Fees 

There are in general three types of financing fees:   

i. Origination Fees: normally a percentage of the prop-
erty value for consultation, evaluation and assess-
ment;  

ii. Interest: the risk of a reverse mortgage is greater and 
therefore its interest rates are higher than those of 
general mortgages; and  

iii. Closing Costs: generally, a percentage of housing 
property as handling and totaling fees.  

All these expenses are deducted from the assessed 
total value of the property. The owner of the property in 
the end receives the net value after deducting all the 

necessary expenses.   

b. Loan Amounts 

The amounts of the loans, after deducting the ex-
penses, are decided according to the debtors’ age, 
mortgage interests and estimated value of the property. 
Base on the “general precise principle,” the greater the 
debtor’s age, the lower the interest rate; and the higher 
the estimated value of the property, the more the money 
received by the property owner. In addition, the amount 
will depend to an extent on the type of reverse mort-
gage and the means of payment.  

c. Debt Limit 

After the debtor obtains the reverse mortgage, 
his/her debt equals the total of the loan amount and the 
financing fees. 

d. Cancellation 

The reverse mortgage is similar to other financial 
products, in that a period for consideration is allowed. 
Reverse mortgage contracts can be cancelled within a 
limited timeframe (normally within three working 
days).   

4. How to Receive Reverse Mortgages   

After the debtor obtains a reverse mortgage, he/she 
can choose the way to receive the loan. In the United 
States, a reverse mortgage can be received in five ways: 

a. Lump Sum 

The debtor and the creditor hire an independent 
third party to assess the value of the property and 
present a fair and reasonable estimation. After deduct-
ing the fees and interests, the debtor receives the entire 
amount of the loan.  

b. Line of Credit 

The so-called ‘line of credit’ means that the debtor 
and the financial institution agree on a credit limit.  
The amount that is within this credit limit can be drawn 
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by the debtor at any time. One can choose to draw the 
money all at once or at different times until the loan is 
exhausted.  

c. Fixed Term Annuity 

The ‘fixed term annuity’ indicates paying within a 
predetermined period after both the debtor and the 
creditor have confirmed the net value of the house. The 
financial institutions will pay throughout the pre-agreed 
period whether the debtor is alive or not.  

d. Tenure Annuity 

With ‘tenure annuity,’ the debtor receives the 
‘pension’ throughout his/her lifetime. Under such me-
thod, the longer the debtor lives, the more the money 
he/she receives. 

e. Line of Credit plus Annuity 

This scheme allows two paying methods to satisfy 
the different financial needs of the debtor. For example, 
one can first decide on a credit limit for the reverse 
mortgage and then use the borrowed money for pension 
or tenure annuity.  

IV. Evaluation of the Reverse Mortgage  

The concept of ‘reverse mortgage’ was developed 
in the 1930s; nonetheless, not until the 1980s was it 
shaped and accepted extensively in Europe. It was in-
troduced as a financial product in the United States in 
1989. Until 2009, nearly 500,000 reverse mortgage 
cases had been handled.  

The reverse mortgage is a very complicated finan-
cial product. When it was first introduced in the United 
States, there were often constraints and difficulties. 
Advantages and disadvantages of reverse mortgages are 
as follow:  

1. Advantages   

The reverse mortgage scheme offers the following 
advantages: 

a. Less National Financial Burden  

The elderly can not only keep their accommoda-
tion but also acquire a stable income to sustain and im-
prove their living standard. It ensures the development 
of social welfare and secures the stability of the disad-
vantaged social groups, reduces the burden of the coun-
try and eases the financial problems caused by the in-
creased cost of pension for an aging society.   

b. Diversification of Financial Business 

The reverse mortgage scheme helps promote the 
diversification of financing by institutions such as 
banks and insurance companies. It can also engage their 
social responsibility with their profit goals and benefit 
the overall development of financial institutions.  

c. Development of the Real Estate Market  

Reverse mortgages help to expand the secondhand 
real estate market and ease the problem of supply and 
demand in housing. This in return moderates the hous-
ing price and stabilizes the development of the real es-
tate market.  

2. Disadvantages 

Generally speaking, the reverse mortgage scheme 
is saddled with the following disadvantages:  

a. Uncertainty in Age Prediction  

Predicting the life expectancy of the mortgagors is 
never easy. One difficulty is the debtor’s “moral risks.” 
The elderly who are expected to live longer are more 
likely to apply for reverse mortgages. When creditors 
estimate the life expectancy of the debtor according to 
the general guidelines provided by insurance companies, 
the estimated years of life is normally shorter than their 
actual years of living. This causes significant losses to 
the financial institutions. 

Another difficulty faced by financial institutions is 
actually the rapid development of medical sciences. 
Improvements in medical technology increases people’s 
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life expectancy. The burden of the creditor becomes 
heavier, while the retrieval of the profit is delayed. 
These difficulties in estimating the years of life of the 
elderly mortgagors make age prediction for reverse 
mortgages problematic.  

b. Uncertainty in Interest Rates  

Generally speaking, inflation is comparatively 
more prominent in developing countries, where banks 
interest is more likely to rise. Taiwan, like many de-
veloped countries, seldom faces problems of inflation 
and significant increase in bank interest rate.  But it is 
hard to guarantee a similar economic stability in the 
next decades and therefore risk the creditors’ benefits.    

c. Uncertainty in the Real Estate Market  

Currently, prices of real estate are relatively high 
in Taiwan. Nonetheless, the actual earning of the 
people has not been significantly increased. It is diffi-
cult to predict a real estate bubble. This uncertainty has 
created an additional risk of the reverse mortgage. 
Moreover, domestic financial institutions are still in 
lack of experiences in implementing reverse mortgages. 
Research and careful planning are needed to reduce the 
financial burden of the government and care for the 
livelihood of the elderly.  

d. Difficulty in Risk Prediction  

Generally speaking, housing reverse mortgages 
have to be repaid in 10 to 30 years or even longer pe-
riod of time. This has made the prediction of housing 
prices and interests rather risky and it is even riskier to 
estimate the overdue value of the property. The longer 
the mortgagor lives, the more the credit institutions 
have to pay as well as the more likely it is for them to 
pay more pension than the actual cost of the property, 
leading eventually to their significant loses. On the 
other hand, the credit institutions can also obtain the 
ownership of the property much earlier than predicted. 
As this is a life-long mortgage and the price of real es-
tate changes often, estimations would always remain 
risky.  

e. Difficulty of Implementation in Remote Areas  

In the real estate market, trading in remote areas 
has always been difficult, thereby making reverse 
mortgage transaction problematic. For example, even if 
both the debtor and the creditor in the United States 
agree with the future price of the property, the latter 
generally will only agree with paying 60 percent of the 
price of the property, as the remaining 40 percent is 
considered to be the risk cost. This makes the reverse 
mortgage service in remote areas very difficult and 
even impossible, whereas the elderly in these areas are 
likely to be the ones most in need of such loans for the 
rest of their life. Without careful planning, the reverse 
mortgage service in those areas is likely to fail.  

In the family-oriented country like Taiwan, where 
the traditional family relationship is still highly res-
pected, it is still difficult for many to accept the concept 
of reverse mortgage. In addition, financial institutions, 
lacking experiences, are reluctant to offer reverse 
mortgages that are saddled with significant risk. Should 
the government wish to consider implementing the re-
verse mortgage scheme, it has to prepare a very com-
prehensive support plan.    

3. Feasibility and Necessity 

While asking about the necessity of enforcing the 
reverse mortgage scheme in Taiwan, the following 
points have to be considered.  

a. Life Spans of Mortgagors and Property  

From the perspective of the elderly consumers, if 
they purchase the property at age 30 and are expected 
to live until 75 years old, they would have owned the 
house for 45 years. However, houses nowadays easily 
last for over 100 years. Houses remain valuable for 
many years after the death of their owners. Such re-
maining value should be calculated in advance to satis-
fy the need of the elderly after retirement.  

b. Additional Value and Benefits  

The additional value of the property (after the 
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owner’s death) and the additional benefits the owner 
receives after retirement must be calculated.  

c. Wellbeing of the Disadvantaged Elderly  

Housing reverse mortgages distribute the re-
sources rationally (resource rational distribution). The 
elderly can not only continue to live in their own house 
but also increase their earning through a reverse mort-
gage to raise their standard of living.  

d. Diversification of Financial Business  

A housing reverse mortgage is an innovated finan-
cial instrument that makes it possible to promote in-
vestment in property and insurance. If financial institu-
tions can identify rationally the serviced group and 
make a comprehensive plan, they can diverse their 
business and raise their international competitiveness.  

4. Implementation  

The following points have to be taken into consid-
eration. 

a. Government Participation   

The government has to actively support reverse 
mortgage plans. The support should consist of design-
ing, tax exemption, security for creditors and debtors, 
and coverage by government-authorized insurance 
companies. If the government can take into account the 
creditors’ risks, debtors’ life expectancy, interest rates, 
ethics, policy change and housing market turbulence, 
the implementation of the reverse mortgage scheme 
should be feasible.  

b. Market Standardization by Legislation 

The implementation of the housing reverse mort-
gage service involves banking, insurance, assets as-
sessment, pension, and social security. It is much more 
complicated than the traditional mortgage loans. Legis-
lation is needed in regulating the market and protecting 
the mortgagor and the lender.  

c. Establishment of a Corresponding Mechanism   

It is important to establish a financial system and a 
corresponding mechanism that involve commercial 
banks and are supported by insurance companies, social 
welfare organizations, and real estate agents. A reverse 
mortgage is a very complicated financial product and 
therefore can only be promoted successfully with the 
help of these interested parties.  

d. Research on cultural influence on reverse mort-
gage 

Due to the difference in culture, there is still sig-
nificant difficulty in the promotion of reverse mortgag-
es. The tradition in Taiwan is to pass the property to the 
next generation of a family. People lack the initiative to 
acquire a reverse mortgage.  More research is neces-
sary to find a solution to this problem.  

V. Conclusion and Suggestions  

Reverse mortgages have to be considered by the 
government when the financial support and social wel-
fare provided to the elderly are incomplete. The fol-
lowing suggestions are offered.  

1. Active Government Participation   

The Reverse Mortgage is a relatively new financial 
product and is complicated in design, promotion and 
implementation. The involvement of the government in 
the process is therefore crucial to success. The reverse 
mortgage service should be promoted and implemented 
gradually and with extreme care. At the moment, Tai-
wan does not have specialized reverse mortgage organ-
izations such as the Housing and Urban Development 
Department (HUD), Federal Housing Administration 
(FHA) and Fannie Mac in the United States. The gov-
ernment should therefore support and assist in the pro-
motion, financing and strategy design. Reverse mort-
gages can be offered by government-run or private fi-
nancial institutions, in any case, a regulating mechan-
ism has to be installed to protect the benefits of both the 
creditor and the debtor. 

 2. Reverse Mortgage Funds  
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The government should set up reverse mortgage 
funds as a stabilizing mechanism and encourage private 
financial institutions to entre the reverse mortgage 
market. With such funds, when the debtor lives longer 
than the expected age, the additional expenses could be 
covered by the government. On the other hand, if the 
debtor passes away earlier, the creditor has to allot a 
certain proportion of ‘unexpected profit’ to the funds. 
When the housing price and interest rates exceed the 
estimated range, reverse mortgage funds can provide 
similar regulating and supporting mechanisms.      

3. Grading Standard and Conditions 

Predicting the life span of a human being and es-
timating the value of property are never easy. The gov-
ernment should provide objective guidelines to help the 
lenders to make decisions on whether to grant reverse 
mortgages. The Australian government, for example, 
provides a set of guideline on the age limit, medical 
history and housing value for the debtors to have a clear 
overview of their own circumstances and examine 
whether they should obtain reverse mortgages. Such 
guidelines can also be used as a base for the design of 
different types of reverse mortgage and involve a more 
all-round social welfare. When reverse mortgages are 
more widely accepted, the government can gradually 
open up the market to other private investors. With di-
versified products offered by various institutions, one 
can not only increase the market value of their property 
but also reduce the financial pressure on the govern-
ment.  

4. Working with private charities  

For the majority of the elderly, the difficulty they 
face is not only in the lack of money but also in the 
need of caring and company. Therefore, it is also popu-
lar in some countries to use the reverse mortgage for 
accommodating the elderly in nursing homes, or give 
the housing property trust directly to charity funds in 
return for the care for the mortgagors throughout the 
rest of their life. Such type of reverse mortgages may be 
in counter of the traditional value of our society; nev-

ertheless, collaborating with charity-run nursing centers 
can not only provide professional care for the elderly 
but is also a good way for them to support each other.  

All in all, in a diversified economic society, it is 
necessary to promote and implement the reverse mort-
gage scheme. There have no doubt been both successful 
and unsuccessful cases. However, to reduce the risk of 
financial institutions and to ensure the welfare of eco-
nomically disadvantaged elderly people, the active in-
volvement and support of the government are the keys 
to success.  
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Performance of Taiwan’s Transportation Systems 
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Abstract 

A new model of cooperation in building infrastructure was introduced to Taiwan for 
construction of a mass rapid transit system in Kaohsiung and a high speed rail system along 
the west coast of the land. It is known as BOT (build, operate, transfer). The private sector 
invested in the system, is operating it, and then will transfer it to public ownership. Prob-
lems have abounded. 

Both systems are losing money. Bailouts are necessary. Public-owned banks are con-
sidering a debt-equity swap. The government is planning to take them over ahead of sche-
dule. After the takeover, the government wishes to assign experts to make both of them 
work without wasting the money of taxpayers. 
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1.Introduction 

Taiwan completed the Ten Major Infrastructure 
Projects1”under which the infrastructure has been mod-
ernized for transportation. Over the recent two decades, 
the infrastructure has been improved with the construc-
tion of two mass rapid transit systems in Taipei and 
Kaohsiung and a high speed rail service between north 
and south Taiwan. The service was made available on a 
BOT (build-operate-transfer) basis.  

The application of the BOT model started around 
the 1980s. The Law for Promotion of Private Participa-
tion in Infrastructure Projects was promulgated in Tai-
pei on February 9, 1990. It divides private participation 
models into seven types: BOT, BOT without payment, 
BOT with payment, ROT, OT, BOO and another me-
thod verified by competent authorities. Basically, they 
are the granting of concessions. Moreover, through pri-
vate efficiency and investment in infrastructure, the 
financial burden of the government is reduced and the 
overall operation performance of the infrastructure can 
be promoted.  

At first, the government planned to build both 
systems itself. But as the 1990 law requires private in-
vestment. As a consequence, the BOT model was 
adopted for construction of the two systems in 1994 
and 1998. After the high speed rail service and the 
Kaohsiung mass rapid transit system were opened to 
traffic, both private corporations organized to imple-
ment the BOT projects have failed to live up to the high 
public expectations. They are losing money. They have 
asked the government to come forward and bail them 
out. The reasons for the failure include: too optimistic 

                                                      
1 The “Ten Major Infrastructure Projects” are the na-

tional infrastructure projects addressed in the 1970s. 
Among the projects there are 6 constructions related 
to transportation, including National Freeway No. 1, 
Chiang Kai-shek International Airport (Taoyuan In-
ternational Airport), North-link Railway, Rail Elec-
trification, Taichung Port and Suao Port.  

feasibility studies and an overly large share of govern-
ment investment. Whatever the reasons are, the gov-
ernment is duty-bound to make both systems work for 
the benefit of the public. 

This study reviews the operation and financial sit-
uations of the two corporations operating the two sys-
tems.  

2. Important Railway Transportation In-
frastructure 

Taiwan has “general”railways, mass rapid transit 
(MRT) and high speed rail (HSR) systems. The Taiwan 
Railway Administration operates the general railway 
service. The Department of Rapid Transit Systems of 
the Taipei City Government is responsible for construc-
tion of the Taipei MRT, while Taipei MRT Corporation 
operates it. The BOT model was adopted for the MRT 
system in Kaohsiung. The Kaohsiung Metro is respon-
sible for construction and operation, while the MOT 
Bureau of the Kaohsiung City Government takes care 
of route planning and exercises supervision. As a BOT 
project, the HSR system was built and is being operated 
by the Taiwan High Speed Rail Corporation.  

The government invested in and built the Taipei 
MRT system, which was then contracted out to the 
Taipei MRT Corporation for operation. It uses the BT 
(Built-Transfer)+OT(Operate-Transfer) model. During 
the early operation stage, as the network in operation 
was small and as the volume of passengers was small, 
the MRT company could not make both ends meet.  
The deficit was made up by the budget allocation from 
the Taipei City Government. It was not until 1998 the 
company could break even. During the last few years, 
the continuous expansion of the Taipei Metro network 
has increased the clientele and promoted the prosperity 
and development of peripheral areas of its stations.  
The ticket income totaled NT$9.7 billion in 2008, ac-
counting for 89 percent of the total revenue of the 
company. 

The Kaohsiung MRT Corporation was organized 
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by China Steel Corporation and other investors. A 
36-year concession for operation was awarded. The 
system was built at the cost of NT$18.1379 billion, of 
which NT$10.938.19 million (83.19% of the total) was 
raised by the government. Private investments ac-
counted for the remaining 16.81 percent of the capital.  
The MRT company took full responsibility for con-
struction and most of the investors have the official 
equity investments (the operation right of China Steel 
Corporation belongs to the Ministry of Economic Af-
fairs). The central government should help solve the 
difficulties the Kaohsiung Metro is facing in operation. 

Taiwan High Speed Rail Corporation was estab-
lished in 1998. It opened to traffic in 2007. The volume 
of passengers and income are increasing. However, as 
the customers served are medium- and long-distance 
travelers, it incurred a loss of NT$$2.3047 billion in 
2008. The cumulative deficit was as high as NT$6.7571 
billion. The main reason for the deficit is the high oper-
ation cost (depreciation charges) and interest cost. 
Moreover, the pay for THSR personnel is too high. 
Apart from trying to negotiate for extended operation 
period to reduce the depreciation charges, the govern-
ment has already helped by applying for a contract re-
vision for capital extension and interest reduction and 
accelerated the station development to increase the 
sources of return. Hopefully, these actions may solve 
the difficulties THSR is facing.  

3. Comparison between BOT and BT+OT 
Models 

In terms of the financial status and operation effi-
ciency, both the BT+OT model and the BOT model 
showed a deficit during the early operation stage. The 
other main reason for the imbalanced income is the too 
highly expected volume of passengers. The public is 
concerned that both private corporations operating the 
HSR and Kaohsiung Metro lack efficiency. Probity of 
the company leaders is suspected, too. On the contrary, 
as the fixed assets of the Taipei MRT, for which the 
BT+OT model was adopted, do not need to be depre-
ciated and the deficit during the early operation stage 

was taken care of by the government and there was no 
immediate internal financial cost during the difficult 
period of the early operation stage. During the last few 
years, as the network has been extended. The Taipei 
Metro has become quite popular. It is recommended, 
however, that the government not overemphasize the 
performance of the Taipei MRT system. Efforts should 
be redoubled to improve the operation of the Kaohsiung 
Metro and the high speed rail service.   

4. Evaluation  

The performances of the two MRT systems in 
Taipei and Kaohsiung as well as the HSR service are 
examined. (See Table 1.) Moreover, the following ana-
lyses are carried out for each of the corporations to 
evaluate the construction performance and operation 
efficiency:  Table 2 shows Liquidity Analysis (Work-
ing Capital, Current Ratio, and Current Cash Debt 
Coverage Ratio), Solvency Analysis (Debt Ratio, Inter-
est Coverage Ratio, and Cash Debt Coverage Ratio) 
and Profitability Analysis (Return on total assets (ROA), 
Return on Stockholder’s Equity (ROE) and Cash Re-
turn on Sales Ratio. 

In terms of the operation risk, as the cost of con-
struction was very high and the government did not 
fully invest and the private corporations had to operate 
with a high liability ratio. The high fixed cost led to 
high operating leverage and a high liability ratio in-
creased the interest which adversely added to the finan-
cial leverage. The cross-effect of applying high levels 
of operating leverage and financial leverage led to high 
operation risk, which means the relationship between 
the book profit of the operation and the transportation 
volume is highly sensitive. In other words, although the 
Kaohsiung MRT system and the HSR service are oper-
ated with private participation as BOT projects and 
subsidized by the government, the level of private in-
vestment was relatively low and the transportation vo-
lume during the early operation stage was much lower 
than had been expected. As a consequence, both corpo-
rations are losing money, affecting the normal operation 
of the systems and construction of stations and exten-
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sion of the network in the future.  If the problems are 
not solved, both companies would go under shortly. 

5. Conclusion 

A review of the BOT projects shows that the 
planned goals could not be reached during the early 
operation stage. The policy of private participation in 
infrastructure was still unclear. As a matter of fact, the 
government made practically all the necessary invest-
ment and organized publicly-owned corporations to 
carry out the operation. The government is responsible 
for the profit or loss nominally and substantially. Since 
the start of the operation in 1996, the Taipei Metro has 
devised a better means of system operation and ac-
quired peripheral land development experiences. Its 
financial status is all relatively stable and its network 
has been expanded to produce good results. On the oth-
er hand, the Kaohsiung Metro and the HSR system, 
build as BOT projects, are faring much worse. More 
government investment was needed to prop up the two 
systems. Although they are operated by private corpo-
rations nominally, the government is responsible for 
their profit or loss. Naturally, moral risks are involved.  

The main aim of promoting the policy of private 
participation in infrastructure is to try to attract    
“rich capital” and “operation efficiency” from 
non-governmental corporations to solve the difficulties 
the government is facing. It is a Public-Private Partner-
ship (PPP) model (Ming-can Chen and Wei-hong 
Zhang, 2005). However, through the analysis in this 
study, it is found that although private corporations are 
willing to participate in national infrastructure projects 
and are able to complete the construction successfully, 
the success of their operation depends on the increase in 
the volume of passengers. Whether or not the income 
will be enough to reap a return is very uncertain. The 
uncertain income and high financial leverage produced 
as a result of the system design certainly would not gain 
approval of the capital providers who may withdraw 
their investment to cause financial risks. But as the 
loans to the corporations are exorbitant, the pri-
vate-owned corporations may have debt paying prob-

lems. These problems would lead to systematic risks in 
the financial market which would cause the “all-lose” 
situation  for the corporations, the loaner (bank) and 
the government. 

According to Article 8 of the 1990 law, there are 
four models for private participation in infrastructure 
construction in Taiwan: BOT (Build-Operate-Transfer), 
BTO (Build-Transfer-Operate), OT (Operate-Transfer) 
and BOO (Build-Own-Operate). The government 
should establish a set of standards to evaluate the policy 
performance of private participation in infrastructure 
projects (Ming-de Wang et al., 2004). Moreover, the 
actual needs for social and economic development re-
quire fully private-owned corporations (i.e. it is inap-
propriate for publicly-owned to be involved directly or 
indirectly) to plan and invest in the projects. The gov-
ernment just needs to guarantee the purchase and pay 
the usage charge annually during the contracting period 
in line with the PFI (private finance initiative) policy. 

The PFI policy was first introduced by the British 
Conservative Party. After the Labor Party won the elec-
tion in 1997, the government began to enforce the poli-
cy. Over the last 10 years, there are around 800 con-
tracts signed in Britain for bilding infrastructure for 
transportation, environmental protection, medical ser-
vice, education and community development (De-mei 
Wu, 2009). Currently, more than 50 countries, includ-
ing Italy, Ireland, Japan and New Zealand, adopt the 
British model to establish partner relationship between 
the government and the private sector. Taiwan may fol-
low suit. Although the PFI and BOT models lead to 
investment of private capital in infrastructure projects, 
the concepts of these two are different. The risks are 
shared in the most appropriate way by the public and 
private sectors and the government plays the role of 
purchasing services and providing them for everyone to 
use. Playing this role, the government can fully super-
vise the service of the private operators through the 
annual budget payment from the user’s point of view. 
Moreover, the private operators can provide financers 
with concrete and safe debt-paying cash flow resources 
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based on the government’s annual legislated budget 
which helps concession corporations to strengthen cre-
dits in the fundraising market to increase financial re-
sourced and decrease interest rates. Based on the above 
analysis, it is shown that, for the same construction, if 
the government applies the BOT model for the opera-
tion, it has to take responsibility for a majority of the 
investment expenditure during the early planning stage 
and remains responsible for the ultimate risks caused by 
the bad usage scale. But if the PFI model is applied, the 
government is not responsible for the capital invest-
ment. Although it has the nature of assuring the repay-
ing resources for private-owned corporations, the gov-
ernment is not responsible for their credit risks. The 
financial burden of the government is reduced. 

In terms of aggressive action, for these two indica-

tive BOT cases, it is suggested that a debt-equity swap 
be made by publicly-owned banks or the government 
obtain the power to operate by paying reasonable prices.  
The government can then assign experts to the reorga-
nized companies to “maintain the operation, follow the 
government policy, clarify operational processes, and 
create opportunity for growth.” The application of the 
PFI model may also be legislated. Moreover, as the 
stocks can be floated, the reorganized companies may 
attract capital on the local market as well as from 
abroad. The government has the responsibility to help 
the Kaohsiung MRT system and the HSR service solve 
their financial and operation difficulties. According to 
the contracts, the government has to purchase both sys-
tems sooner or later.  It had better face the problem 
fairly and squarely the sooner the better. The past mis-
takes have to be corrected as soon as practicable. 

 

Table 1  Operating (Financial) Performance of Taipei MRT, 

    Kaohsiung MRT ‘and Taiwan High Speed Rail 

(Unit: NT$1,000 of Revenue) 

 Taipei MRT  Kaohsiung MRT Taiwan High Speed Rail 

year  Operating 
Revenue  

Operating 
Profit 
(Loss) 

 
Net 

Profit 
(Loss) 

 Operating
Revenue

Operating 
Profit 
(Loss) 

Net Profit
(Loss) 

Operating 
Revenue  

Operating 
Profit 
(Loss) 

 Net Profit
(Loss) 

1995  8,400  (500,592)  (351,103)  － － － －  －  － 

1996  208,499  (569,475)  (397,568)  － － － －  －  － 

1997  579,125  (644,739)  (545,795)  － － － －  －  － 

1998  1557,264  (125,619)  211,388  － － － －  －  － 

1999  2,584,105  472,983  846,597  － － － －  －  － 

2000  8,947,633  3,655,079  3,281,670  － － － －  －  － 

2001  7,253,798  144,944  375,033  － － － －  －  － 

2002  8,144,612  726,988  855,809  － － － －  －  － 

2003  7,829,867  (21,028)  361,363  － － － －  (995,845)  (875,583) 

2004  8,893,319  670,747  720,116  － － － －  (1,373,593)  (3,412,906)

2005  9,204,588  632,341  667,869  － － － －  (1,853,807)  (2,075,447)

2006  9,861,250  824,466  796,469  － － － －  (3,129,999)  (3,426,425)

2007  10,393,459  586,131  720,987  3,099 (589,404) (525,277) 13,502,788  (14,909,057)  (29,398,748)

2008  10,910,639  402,775  607,269  808,602 (1,859,804) (2,201,007) 23,047,583  (6,238,393)  (25,009,697)

Sources from: The annual report of Taipei MRT, Kaohsiung MRT ‘and Taiwan High Speed Rail 
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Table 2  Financial Structure Analysis of Taipei MRT, Kaohsiung MRT ‘and Taiwan High Speed 
Rail 

(Unit: NT$1,000) 

Panel A: Taipei MRT 

 Liquidity Analysis  Solvency Analysis Profitability Analysis 

year  Working 
Capital  Current 

Ratio 

Current 
Cash Debt 
Coverage 

Ratio 

 Debt 
Ratio 

Interest 
Coverage 

Ratio 

Cash Debt 
Coverage

Ratio 
ROA  ROE  

Cash 
Return 

on Sales 
Ratio 

1996  (4,012,602)  0.0494 (0.0699)  86.7152 0.00 (0.0177) (2.4651)  (0.1230)  (1.1024)

1997  3,427,711  6.8411 (0.1190)  0.1470 0.00 (0.0237) (0.2477)  (0.1438)  (0.4938)

1998  5,630,647  9.7770 0.0997  0.1061 0.00 0.0950 0.0400  0.0456  0.0393

1999  6,347,881  9.4812 1.1194  0.1065 0.00 1.0612 0.1228  0.1374  0.3011 

2000  8,686,958  5.2502 2.9773  0.1771 0.00 2.8575 0.3389  0.3989  0.4646

2001  8,320,712  5.0921 (0.3698)  0.1795 0.00 (0.3553) 0.0315  0.0384  (0.1039)

2002  8,270,334  4.3822 0.3983  0.2127 0.00 0.3592 0.0680  0.0846  0.1095

2003  6,817,471  5.3454 0.1065  0.1578 90.70 0.0901 0.0288  0.0350  0.0273

2004  6,159,963  4.8558 0.7322  0.1535 38,638.87 0.6089 0.0589  0.0697  0.1303

2005  6,530,857  4.9753 0.7344  0.1593 18,083.43 0.6088 0.0535  0.0634  0.1293

2006  4,937,667  3.6680 0.8801  0.1840 12,146.27 0.6908 0.0616  0.0744  0.1559

2007  4,290,319  3.1806 0.5109  0.1767 8,081.59 0.4043 0.0539  0.0658  0.0938

2008  4,053,276  2.9897 0.5044  0.1779 5,165.72 0.4193 0.0447  0.0543  0.0926

Panel B: Kaohsiung MRT 
2008  (6,745,868)  0.7401 －  0.8824 (2.95) － (0.0339)  (0.2698)  － 

Panel C: Taiwan High Speed Rail 
2007  (25,247,106)  0.1975 (0.2611)  0.8763 (8.00) (0.0265) (0.0345)  (0.4297)  (0.7160)

2008  (15,107,342)  0.4378 (0.1266)  0.9304 (1.04) (0.0095) (0.0174)  (0.5956)  (0.1602)

Sources from: The annual report of Taipei MRT, Kaohsiung MRT and Taiwan High Speed Rail 
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What Can We Learn from the Impacts of the Economic  

Crisis on Farm Households in Taiwan? 

CHANG, Hung-hao 

 
Abstract 

In 2008 and 2009, the world economy witnessed the dramatic change in the macroe-
conomic environment. Taiwan is not immune to the economic crisis triggered by a near fi-
nancial meltdown in the United States. This paper assesses the impact of the economic cri-
sis on the farm households in Taiwan, which is more complex because many of them are 
involved to a very large extent in off-farm work. The primary conclusion of this study 
points to the evidence that the economic crisis changed the income inequality between farm 
and nonfarm households in Taiwan. Therefore, the changes in the relative wellbeing be-
tween farm and nonfarm households are revealed due to the economic crisis. 
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Introduction 

The world economic crisis that began in 2008 had 
major consequences for the world economy. The wea-
kening in commodity demand resulted in a recession, 
increasing employment and trapping the world in an 
economic doldrums. Taiwan was not immune. From 
January 2007 to December 2008, unemployment soared 
from 3.79 percent to 5.03 percent, up by approximately 
33 percent. At the same time, food prices reached an 
all-time high in Taiwan, from NT$35.74 per kilogram 
in December 2007 to NT$39.69 per kilogram in De-
cember 2008. One of the interesting questions is how 
the lives of the people were affected by the dramatic 
change in the macroeconomic environment. A conco-
mitant question is how the effect differed for different 
types of households. The recession and increased food 
prices are expected to have a re-distributional effect on 
the economic wellbeing of farms as well as non-farm 
households. This paper aims to address this issue by 
using a national representative survey of Taiwanese 
households.  

An examination of the impact of the changes in the 
macroeconomic environment on the farming house-
holds is made complex by the fact that many of their 
members are engaged in off-farm work. For instance, 
80 percent of the farming households work off the farm 
in the United States. An estimated 75 percent of their 
counterparts in Taiwan derived their income from 
off-farm work in 2005. In addition, the government 
made income transfers to farming households in Taiwan. 
A similar case is observed by Chang and Boisvert 
(2006), who found that the payments from the Conser-
vation Reserve Program not only increased the mean 
levels but also stabilized the total household income in 
the United States.  

This paper looks at the income inequality between 
farm and non-farm households as well as among dif-
ferent types of farm households. The Gini coefficients 
are used to assess the inequality between and among 
several selected groups. Income inequality provides a 

relative measure of the economic wellbeing, rather than 
the comparisons of the income levels. Only a few stu-
dies have been done so far to ascertain the income in-
equality among the farming households. (Boisvert and 
Randy 1985; El-Osta et al., 1995; Zhu and Luo, 2006; 
Chinn, 1979 ; Leones and Feldman, 1998; Elbers and 
Lanjouw, 2001; de Janvri and Sadoulet 2001).  

In spite of a growing body of recent studies that 
examine the impact of the economic crisis on economic 
performance, little attention has been paid to the 
household wellbeing, especially that of farming house-
holds. This paper provides an empirical illustration by 
investigating how the recent economic crisis has af-
fected the income inequality between farm and 
non-farm households in Taiwan. Furthermore, previous 
studies showed that government payments played an 
important role in the income inequality of the farm 
households. However, the effect may be positive or 
negative depending on what the farms produce. For 
instance, using dairy farm survey data in New York 
State, Boisvert and Randy (1985) found that govern-
ment payments decreased income inequality. In this 
study, the effect of a unique social welfare program in 
Taiwan is explored, known as the Old Farmers’ Welfare 
Allowance (OFWA), the program mandates a 
NT$6,000 monthly payment to every farmer aged 65 or 
older. The payment can be seen as a decoupled program 
which is not tied to production. In contrast to the in-
come-decoupled payments in the United States, this 
study provides another example showing the effect of 
an income support program on the income inequality 
among the farming households. It is a pioneering study.  

In particular, this researcher investigates the extent the 
different income sources may have on an income in-
equality between full-time and part-time farm house-
holds. An additional analysis is made by comparing the 
effects observed in 2007 and 2008. The analysis justi-
fies the hypothesis that the economic crisis and high 
food prices affect the income inequality of the selected 
households in Taiwan. 
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Historical Trend of Unemployment in Taiwan 

Data on unemployment in Taiwan from 1978 to 
2009 are closely studied to depict a broad picture of the 
extent the change in the macroeconomic environment 
may have on the overall economic performance. Figure 
1 shows a rise in unemployment, marking an all-time 
high in 2009. Joblessness was a mere 1.67 percent in 
1978. It peaked at 5.82 percent in 2009, up by approx-

imately 71 percent. The rise is precipitous in the last 
two years. The average unemployment rate was 3.91 
percent in 2007 and jumped to 5.82 percent in 2009, an 
increase of about 50 percent. The sharp rise is proof 
that unemployment was significantly affected by the 
economic crisis. 

 

Figure 1: Unemployment Rates in Taiwan from 1978 to 2008 

 

Source: Council of Labor Affairs 

  

Rising Trend in Food Prices in Taiwan 

Another significant change in the macroeconomic 
environment is the rise in world food prices. Taiwan has 
also been affected. Figure 2 shows the rise in retail 
prices of rice from January 2007 to December 2008 in 
Taiwan. An all-time high price, NT$39.69 per kilogram, 
was observed in December 2008. It marks an increase 
of 16 percent over the NT$34.1 per kilogram in January 

2007. The increase in food prices can be understood by 
the excess demand for energy. As indicated by many a 
previous research, the demand for energy input in 2007 
began to cause an increase in demand for raw agricul-
tural material, which, in turn, affected the excess de-
mand for energy.

 



244  Taiwan Development Perspectives 2010 

Figure 2: Retail Prices of Rice in Taiwan from 2007 to 2008 

 

Source: Council of Labor Affairs  

 

Research Design 

This paper aims to examine changes in in-
come inequality between farming and non-farming 
households due to the change in the macroeco-
nomic environment. Household data are supplied 
by the surveys of family income and expenditure 
(SFIEs) conducted in 2007 and 2008 by the Di-
rectorate General of Budget, Accounting and Sta-
tistics (DGBAS 2007, 2008). The SFIE was con-
ducted every two years prior to 1976 and annually 
thereafter. Each year, approximately 12,000 
households were interviewed. Data collected in-
cluded family income from salaries, commercial 
undertakings, property, and government transfers. 
Therefore, the SFIE is an important vehicle for the 
government to understand the income of the 
households in Taiwan. In this data set, farm 
households are defined as those holding at least 
0.05 hectare of farmland or selling agricultural 
products worth more than NT$20,000 a year. In 
addition, there are two different types of farm 

households. If all of the household members work 
on their own farm or the off-farm work of any of 
the members engaged does not last more than 30 
days per year, they are defined as full-time farm 
households. By contrary, if annual off-farm work-
ing hours of any of the family members exceed are 
30 days a year, they are categorized as part-time 
farm households. Following the SFIE definition, 
we identify four different household types: 
non-farm household, farm household (all), 
full-time farm household, and part-time farm 
household.  

 Since one of the primary objectives of this 
study is to investigate the extent of change in the 
various income sources may have on the inequali-
ty of the total household income, it is necessary to 
identify different income sources first. In this 
study, the total household comprises four compo-
nents: farm income, non-farm income, government 
subsidy, and other government payments. Farm 
income includes the income and revenue related to 
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the farming, while wages and salaries of family 
members taking off-farm jobs are regarded as 
non-farm income. A unique social welfare pro-
gram, called Old Farmers' Welfare Allowance 
(OFWA), has been implemented since 1995 in 
Taiwan. Every farmer 65 years old or older is en-
titled to a monthly lump-sum payment of 
NT$6,000. Since this lump-sum payment is ex-
pected to stabilize the farm household income, we 
recognize OFWA payments and other government 
payments.  

Change in Household Income  

Table 1 shows sample distributions of farm-
ing household income by different income sources 
in 2007 and 2008. Altogether 1,018 and 1,139 
farming households are sampled for 2007 and 
2008, respectively. Full-time farm households ac-
counted for 24 percent of the total in 2007 and 22 
percent in 2008. With respect to the total house-
hold income, a downward trend is evident for all 
households from 2007 to 2008. However, the 

magnitude is different among different household 
types. For instance, a mere 1.33 percent decrease 
in total income is found among non-farm house-
holds in 2008, compared with the average income 
level in 2007. However, it is more pronounced 
among part-time farm households (-7.26%). Inte-
restingly, only little decrease in total income is 
found among full-time farm households (-0.80%). 
The decrease in household income among 
full-time farm households reflects the increasing 
reliance of the farm income during the economic 
crisis.  

With respect to the components of total 
household income, there is approximately a 10 
percent increase in household income for all farm 
households. The increase in total household in-
come is more pronounced for full-time farm 
households (15.26%). Only an 8 percent decrease 
in farm income is found for part-time farmers.  
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Table 2: Estimated Gini Coefficients by Groups in 2007 and 2008 

  Year 2008 Year 2007 

Household type Gini 95% CI Gini 95% CI 

All farm 0.324 0.313 0.338 0.352 0.338  0.373 

  Full-time farm 0.273 0.241 0.304 0.335 0.304  0.368 

  Part-time farm 0.328 0.315 0.340 0.350 0.337  0.369 

Nonfarm  0.346 0.341 0.350 0.340 0.334  0.345 

95% confident intervals are calculated using the bootstrap method with 500 replications 

 

Change in Income Inequality  

Gini coefficients are commonly used to measure 
the income inequality among farming households. The 
coefficients measure the inequality of the income dis-
tribution within each household type, with a high score 
indicating a higher income inequality. Table 2 shows 
the estimated Gini coefficients are 0.335, 0.350, and 
0.340 for full-time farmers, part-time farmers, and 
non-farm households in 2007, respectively. In light of 
the 95 percent confident intervals, they show no signif-
icant differences in income inequality among different 
types of household. It is a different story in 2008. The 
estimated Gini coefficients differ from different house-
hold types. The most equal distribution of household 
income is found among the full-time farm households 
with a Gini coefficient of 0.273, while the non-farm 
households see a more unequal income distribution 
(coefficient at Gini at 0.346). Since the 95 percent con-
fident intervals of these two Gini coefficients do not 
come across, the differences in income inequality be-
tween these two household types are statistical signifi-
cant. A significant difference in income distribution is 
also evident between part-time and full-time farm 
households, and the total household income of full-time 
farmers is more equally distributed.  

 With regard to the changes in income inequality 
between years, a significant change in income inequa-
lity is evident for full-time farm households. The Gini 

coefficients of inequality decrease approximately by 20 
percent from 2007 to 2008 (0.335 to 0.273). A slight 
decrease in Gini coefficients is also evident among 
part-time farm households (0.350 to 0.328) from 2007 
to 2008, but this change is not statistically significant. 
The estimated Gini coefficients are 0.340 and 0.346 for 
non-farm households in 2007 and 2008, respectively. 
They experienced no income inequality. 

Conclusions 

The world had witnessed the economic crisis 
which began in 2007. The resulting recession severely 
impacted the world economy. Food prices soared at the 
same time, owing to the excess demand for energy. Al-
though a growing body of literature examined the im-
pact of exogenous macroeconomic changes on the gen-
eral population or the economy, little attention was paid 
to their effects on farm households.  

A study of all relevant data led to several interest-
ing findings. A comparison of the impacts in 2007 and 
2008 shows the proportion of farm income increased 
among  full-time farm households, while a signific-
ance decrease in non-farm income is evident for 
part-time farmers. With respect to income inequality, 
the macroeconomic changes significantly equalize the 
income disparity among the full-time farm households, 
while there is not much change in income inequality 
among part-time farm and non-farm households. With 
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respect to the effects of each income component on the 
income inequality, a significant change is observed for 
the farm income to the overall household income for 
part-time farmers. The change of an additional percen-
tage increase in farm income results in an increase of 
16 percent in income inequality. A pure money transfer 
under the OFWA welfare program equalizes the income 
inequality in both full-time and part-time farm house-
holds.  

 One interesting question arises. What can we 
learn from the changes in the macroeconomic condition 
on the income inequality between farm and non-farm 
households? Does this provide an opportunity for agri-
cultural policy reform in Taiwan? Some policy implica-
tions may be inferred. First, Contrary to what is com-
monly presumed, farm household suffer more than their 
non-farming opposite numbers. This demonstrates that 
the increase in farm income is canceled out by the de-
crease in off-farm income. The impact is more pro-
nounced for the part-time farm households due to their 
higher share of the non-farming income to their total 
household income. The government has to pay more 
attention to, and make more effort to help, the part-time 
farm households. How to attract family members back 
to farm business seems a reasonable way to alleviate 
this problem. In addition, the OFWA payments not only 
provide the income safety net of the farm population 
but also help to equalize the income disparity of the 
farm households in Taiwan.  
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Abstract 

The Association of Southeast Asian Nations and China formed what is known as the 
Ten-plus-One free trade zone in Asia on January 1, 2010. The trade bloc, the third biggest 
in the world, has a population of 1.8 billion with a total gross domestic product of US$6 
trillion and an inter-area trade volume running up to US$2,500 billion a year. Excluded 
from the new free trade arrangements, Taiwan is likely to be economically marginalized. 

A sub-regional trade zone has also been formed in China. It includes nine of its prov-
inces – Fujian, Jiangxi, Hunan, Guangdong, Guangxi, Hainan, Sichuan, Guizhou and Yun-
nan – and Hong Kong and Macau under a Framework Agreement for Cooperation in the 
Pan-Pearl River Region, signed in June 2004. Known commonly as the Nine-plus-Two, this 
group makes up one fifth of China’s total land area with one third of its population and as 
much of its gross domestic product. Besides, the sub-region covers the coastline of South 
China.  

This paper analyzes the future development of agricultural cooperation between Tai-
wan and China after the emergence of the Ten-plus-One and Nine-plus-Two trade blocs 
ahead of the expected signing of an economic cooperation framework agreement between 
Taipei and Beijing.  
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I. Introduction 

The Association of Southeast Asian Nations 
(ASEAN) and China formed what is known as the 
Ten-plus-One free trade zone on January 1, 2010. It 
took close to a decade to form the free trade area in 
Asia, the third largest in the world next only to the 
North American Free Trade Area (NAFTA) and the 
European Union (EU). In November 2002, the Frame-
work Agreement on Comprehensive Economic Coop-
eration was signed to establish the ASEAN-China Free 
Trade Area (ACFTA) by 2010.  Signatories included 
Brunei, Indonesia, Malaysia, the Philippines, Singapore, 
Thailand and China. Cambodia, Laos, Myanmar and 
Vietnam are to join by 2015. The Agreements on Trade 
in Goods and Dispute Settlement Mechanism between 
the ASEAN and China were signed in November 2004. 
The Agreement on the Trade in Goods has been imple-
mented since July 2005. The Agreement on Trade in 
Services was signed at the tenth ASEAN-China summit 
in January 2007 and entered into force on July 1, 2007. 
The ASEAN-China Investment Agreement was con-
cluded during the 41st ASEAN Economic Ministers’ 
Meeting in Bangkok in August 2009. With the invest-
ment agreement signed, the Ten-plus-One free trade 

area was ready to come into being. 

All member countries will share the benefit of free 
trade in goods, trade in services and investments within 
the ACFTA. The elimination of tariff and non-tariff 
barriers among member countries will contribute to 
greater economic efficiency, productivity and competi-
tiveness.  

II. Importance of the ACFTA 

The goal of the ACFTA is to establish a single 
market and production base for a highly competitive 
free trade region. The ASEAN had a population of 
about 583 million in 2008. Its area totals 4.43 million 
square kilometers. Its combined gross domestic product 
runs up to US$1.506 billion, while its inter-area trade 
totals US$1710 billion. China has an area of 964 mil-
lion square kilometers, a population of 1.32 billion, a 
gross domestic product of US$4,400 billion and a for-
eign trade volume of US$2,500 billion. With China 
included, the ACFTA is a region where 1.9 billion 
people live, forming the biggest single consumer mar-
ket of the world. The following table shows selected 
basic ASEAN indicators. 

Table 1 Selected Basic ASEAN Indicators 

Country Total land 
area 
Km2 
2002 

Total  
population 
thousand 

2008 

Gross 
domestic 
product 

US$  
million 
2008 

Gross 
domestic 
product 

per capital 
at current 

prices 
US$ PPP

2008

International merchandise trade Foreign direct invest-
ment infow 

Exports
US$  

million 
2008 

Imports
US$  

million 
2008 

Total trade 
US$  

million 
2008 

US$  
million 
2007 

US$ 
million 
2008 

Brunei 
Darussa-
lam 

5,765 397 14,146.7 50,234.8 8,754.2 3,106.0 11,860.2 260.2 239.2

Cambodia 181,035 14,656 11,081.6 1,794.0 4,249.2 4,476.3 8,725.5 867.3 815.2
Indonesia 1,860,360 228,523 511,741.4 3,705.0 137,020.4 129,197.3 266,217.7 6,928.3 7,918.5
Lao PDR 236,800 5,763 5,289.0 2,237.3 827.7 1,803.2 2,630.9 323.5 227.8
Malaysia 330,252 27,863 222,673.6 13,192.1 194,495.9 144,298.8 338,794.7 8,401.2 8,053.0
Myanmar 676,577 58,510 27,182.0 1,082.9 6,620.6 3,794.9 10,415.4 257.7 714.8
Philippines 300,000 90,457 166,772.8 3,421.1 49,025.4 56,645.6 105,671.0 2,916.0 1,520.0
Singapore 707 4,839 184,120.4 50,347.1 241,404.7 230,760.3 472,165.0 31,550.3 22,801.8
Thailand 513,120 66,482 273,666.1 7,889.7 174,966.7 177,567.5 352,534.2 11,238.1 9,834.5
Viet Nam 331,212 86,160 90,700.8 2,595.2 61,777.8 79,579.2 141,357.0 6,739.0 8,050.0
ASEAN 4,435,827 583,651 1,506,807.4 5,007.1 879,412.3 831,229.1 1,710,371.7 69,481.6 60,174.7
Note: Data as of July 17, 2008  
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Taiwan relies on this huge market for trade over 
the past years. In 2008, trade with China reached 
US$105.3 billion, accounting for 21.22 percent of Tai-
wan’s worldwide volume. Exports to China represented 
39 percent of Taiwan’s total foreign sales, while im-
ports made up 13.7 percent of its purchases from 
abroad. Exports to the ASEAN accounted for 15 per-
cent of Taiwan’s total sales overseas in 2008. It was the 
second largest market for Taiwan. The ACFTA is Tai-
wan’s most important trading partner. 

III. Pearl River Sub-regional Integration 

Sub-regional economic integration was going on 
in China while it was negotiating for the formation of 
the ACFTA. Hong Kong and Macau joined the nine 
provinces of Fujian, Jiangxi, Hunan, Guangxi, Hainan, 
Sichuan, Guizhou, and Yunnan to form the Pan-Pearl 
River sub-regional trade bloc, commonly referred to as 
the Nine-plus-Two. The bloc covers an area about one 
fifth of China’s territory. The Nine-plus-Two has one 
third of China’s population and makes up as much of its 
gross domestic product. It also covers the coastline of 
South China. The nine provinces and the two special 
administrative districts signed the “Framework Agree-
ment for cooperation in the Pan-Pearl River Region” in 
Guangzhou in June 2004 to form the sub-regional bloc. 
Guangxi will play an important role as coordinator of 
cooperation with the Pan-Northern Gulf and the Greater 
Mekong Sub-region. Beijing approved a Greater West-
ern Region Development Plan in January 2007 to turn 
the Pan-Northern Gulf into the key area for the    
economic development of western China. The 
Pan-Northern Gulf is expected to serve as a corridor of 
the ACFTA.      

According to a survey conducted by the Taiwan 
Electrical and Electronic Manufacturers’ Association, 
the Pan-Northern Gulf is an area where most of      
its members want to make investments. For 
agri-businesses, the best area for investment lies be-
tween 21 and 23 degrees north of the equator, where 
tropical fruits can be commercially grown. With a con-
venient channel of transportation to the ASEAN and tax 

holidays in Guangxi’s Zhuang Autonomous Region, the 
Pan-Northern Gulf area is best suited as a logistic cen-
ter as well as for development of food processing in-
dustries.  

. Promotion of CrossⅣ -Strait Agricultural 
Cooperation 

1. Agricultural Development of the Pan-Pearl 
River Region 

The Pan-Pearl River region is adjacent to the 
ASEAN. When channels of air, sea and ground trans-
portation are fully completed, Nanning and the North-
ern Gulf area will serve as a logistic hub and centers of 
trade as well as bases of food processing industries. It 
also serves as a base for Taiwan businesses to invest in 
the Pearl River delta and Viet Nam. They may take ad-
vantage of tax holidays offered to the Zhuang Auto-
nomous Region in Guangxi. For agri-businesses, Gua-
ngxi is highly attractive as the land of sugarcane and 
fruits. Its mountainous area is fit for forestation for pa-
per pulp, while tropical fruits can be commercially 
grown. Other cash crops include tea, mulberry, and 
Chinese medicinal herbs. Hog farms may be lucrative.  
Aquaculture can be developed along its coastal area, 
with fresh fish ready to be marketed in the nearby Peal 
River delta cities, Hong Kong and Macau. The market 
is huge, for the area has a combined population of 230 
million. The fish can also be processed for export.   

2. Assistance to Investors from Taiwan 

Farms in Guangxi are small and labor-intensive.  
Production can hardly be commercialized. Taiwan has 
established a Cross-Strait Agricultural Cooperation 
Experimental Farm in Yulin in April 2007. A score of 
investors have started farming there. An Agricultural 
Science and Technology Park in Nanning is charged 
with breeding tropical fruits as well as growing them 
for processing and sale. It also offers farm extension 
service and training. The park is not efficiently and lu-
cratively run, however.  

After the inception of the ACFTA, agri-businesses 
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from Taiwan must be given assistance in enlarging their 
acreage, setting up processing plants, and applying bio-
technology for growing high quality, non-toxic or or-
ganic products for the emerging huge market. 

Taiwan Sugar Corporation is desirous to invest in 
Guangxi. It intends to engage in sugarcane farming, 
sugar-refining, hog-raising and floriculture. Mulberry 
farming on a large-scale may be lucrative. Fruit can be 
made wine and juice. It can be jammed and processed 
to make anti-oxidation extracts for health food. Another 
promising high value-added crop is tea, which can be 
processed for export. A tea industry can be started in 
Guangxi as well as in North Vietnam.  

Orchards can be founded to grow tropical fruits.  
The area suitable for growing them is between 10 de-
grees south of and 23 degrees north of the equator.  
Ample fruits can be grown to ensure enough supply all 
year round. Taiwan can supply high quality strains, 
processing expertise and managerial assistance to make 
tropical fruit venture businesses a success.  

3. Hog Farms 

Formosa Fortune Group, a swine breeding farm 
for more than 40 years, has introduced to Guangxi an 
excellent breed of swine that has a thick rump, extra 
wide and deep chest, broad shoulder and big rib capac-
ity. It is lean, fast growing, and highly feed-efficient.  
It produces superior carcass quality meats with marble 
lines.  

The group has set up a large-scale breeding farm 
in Guangxi. The breed is being propagated with For-
mosa Fortune’s help. Its next step is to integrate the 
pork industry. Local farms will be helped to raise 
enough hogs for slaughter and processing. The group 
will have to market the pork and pork products in addi-
tion to offering biotechnological assistance, inspection 
of the meat and feed supply.    

The Formosa Fortune initiative serves as a good 
model for cross-strait agricultural cooperation. 

4. Aquaculture  

Typhoon Morakot, which hit Taiwan in August 
2009, wiped out all fish farms in the county of Pingtung.  
All farms raised groupers. It takes three years to rebuild 
the grouper farms. 

Government assistance can be given the grouper 
farmers to set up a collective farm in Guangxi. If set up, 
the farm will be able to supply consumers in Guang-
dong, Guangxi, Hong Kong, and Macau with fresh and 
live groupers. The market is almost limitless, now that 
Indonesia, the chief supplier of groupers, has failed to 
meet the rising demand. Moreover, Taiwan fish farmers 
in Guangdong and Hainan can join in this new initiative 
for cooperation across the strait. One best way to make 
it a success is for Taiwan to breed fry that are farmed in 
Guangxi for market. Guangxi may be made the center 
of grouper farming in Asia.  

V. Conclusion 

 The emergence of the ACFTA impacts Taiwan’s 
agriculture. Taiwan’s arable land is very much limited.  
The cost of labor is high. The domestic market is small. 
After its accession to the World Trade Organization, 
Taiwan has to liberalize the importation of farm prod-
ucts. Many cash crops have lost competitiveness. But 
Taiwan has relative advantages in breeding, variety 
improvement, advanced management, production tech-
nology, processing, and marketing. It has farmers’ as-
sociations that can coordinate the efforts to improve the 
livelihood of farmers. These advantages can be shared 
with China through closer cooperation for mutual bene-
fit. 

Guangxi is the best venue for such cooperation.  
It has hosted the China-ASEAN Expo and Chi-
na-ASEAN Business and Investment Summits conse-
cutively for five years since 2004. It has jurisdiction 
over the Zhuang Autonomous Region, where tax holi-
days are offered for new ventures. It is a gateway to the 
ASEAN, with which China has formed the 
Ten-plus-One free trade zone. It is also the center of the 
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Nine-plus-Two economic bloc of the Pan-Pearl River 
sub-region.   

Taiwan’s agri-businesses should invest in Gua-
ngxi’s Northern Gulf Economic Zone in particular to 
promote closer cooperation across the strait for the 
mutual benefit of both sides. 
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Abstract 

Recognizing the importance of energy as a vital component in economic de-
velopment, the government has been continuously revising policies to strike a bal-
ance among economic development, energy supply, and environmental protection. 
Some measures, in an attempt to achieve the balance, were implemented in Taiwan 
before; nevertheless, unresolved issues, including those resulting from an interna-
tional initiative for a low carbon society, remain. This paper examines the current 
energy policy framework and how it functions in Taiwan, identifies unresolved is-
sues regarding sustainable energy development, and formulates key solutions to 
certain identifiable problems to help establish a system of liberalized, orderly, effi-
cient, and clean energy supply and demand. 
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1. Introduction 

Taiwan has attained a sustained economic growth 
and concomitant improvements in the standard of living 
during the past two decades. There has been a steady 
increase in demand for energy to fuel the nation’s de-
velopment. Between 1988 and 2008, Taiwan's economy 
grew by 5.3 percent on average a year, nearly tripling 
energy consumption from 45.70 million KLOEs (kilo-
liters of oil-equivalent) to 119.31 million. Per capita 
energy consumption more than doubled from 2,347 to 
5,134 LOEs (liters of oil-equivalent). Securing adequate 
energy resources is becoming increasingly difficult, 
while the government is trying to reduce greenhouse gas 
emissions and enforce more environmentally friendly 
energy policies. 

The main challenges include: 

1. Lack of indigenous energy resources: Dependence on 
imported energy rose from 94.42 percent in 1988 to 
99.23 percent in 2008, with the result that Taiwan 
stands exposed to changes and price fluctuations in 
the global energy market. Taiwan’s energy security is 
threatened. 

2. Use of fossil fuels as the primary energy sources: 
Altogether 91.3 percent of Taiwan’s primary energy 
supply in 2008 came from fossil fuels (crude oil, coal 
and natural gas), while renewable energy accounted 
for only 0.4 percent of the total. Besides, the installed 
capacity and the generation of the thermal power 
plants accounted for 77.0 percent and 77.8 percent of 
the total power supply, respectively. Due to this heavy 
reliance on fossil fuels, Taiwan’s electricity emissions 
factor is comparatively high. 

3. Current limited utilization of renewable energy: De-
spite ongoing development the utilization of renewa-
ble energy is limited due to technical constraints, high 
unit cost and comparative instability. The cost of re-
newable energy is still too expensive to be widely 
applicable for domestic power generation. Many 
non-technical barriers to the promotion of renewable 

energy existed. Taiwan must provide a favorable 
framework for the sustainable development of re-
newable energy. 

4. Improvements in energy intensity: Energy prices in 
Taiwan do not fully reflect the cost, lowering the ef-
fectiveness of price signaling and reducing the incen-
tive for improving energy efficiency. Energy intensity 
dropped slightly from 9.90 LOEs per NT$1,000 in 
1988 to 8.98 in 2008. Energy prices must be adjusted 
to better reflect the inner cost in the near term. In the 
longer term, energy prices should reflect external 
costs as well. 

5. Rapid growth of carbon dioxide emissions: Taiwan’s 
CO2 (carbon dioxide) emissions totaled 113 million 
metric tons in 1990, or a per capita emission of 5.54 
tons. The emissions in 2007 reached 268 million me-
tric tons, an increase of 137 percent over 1990, with 
the per capita emission at 11.71 tons. The annual 
growth rate was 5.2 percent between1990 and 2007. 
Taiwan ranks 22nd globally in GHG (greenhouse gas) 
emissions (1%) now [1]. An island country vulnera-
ble to climate change impact, Taiwan has to curb 
GHG emissions as a priority. 

Moreover, Taiwan needs to encourage diversifica-
tion of energy sources, improve energy intensity and 
reduce CO2 emissions. The current energy policy was 
formulated to enhance sustainability, stability, efficien-
cy and cleanness in energy supply. The government 
hopes to strike a balance among energy security, envi-
ronmental protection, and economic development, or 
what is commonly known as a 3E balance. To reduce 
carbon emissions, the government must pay more at-
tention of environmental protection, continue its 
“no-regret” policy, increase independent energy sources, 
strengthen regional cooperation, enhance market me-
chanisms, raise energy efficiency, expand technological 
capacity, and develop the green industry. Some meas-
ures, in an attempt to achieve the 3E balance, were pre-
viously implemented in Taiwan while issues arising  
from the enforcement of certain core principles of the 
sustainable energy policy as well as those due to the 
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international initiatives for a low carbon society remain 
unresolved.  

This paper examines the current energy policy 
framework and its implementation in Taiwan, identifies 
unresolved issues of sustainable energy development, 
and formulates key policy solutions for certain identi-
fiable problems to help establish a system of liberalized, 
orderly, efficient, and clean energy supply and demand. 

2. Energy Policies Pursued in Taiwan 

2.1. Development of Energy Policy and its Core 
Principles 

The first Energy Policy for the Taiwan Area was 
approved by the Executive Yuan and promulgated in 

April 1973. Afterwards, in response to energy crises and 
changes in supply and demand, the energy policy was 
revised three times in 1979, 1984, and 1990. However, 
the 1990 energy policy needed further review and revi-
sion to cope with drastic changes in the domestic and 
international energy supply. It was revised for the fourth 
time and the revised policy was promulgated on July 25, 
1996. In addition, three National Energy Conferences 
were convened in Taipei on May 26-27, 1998, June 
20-21, 2005 and April 14-15,2009 for the purposes of 
formulating strategies and measures to cope with the 
impact of the United Nations Framework Convention on 
Climate Change and to strike a 3E balance among eco-
nomic development, energy supply, and environmental 
protection. 

Figure 1. Framework of Energy Policy in Taiwan [2]. 

Changes in Foreign &
Domestic Energy Situation

Trend toward Liberalization
of  the Energy Industry

Increased Environmental
Protection Pressure

Promoting
Energy 

Efficiency

Enhancing
Energy Safety

and 
Environmental 

Protection

Stabilizing 
Energy 
Supply

Reinforcing
Energy 

Research 
and 

Development

Promoting 
Energy

Education
and 

Dissemination

Background

Policy 
Guidelines

Energy Policy
in Taiwan

Deregulating
Energy

Enterprises

Liberalized, Orderly, Efficient, and
Clean Energy Supply and Demand System

Overall
Objective

Changes in Foreign &
Domestic Energy Situation

Trend toward Liberalization
of  the Energy Industry

Increased Environmental
Protection Pressure

Promoting
Energy 

Efficiency

Promoting
Energy 

Efficiency

Enhancing
Energy Safety

and 
Environmental 

Protection

Enhancing
Energy Safety

and 
Environmental 

Protection

Stabilizing 
Energy 
Supply

Stabilizing 
Energy 
Supply

Reinforcing
Energy 

Research 
and 

Development

Reinforcing
Energy 

Research 
and 

Development

Promoting 
Energy

Education
and 

Dissemination

Promoting 
Energy

Education
and 

Dissemination

Background

Policy 
Guidelines

Energy Policy
in Taiwan

Deregulating
Energy

Enterprises

Deregulating
Energy

Enterprises

Liberalized, Orderly, Efficient, and
Clean Energy Supply and Demand System

Liberalized, Orderly, Efficient, and
Clean Energy Supply and Demand System

Overall
Objective  

 
Through the above process the government has 

formulated the current national energy policy. The 
overall energy policy framework is shown in Figure 1. 
The primary policy guidelines and its contents are de-
scribed as follows [2]: 

a. To stabilize energy supply: Intensification of inte-
grated energy planning; promotion of diversifica-
tion of types and sources of primary energy; con-
sideration of the use of land for regional energy de-
velopment; precise stipulation of various kinds of 
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energy safety reserve and reserve capacity; and 
promotion of energy-related mine exploration, de-
velopment and investment. 

b. To promote energy efficiency: Enhancement of ener-
gy productivity; emphasis on energy conservation; 
laissez faire determination of market; reasonable 
reflection of social costs in energy prices. 

c. To deregulate energy enterprises: Review and revi-
sion of laws and regulations governing energy re-
lated enterprises in order to establish a fair and 
competitive environment as well as promotion of 
the liberalization and privatization of energy-related 
enterprises. 

d. To enhance energy safety and environmental protec-
tion: Enhancement of energy safety; introduction 
and production of clean energy; promotion of high 
efficiency burners and pollution prevention equip-
ment and technology; and formulation of an appro-
priate energy strategy for mitigation of the green-
house effect in line with the development of inter-
national environmental protection. 

e. To reinforce energy research and development: 
Promotion of R&D and application of energy con-
servation technologies; review and research in re-
newable energy and promotion of their application 
on a cost effective basis; encouragement of private 
enterprises to engage in energy-related technologies 
with local comparative advantages; and enhance-
ment of international cooperation and information 
exchange in energy research. 

f. To promote energy education and public information: 
Extension of education in energy knowledge to 
schools at all levels; public information on energy 
consumption and conservation; and training of pro-
fessional energy personnel. 

The energy policy aims to establish a system of li-
beralized, orderly, efficient, and clean energy supply 
and demand to attain a 3E balance. 

2.2. Measures Taken 

The measures are being undertaken to reduce Tai-
wan’s high dependency on imported energy, cope with 
fluctuating energy prices, and attain the required GHG 
emission reduction. [2] They include: 

a. Supply 

i. To secure energy supply and promote energy diversity  

 Measures have been taken to develop and promote 
the use of carbonless renewable energy. The 
long-term target for the production of renewable 
energy is to increase its share of the total electricity 
capacity to 12 percent.  

 Use of low-carbon natural gas is being expanded. 
The capacity factor of natural gas generators has to be 
expanded, while new natural gas power plants must 
be established. The total consumption of natural gas is 
expected to reach 10.5 million tons in 2010, 16–20 
million tons in 2020, and 20–22 million tons in 2025. 
Plans are being formulated to construct additional 
infrastructure, including natural gas storage tanks, 
pipelines and receiving terminals.  

 The fourth nuclear power plant project (2,700 MW) 
shall be completed. The first, second and third nuc-
lear power plants continue operation to supply 5,144 
megawatts of electricity.   

ii. To improve electricity structures and enhance gen-
eration efficiency 

 Thermal efficiency standards of newly established 
and renewed coal-fired units are being enhanced from 
35 percent to 40 percent. 

 Thermal efficiency standards of newly established 
and renewed combined power-cycle gas-fired units 
are being enhanced from 45 percent to 53 percent.  

 Clean coal technology is being developed. 
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 Power cables are being improved to reduce the line 
loss. The long-term line loss is expected to be reduced 
under 5 percent. 

 The cogeneration system is being improved. The 
installed capacities of the cogeneration system are 
expected to reach 8 GWs by 2010 and 10 GWs by 
2020. 

iii. To deregulate energy enterprises and liberalize the 
energy market  

 The threshold is being lowered for oil enterprises to 
enter into the petroleum market.  

 The installment of independent power producers(IPP) 
is being deregulated, with consideration given the 
load demand and the balance of regional power 
supply.  

 The Electric Power Act is being amended and a bill 
will be enacted to regulate the natural gas industry to 
facilitate liberalization of the energy market. 

iv. To enhance R&D and expand technological capacity 

 Budget allocations will be increased for energy 
technology research. 

 Plans are being prepared for integrated energy tech-
nology development, which focus on the improve-
ment of energy efficiency and development of re-
newable energy to achieve the national goal of de-
veloping renewable and clean energy. 

v. To emphasize environment and security: balancing 
the development of 3E 

 Energy needs for industrial, environmental, and so-
cial-economic projects are being assessed. 

 The capability of the energy industry is being built 
up to cope with GHG emissions reduction. 

b. Demand 

i. To enhance energy efficiency management  

 Plans are being drawn up to reduce the energy inten-
sity by 2~2.2 percent annually between 2006 and 
2025. The energy intensity in 2025 is expected to be 
22~27 percent below the 2005 level. 

 The energy efficiency standards of electrical ap-
pliances are being revised, with the energy efficiency 
labeling made mandatory. 

 Voluntary consumer conservation programs are be-
ing promoted. 

 Technical service systems are being established, with 
technology for energy conservation improved. 

ii. To enhance market mechanisms and rationalize 
energy prices 

 Power rates should be adjusted flexibly based on 
changes in fuel costs.  

 A flexible oil price mechanism is being set up to put 
into effect the resolution adopted by the Conference 
on Economic Development, calling for rationalization 
of the energy price structure to reflect the fuel cost in 
the short run and the external cost in the long run. 

iii. To promote educational campaigns and increase 
public participation  

 Energy conservation entails mass participation. 
Everyone has to participate in saving energy. The 
concept of energy-saving must be integrated into in-
dustrial development, architecture and design, com-
munication, administration, and education. A carbon 
tax shall be collected to effectively reduce GHG 
emissions. 

 There has been some improvement in the 
overall energy efficiency. The growth of CO2 emis-
sions has also slowed in recent years. Meanwhile, 
renewable energy is being developed. Under the 
current energy policy, the following results have 
been achieved. 
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 The energy intensity has steadily decreased since 
2003. It was 9.54 and 9.24 LOE /NT$1,000 in 2005 and 
2007, respectively, with an average annual growth rate 
of –1.6%.  

 The CO2 emissions increased 137 percent from 1990 
to 2007, with the average annual growth rate of 5.2 
percent. If we divide this period into two stages, be-
fore and after the year the Kyoto Protocol was signed, 
the emissions increased 72.8 percent from 1990 to 
1998, with an average annual growth rate of 7.1 per-
cent, whereas it only increased 31.1 percent from 
1999 to 2007, with an annual growth rate of 3.4 per-
cent.  The reduction of emissions is remarkable.  

 The capacity of renewable power generation reached 
2,826 MW by the end of 2008, accounting for 6.1 
percent of the total generating capacity. The electric 
power generated by renewable sources could reach 
5.64 TWh, which could meet the demand of 1.4 mil-
lion households. 

3. Framework of Taiwan’s Sustainable 
Energy Policies 

Since 2008, the new administration is taking the 
lead to promote sustainable energy by signing the 
World Environment Day carbon-reduction declaration 
and enforcing sustainable energy policies. Energy poli-
cies should support the efficient use of energy resources, 
the development of clean energy, and the security of 
energy supply. The objectives of sustainable energy 
policies are as follows [3]:  

1. Efficiency: The goal is to improve energy efficiency 
by more than 2 percent per annum so that when 
compared with the level in 2005, the energy intensity 
will decrease 20 percent by 2015. Supplemented by 
further technological breakthroughs and policy action, 
the energy intensity will decrease 50 percent by 
2025. 

2. Cleanness: Clean energy will be developed to help 
reduce nationwide CO2 emissions so that the total 
emissions can return to their 2008 level in 2016-2020, 

and go down, by 2025, to the 2000 level. The share 
of low carbon energy in the overall installed gene-
rating capacity from the current 40 percent to 55 
percent in 2025. 

3. Stability: Stable energy supply has to be secured. A 
secure energy supply system will be established to 
help raise the annual economic growth by 6 percent 
from 2008 to 2012 and Taiwan’s per capita income 
to US$20,000 by 2015. 

As shown in Figure 2, the basic principles of sus-
tainable energy policies are to establish the two-high and 
the two-low energy consumption and supply systems. 
The two highs are for “high efficiency” and “high val-
ue-added,” while two lows indicate “low emission” and 
“low dependence (on imported energy).” Furthermore, 
sustainable energy policies aim at securing cleaner 
energy supply by restructuring the energy mix and im-
proving the energy efficiency as well as at rationalizing 
energy demand by promoting energy conservation in 
various sectors.  

The share of carbon-free renewable energy and low 
carbon natural gas in the electricity system will reach 8 
percent and 25 percent by 2025, respectively. Mean-
while, nuclear power is considered a no-carbon energy 
option. Clean coal technology and CCS (carbon capture 
and storage) technology will be introduced to reduce the 
CO2 emissions of the power generating system. On the 
other hand, energy demand will be rationalized by im-
proving energy efficiency schemes in various sectors; 
e.g. raising the fuel efficiency standard for private ve-
hicles by 25 percent in 2015 and raising appliance effi-
ciency standards by between 10 percent and 70 percent 
by 2011. 

To sum up, the government is continuously re-
viewing its energy policy, taking under consideration 
Taiwan’s international obligations and domestic eco-
nomic and social conditions, so that a 3E balance may 
be achieved. The administration also approved Taiwan’s 
sustainable energy policies, setting stability, efficiency 
and cleanness as the core principles. It also seeks to 
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reduce CO2 emissions by achieving the triparties bal-
ance, continuing the no-regret policy, increasing inde-
pendent energy, raising energy efficiency, expanding 
technological capacity, and developing the green indus-
try. By developing clean energy with low or no carbon 
emissions, Taiwan expects to return the nationwide 

emissions to the 2005 levels some time in 2016-2020, 
and to the 2000 levels by 2025. Meanwhile, the share of 
low-carbon energy in the total energy generated in 
Taiwan would increase from the present 40 percent to 55 
percent in 2025. 

 
Figure 2. Sustainable Energy Policy Principles and Strategies [3]. 
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4. Potential Improvements of Taiwan’s 
Energy Policy  

There has been some improvements in raising 
energy efficiency, reducing CO2 emissions and devel-
oping renewable energies. However, there arise issues 
that are outside the pail of the core principles of the 
sustainable energy policies. Other issues arise due to 
the international initiative for a low carbon society.  
These issues remain unsolved. Three of them are iden-
tified and key solutions offered. The issues identified 

include: rationalization of energy prices, effective im-
plementation of the Renewable Energy Development 
Act, and reconsideration of the “Nuclear-Free Home” 
policy of the previous Democratic Progressive Party 
government. 

4.1. Rationalization of Energy Prices 

Energy prices in Taiwan are generally lower than 
those in developed countries as well as in developing 
ones like Thailand and Malaysia. Power rates in Tai-
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wan, for example, have remained almost the same in 
the past two decades. Cheap electricity, however, pro-
vides no incentives to conserve energy or shift to re-
newable energy that is currently more expensive. Con-
sequently, companies do not feel the need to improve 
energy efficiency, restructure their manufacturing 
processes or reduce emissions. The lower prices are the 
main reason why energy supply could not be adjusted 
to a low carbon supply structure in Taiwan on the one 
hand, and on the other, run counter to the objectives of 
Taiwan's sustainable energy policies (improving energy 
efficiency) and the international initiative for a low 
carbon society. Only by rationalizing energy prices to 
reflect costs in the short-term, will energy come to be 
used more efficiently. 

Rationalization of petroleum prices and power 
rates is most urgently needed. Energy pricing must be 
based on the market mechanism to leave the process of 
price determination open and reasonable and free it 
from non-economic factors. The current floating price 
mechanism is implemented for gasoline and diesel to 
cope with the sharp rises in global crude oil prices.  
This market mechanism works, for it reflects real costs 
effectively, ensuring reasonable profit and reducing 
government intervention. In the future, the floating oil 
price mechanism should be supported by such tai-
lor-made measures as information transparency, and 
separation of accounts by sectors. On the other hand, it 
should assess the feasibility of changing the prices of 
domestic petroleum products along with those in the 
global market [4]. Power rates should be adjusted flexi-
bly, based on changes in fuel costs. Users should be 
categorized, with those using more paying higher unit 
price. Customers should be charged less, if they use less 
power than in the year before. 

In the longer term, energy prices should reflect 
other external costs. Taxes are essential instruments for 
internalizing external costs. The main objectives of the 
energy tax (and/or carbon tax) are to induce energy 
saving, enhance energy efficiency, develop renewable 
energies and reduce CO2 emissions. In addition, the 

revenue from the energy must be used to improve the 
environment and cover the tax loss due to a decrease in 
the individual income tax rate. With a lower tax rate, 
not only can the tax burden be lessened but saving and 
investment can also be encouraged. The energy tax 
reaps a “double dividend.” The government is currently 
drafting an energy tax act to reflect the external cost of 
energy consumption. When enforced, the act will help 
improve energy efficiency and rationalize energy pric-
es. 

4.2. Renewable Energy Development Act 

Renewable energy has gained significant impor-
tance in terms of sustainable development [5]. To ensure 
energy security and cope with GHG reduction chal-
lenges, Taiwan has to develop renewable energy as well 
as green energy industries [6]. However, renewable 
energies accounted for only 2.6 percent of the total 
electricity generation at the end of 2008. Apparently, 
there lies a big gap between the current power genera-
tion and future goals in Taiwan’s sustainable energy 
policies (to reach 8 percent by 2025). As a result, it is 
necessary to find out blocking mechanisms in the cur-
rent renewable energy system. 

Due to the high unit cost and technical constraints, 
renewable energies have to be developed with govern-
ment support. The government has offered various in-
centives, including system subsidies (installation and 
exploration), tax credits, a two-year accelerated depre-
ciation of the generating units, low interest loans, and 
subsidization of interim electricity purchases. However, 
the incentives are offered in accordance with many laws 
and regulations. A separate law must be enacted to go-
vern all government support now provided for in the 
various current laws and regulations to help the burge-
oning renewable energy. Germany offers the general 
price guarantee for each kWh of green power. Capacity 
auctions are practiced in the United Kingdom [7]. 

In Taiwan, renewable energy incentives consist in 
financial assistance (such as system and purchased 
electricity subsidies). There is little legal or institutional 
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assistance (such as land-use, building codes, grid con-
nections standards, etc.). Therefore, Taiwan must pro-
vide an integrated framework for the sustainable de-
velopment of renewable energy. A Renewable Energy 
Development Act has been submitted to the Legislative 
Yuan in 2001. The bill was adopted in 2009. If enforced 
effectively, the new act helps Taiwan develop sufficient 
renewable energy by expanding its market and encour-
aging private investment in the promising industry. 

4.3. Reconsideration of Current “Nuclear-Free 
Home” Policy 

Controversy over nuclear energy has continued 
unabated in Taiwan. It was touched off when the Tai-
wan Power Company decided to build its fourth nuclear 
power plant in the 1980s. Opponents argued that Tai-
wan could not afford nuclear power which might bring 
disaster. They insisted Taiwan be made a nuclear-free 
homeland and the three existing nuclear power plants 
decommissioned. Supporters asserted that carbon dio-
xide emissions from nuclear power plants were much 
less, power supply might be threatened if a nuclear ban 
were in place, and the prohibitively high generating 
cost of renewable energy would force power rates to 
soar. No consensus has been reached on nuclear energy.  

Nuclear energy is clean. Nuclear power plants do 
not directly emit greenhouse gas. Their indirect emis-
sions attributable to plant construction, operation, fuel 
mining and plant decommissioning are much less than 
those plants powered by coal, oil and natural gas [8]. 
Nuclear energy helps place global warming under con-
trol by decreasing CO2 emissions. It offers an important 
option for Taiwan to fulfill its sustainable energy policy 
goals. Besides, nuclear fuel prices are less volatile than 
fossil fuel prices. Moreover, nuclear energy could also 
be regarded as a “quasi-indigenous” type of energy due 
to the relatively small size of fuel material and the re-
sultant transportation convenience. However, the option 
of expanding use of nuclear energy is restricted by the 
existing “Nuclear-Free Home” policy the previous 
Democratic Progressive Party government has laid 
down. If nuclear power is excluded from the energy 

options, it may have an adverse effect of destabilizing 
Taiwan’s energy supply. On the other hand, Taiwan will 
not turn itself into a low carbon society. 

Development of renewable energies must be a 
priority for ensuring a stable energy supply and reduc-
ing CO2 emissions in Taiwan. However, according to 
the research done by Huang and Wu [9], even if re-
newable energy is highly utilized, the maximum ex-
pected contribution is an additional 15 percent to the 
total installed energy capacity for reasons related to the 
geography of Taiwan. Renewable energy would play a 
more significant role in power generation, should its 
energy intensity improve in terms of unit capacity and 
conversion efficiency. In the current stage, nuclear 
power generation is seen as a potential “bridge” for 
transition from fossil fuel-based power production to a 
more sustainable system based on renewable energies. It 
is therefore incumbent on the government to reevaluate 
the anti-nuclear policy. Furthermore, the government 
should study the possibilities of extending the life span 
of all existing nuclear power plants and of building new 
ones.  

5. Conclusions 

Energy propels national development and eco-
nomic activities. All human activities entail consump-
tion of energy. With the economy growing by 5.3 per-
cent a year, Taiwan is coping with a rapidly rising 
growth of energy demand. Over the past two decades, 
the demand has nearly tripled from 45.70 KLOE to 
119.31 KLOE with an annual growth rate of 4.9 percent. 
However, Taiwan depends almost exclusively on im-
ports for supply of fossil fuels, which are vulnerable to 
price fluctuations, while contributing to the emissions 
of carbon dioxide. Renewable energies account for a 
mere 1 percent of the total power supply.  

Taiwan needs an effective energy policy to address 
these problems. The effective energy policy should 
ultimately address the needs and opportunities in the 
social, environmental and economic dimensions of sus-
tainable development. The government has been conti-
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nuously reviewing its energy policy in recent years in 
order to move the country towards a sustainable energy 
economy. Taiwan has taken proactive steps and at-
tempted to achieve a 3E balance in the current energy 
policy. Preliminary assessments show that there has 
been some improvements in raising energy efficiency, 
reducing CO2 emissions and developing renewable 
energy.  

However, three issues have remained unresolved. 
They are over the rationalization of energy prices, ef-
fective implementation of the Renewable Energy De-
velopment Act and reconsideration of the “Nuc-
lear-Free Home” policy. To pave the way for Taiwan to 
found a low carbon society, the government has to take 
a number of key policy measures. They include the 
effective operation of the current floating oil price me-
chanism, adjustment of power rates flexibly to reflect 
the costs, effective implementation of the Renewable 
Energy Development Act and Energy Tax Act(draft) 
and reconsideration of the Nuclear-Free Home policy.  
To effectively put the above policy measures into prac-
tice, it is necessary to set up a platform for information 
exchange, to reach consensus among all parties to the 
dispute over energy issues, and to establish a system of 
liberalized, orderly, efficient, and clean energy supply 
and demand system in Taiwan. 

References  

1. Key World Energy Statistics. International Energy 
Agency (IEA): Paris, France, 2008. 

2. Taiwan’s Energy Policy and Supply-Demand Situa-
tion, Bureau of Energy, Ministry of Economic Affairs, 
R.O.C.: Taipei, Taiwan, 2008. 

3. Framework of Taiwan’s Sustainable Energy Policy. 
Ministry of Economic Affairs, R.O.C.: Taipei, Tai-
wan, 2008 (in Chinese). 

4. Huang, Y.H.; Wu, J.H. The examination of current 
petroleum products pricing. Energy Quarterly 2008, 
38, 87-105 (in Chinese). 

5. Sayin, C.; Mencet, M.N.; Ozkan, B. Assessing of 
energy policies based on Turkish agriculture: current 
status and some implications. Energy Policy 2005, 33, 
2361-2373. 

6. Chen, F.; Lu, S.M.; Chang, Y.L. Renewable energy in 
Taiwan: its developing status and strategy. Energy 
2007, 32, 1634-1646. 

7. Wu, J.H.; Huang, Y.H. Renewable energy perspec-
tives and support mechanisms in Taiwan. Renewable 
Energy 2006, 31, 1718-1732. 

8. Sovacool, B.K. Valuing the greenhouse gas emissions 
from nuclear power: A critical survey. Energy Policy 
2008, 36, 2950-2963. 

9. Huang, Y.H.; Wu, J.H. A portfolio risk analysis on 
electricity supply planning. Energy Policy 2008, 36, 
627-641. 

 



 Budget Allocations for Sports Affairs in Taiwan  267 

Budget Allocations for Sports Affairs in Taiwan 

CHAO, Li-yun, TSENG, Hui-chin 

 
Abstract 

This study examines the budget allocations for sports affairs by the government and 
the implementation of all the programs budgeted for from 1999 through 2009. The budget 
was allocated to the Sports Affairs Council under the Executive Yuan and the Department 
of Physical Education under the Ministry of Education. The spending in each of the years 
accounted for less than one percent of the annual national budget. Moreover, the annual 
budget allocations have shrunk while the Democratic Progressive Party was in power from 
2001 to 2005. Later, however, the spending increased to help support the special municipal-
ity of Kaohsiung that played host to the World Games in 2009. Much of the allocated fund 
was wasted, while the spending for school physical education was reduced. 



268  Taiwan Development Perspectives 2010 

I. Foreword 

In 2009 Taiwan successfully held two international 
sports events, the World Games and Deaflympics. 
However, after the curtain fell on the two spectacles, 
Taiwan is facing two changes in the national spending 
for sports affairs. One is the deactivation of the Sports 
Affairs Council which was established under direct 
control of the Executive Yuan in 1998. It will be taken 
over by the Ministry of Education. The other is an im-
balance in budget allocations for hardware and software 
for promotion of sports resulting mainly from the 
crowding-out effect of the large spending for subsidiz-
ing the World Games held in the special municipality of 
Kaohsiung. 

It is necessary to ascertain how the government 
allocates the sports budget after the deactivation of the 
council which is expected to take place shortly. This 
study examines the yearly spending for sports affairs by 
the council and the Department of Physical Education 
of the Ministry of Education from 1909 through 2009 
as well as the implementation of all the programs 
budget for so as to make the ascertaining a success.  

II. Budget Allocations for Sports Affairs   

1. Spending for Sports Affairs between 1999 
and 2009 

The budget allocations for the Sports Affairs 

Council under the Executive Yuan and the Department 
of Physical Education under the Ministry of Education 
were examined. The spending, NT$4.609 billion on 
average in each of the ten years from 1999 to 2009, 
accounted for 0.28 percent of the annual national budg-
et. In other words, Taiwan spent NT$200 per person a 
year for promotion of sports. In the last half of the dec-
ade, the share of the sports budget went up to 0.34 per-
cent of the national budget, thanks to the subsidization 
of the World Games in Kaohsiung and the Deaflympics 
in Taipei in 2009. But Taiwan spent more in terms of 
budgetary share than Australia, Japan and the Great 
Britain. (See Table 1.) But the funds actually available 
for promotion of sports in the three other countries are 
much larger because of the revenue of professional 
sports leagues, tax income from sports lottery sales, and 
private donations. As a result, it is hard to find out how 
strongly a nation stresses the importance of sports by 
only comparing its government budget allocations for 
sports affairs with other nations.  

The sports budget shrank between 2001 and 2005, 
while the Democratic Progressive Party was in power.  
The spending represented a mere 0.19 percent of the 
national budget in 2005, down by nearly one tenth from 
the 0.27 percent in 1999. Later, however, the budget 
allocations went up because the special municipality of 
Kaohsiung was awarded the right to host the World 
Games in 2009. (See Table2 and Figure 1.) 
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Table 1 Sport Budgets of Taiwan, Japan, Australia and Great Britain from 2005 to 2009 

       
Year 

 
Taiwan Japan Australia Great Britain 

 
 

Sport  
Budget 
(Billion 
Dollars)

Budget 
Ratio 
(%) 

Sport   
Budget 
(Billion 
Dollars)

Budget 
Ratio 
(%) 

Sport  
Budget 
(Billion 
Dollars)

Budget 
Ratio 
(%) 

Sport  
Budget 
(Billion 
Dollars) 

Budget 
Ratio 
(%) 

2005        3.122 0.19 3.221 0.10 4.811 0.08 10.110 0.07 

2006 5.254 0.33 3.469 0.10 5.396 0.08 9.172 0.06 

2007 5.506 0.34 4.395 0.10 6.370 0.08 24.400 0.14 

2008 6.697 0.40 6.333 0.10 6.810 0.07 3732 0.20 

2009 7.645 0.42 7.510 0.10 7.033 0.08 55.017 0.28 

Average 5.645 0.34 4.986 0.10 6.084 0.08 27.204 0.15 

Notes: 1.For a better comparison, the budgets are indicated by the New Taiwan dollar. 
      2.The budget for Taiwan comprises allocations for the Sports Affairs Council and the Department of Physical 

Education under the Ministry of Education.  Japan’s sports budget includes the spending by the Sports and 
Youth Bureau of the Ministry of Education, Culture, Sports, Science and Technology. The Australian sports 
budget includes the spending by the Sports Commission. Great Britain’s budget includes the spending for 
sports affairs by the Department for Culture, Media and Sports. 

 
Table 2 Sport Budget as Share of Taiwan’s National Budget 

Year 

Budget of Sports 
Affairs Council 

(A) 
(Billion Dollars) 

Budget of Department 
of Physical Education, 
Ministry of Education 

(B) 
(Billion Dollars) 

Sport Budget 
(A) + (B) 

(Billion Dollars)

General Budget of 
the Central Gov-
ernment (Billion 

Dollars) 

Percentage 
(%) 

1999 2.9.15 4.93 3.408 1253.4 0.27 
1999 (last 

half) through 
2000 

4.320 10.53 5.373 2234.8 0.24 

2001 2.511 9.45 3.456 1637.1 0.21 

2002 2.822 7.87 3.609 1590.7 0.23 

2003 2.724 4.61 3.185 1656.8 0.19 

2004 2.995 4.43 3.438 1597.3 0.21 

2005 2.697 4.25 3.122 1608.3 0.19 

2006 4.451 8.03 5.254 1571.7 0.33 

2007 4.735 7.71 5.506 1628.4 0.34 

2008 5.840 8.57 6.697 1685.9 0.40 

2009 6.524 11.21 7.645 1830.0 0.42 

Average  3.867 7.42 4.609 1663.1 0.28 

Sources: Sport Affairs Council, Ministry of Education. 
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Figure 1 Trend of Spending for Sports Affairs as Share of the National Budget 

2. Analysis of Spending for Sports Affairs  

Government budget allocations are one clear indi-
cator of how government policies are enforced. Table 3 
and Figure 2 show the allocations for the Sport Affairs 
Council indicated the two government policies – 
“Two-Axis” (health + excellence)” policy and the 
“Four-Wheel (hardware + software + concept cam-
paigning + talent cultivation)” doctrine – were enforced 
in earnest. Its budget for 2000 was well balanced. Its 
overhead spending accounted for 18.82 percent of its 
annual budget. For hardware it spent 19.4 percent of the 
budget. The rest was spent on promotion of health for 
all the people (31.49%) and domestic as well as    
international sports competition (29.36%). The 
well-balanced budget underwent a change after the 
Democratic Progressive Party came to power in 2000. 
Building of local sports facilities and subsidies crowded 

out the spending for genuine sports promotion from the 
sports budget between 2002 and 2005. Heavy subsidi-
zation for the World Games to be hosted by the special 
municipality of Kaohsiung continued to crowd out the 
promotion of sports for health and excellence of all the 
people from 2006 to 2009. Kaohsiung had to build sta-
diums and other facilities for the World Games, which 
were held in 2009. The subsidization accounted 40 
percent of the sports budget. Throughout the nine years 
of the decade, “building sport facilities” took the largest 
share of the sports budget (38.12%), followed by 
“promoting competitive sports” (20.42%) and “school 
physical education” (16.29%). (See Figure 3.) Ob-
viously, policy priority was placed on the acquisition of 
hardware at the expense of software. In particular, the 
spending for school physical education went down 
sharply, accounting for less than 15 percent of the 
sports budget for six years. 
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Table 3 Breakdown of the Sports Budget 

Source: Sports Affairs Council, Ministry of Education. 

  

Figure 2 Trends Drawing of Sport Budget Allocation Ratio 

Year 
General 

overhead 
cost 

Overhead 
cost for 
sports 
affairs 

Sports 
promotion 

for all 
people 

 

Promotion 
of sports 
competi-

tion  

Promotion 
of interna-

tional 
games 

Building  
sports 

facilities

Stadium Man-
agement and 

Construction of 
Taichung Sta-

dium 

General 
Construction 
and Equip-

ment 

Reserve 
School 

physical 
education 

1999 4.70 14.12 17.02 19.67 9.69 19.4 0 0.82 0.12 14.47 
1999 
(last 
half) 

through 
2000 

4.36 10.95 14.8 23.05 8.04 18.75 0 0.35 0.11 19.6 

2001 4.17 4.6 11.92 17.91 9.46 23.63 0.72 0.14 0.12 27.34 
2002 3.94 3.05 9.23 17.74 6.07 37.31 0.64 0.14 0.08 21.81 
2003 4.15 2.81 7.11 22.78 6.15 34.88 8.5 0.15 0.09 13.38 
2004 3.95 2.55 6.51 22.47 5.60 40.21 6.18 0.27 0.08 12.17 
2005 4.71 2.56 6.44 25.05 5.64 41.9 0 0 0.1 13.61 
2006 3.16 1.18 6.59 24.23 4.66 44.83 0 0 0.06 15.29 
2007 3.01 1.02 5.43 20.65 3.89 51.94 0 0 0.05 14.00 
2008 2.52 0.83 4.77 18.50 6.97 53.46 0 0 0.05 12.91 
2009 2.29 0.71 3.48 12.56 13.22 53.04 0 0 0.04 14.66 

Average 
Value 3.72 4.04 8.48 20.42 7.22 38.12 1.46 0.17 0.08 16.29 
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38.12%

Stadium Management and Construction

of Taichung Stadium

1.46%

General Construction and Equipment

0.17%

 Reserve

0.08%

School physical education

16.29%

 
Figure 3 Breakdown in Percentage of the National Sports Budget from 1999 to 2009 

 

3. Implementation of the Sports Budget 
from 1997 to 2007 

Altogether 93.5 percent of the programs budgeted 
for between 1997 and 2007 were implemented. (See 
Table 4.) They were implemented most efficiently in 
1999, the year after the Sports Affairs Council was 
created. The achievement hit an all-time high 97.3 per-
cent. The rate was low at about 95 percent in 2004, 
2006 and 2007. (See Table 4.) Although more funds 
were budgeted for construction of sports facilities, the 
budget was most inefficiently spent (at a mere 91.53 
percent on average). (See Table 5.) The rate was down 
at 85 percent in 2004, 2005, 2005 and 2007. The over-
head budget for sports affairs was poorly implemented 
(below 90 percent) in three years (at 82.83 percent be-
tween the second half of 1999 and the end of 2000; 
86.45 percent in 2001; and 88.66 percent in 2003). The 
low achievement in those years was attributed to the 
disastrous earthquake hitting Taiwan on September 21, 

1999 and the worldwide economic downturn. Overall 
speaking, for the implementation of sport budget from 
central government (details please see Table 5), the 
budget implementation rate on promoting competition 
sports is the highest at 97.3%, next as promoting sports 
for all people (94.56%) and school sport education 
(94.54), while the implementation rate lagging behind 
is building up sport facilities (implementation rate at 
91.53%). Generally, the achievement rate was high for 
the promotion of competitive sports (97.3%), followed 
by promotion of sports for all the people (94.56%) and 
school physical education (94.54%). The Budget Center 
of the Legislative Yuan and the Control Yuan were 
looking into the poor implementation of the budget for 
construction of sports facilities. The Legislative Yuan 
adopted resolutions urging the Sports Affairs Council to 
implement its budget effectively within the budget year. 
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Table 4 Implementation the National Sports Budget 

Year 

Annual 
spending 

budgeted for 
the Sports 

Affairs 
Council (bil-
lion dollars) 

(A) 

Amount  
spent (bil-
lion dol-

lars) by the 
Sports Af-

fairs 
Council 

(C) 

Annual spend-
ing budgeted 
for the De-
partment of 

Physical Edu-
cation 

(billion dollars)
(B) 

Amount  
spent by the 
Department 
of Physical 
Education

(billion dol-
lars) 
(D) 

Annual spend-
ing budgeted 
for the two 
government 

agencies 
(A) +(B) 

(billion dollars)

Amount spent 
by the two 

government 
agencies 
(C)+(D) 

(billion col-
lars) 

Imple-
mentation 

of the 
budget 

(%) 

1999 3.358 3.281 .385 .360 3.743 3.641 97.30 
1999(last 

half) 
through 

4.471 4.266 .572 .492 5.043 4.758 94.40 

2001 2.562 2.421 .945 .884 3.507 3.305 94.30 
2002 3.020 2.880 .787 .683 3.807 3.563 93.60 
2003 3.523 3.324 .461 .433 3.984 3.757 94.30 
2004 3.070 2.762 .474 .466 3.544 3.228 91.10 
2005 2.840 2.629 .426 .423 3.266 3.052 93.50 
2006 4.451 3.947 .789 .780 5.240 4.727 90.20 
2007 4.937 4.501 .771 .771 5.708 5.272 92.40 
2008 5.840 5.457 .858 .831 6.698 6.288 93.90 

Average 
Value 3.807 3.547 .647 .612 4.454 .416 93.50 

Source: The annual budget and final report by the Sports Affairs Council and the Ministry of Education. 

Table 5  Spending Breakdown of the Sports Budget  
Unit：% 

Year Overhead for 
sports affairs 

Promotion of 
sports for all 

people 

Promotion of 
Competitive 

Sports 

Promotion of in-
ternational sport 

competition 

Building 
sports facili-

ties 

School 
physical 

education 

1999 97.09 96.98 99.43 97.01 99.37 93.51 
1999 (last half) 

through 
2000 

82.83 98.62 98.90 90.35 97.41 86.07 

2001 86.45 91.78 96.61 89.48 98.33 93.77 

2002 92.90 96.20 98.11 95.78 93.69 86.79 

2003 88.66 93.75 93.84 95.11 94.67 93.88 

2004 94.47 93.87 98.51 95.68 82.13 98.46 

2005 97.30 99.20 98.60 93.60 86.70 99.51 

2006 95.10 94.00 99.30 96.40 80.60 98.95 

2007 94.70 90.50 96.20 97.30 88.40 97.50 

2008 91.90 90.70 93.50 92.60 94.00 97.00 

Average Value 92.14 94.56 97.30 94.33 91.53 94.54 

Source: The annual budget and final report by the Sports Affairs Council and the Ministry of Education. 
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III. Conclusion 

Budget allocations for sports affairs shrank from 
2001 through 2005 while the Democratic Progressive 
Party was in power. They increased because of the 
heavy government subsidization for the World Games 
the special municipality of Kaohsiung hosted in 2009, 
most of the allocated funds being spent for construction 
of stadiums and other sports facilities. But the subsidi-
zation crowded out the promotion of health and sports 
for all the people. The sports budget was heavily imba-
lanced. It was well balanced in 1999, a year before the 
Sports Affairs Council was created under the Executive 
Yuan. One most serious imbalance occurred in the 
budget allocations for physical education in school. 
They represented less than 15 percent of the national 
sports budget after 2003, seriously hampering the pro-
motion of sports for the general public. The implemen-
tation of the national sports budget was not successful, 
particularly during the eight years of the Democratic 
Progressive Party administration. It was successful 
when the Kuomintang was in power before 2000.  
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Film and TV Industry Policy Adjustment on Both Sides    

of the Taiwan Strait 

CHAO, Yi, CHU, Jui-ting 

 
Abstract 

Taiwan’s film and TV industry is losing competitiveness. It is depending heavily on 
the Chinese market, while its films and TV programs have an increasingly smaller audience. 
Its Chinese counterpart, on the other hand, has yet to acquire a mature production technol-
ogy. This trend may adversely affect the development of the industry on both sides of the 
Taiwan Strait in the long run. 

It is recommended that Taiwan and China mutually allow their TV channels to broad-
cast on either side of the strait and set up a platform for joint production and distribution. 
Only in this way can the two sides make their cooperation transparent, mutually beneficial 
and conducive to normalization of cross-strait exchanges of electronic media. 
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I. Introduction 

For the last decade, the film and TV industry of 
Mainland China has made much advance. According to 
statistics released by the State Administration of Radio, 
Film and Television, a total of 529 TV drama series 
with 14,670 episodes were broadcast in 2007. The fig-
ures were 502 series with 14,498 episodes in 2008 and 
302 with 9,663 in the first three quarters of 2009.  
Meanwhile, cultural exchanges between the two sides 
of the Taiwan Strait have been accelerated. Beijing be-
gan relaxing restrictions on TV and film imports from 
Taiwan. TV workers in Taiwan were allowed to work in 
China. Joint production was made possible, but there 
have been only a few jointly produced programs, while 
some restrictions still remain.   

Such restrictions have to be lifted for the benefit of 
cooperation in cross-strait TV and film production. It is 
recommended that Taiwan and China mutually allow 
their TV channels to broadcast on either side of the 
strait and set up a platform for joint production and 
distribution. 

II. Status Quo of TV and Film Industries in 
Taiwan and China  

Taiwan’s TV and film industry is more advanced 
than its counterpart in China but it has a much smaller 
market. It needs a much larger market in China. On the 
other hand, China must learn from Taiwan’s expe-
riences to further develop its TV and film industry. As a 
matter of fact, the State Administration of Radio, Film 
and Television has been laying down policies and mak-
ing plans to make Chinese radio and TV programs as 
well as motion pictures more competitive on the world 
market through what is known as “three-network inte-

gration.” China should share Taiwan’s experiences in 
this field.  

Nonetheless, the TV and film industry in Taiwan 
has been marking time over the years. Its market has 
continued to shrink. It can no longer continue inter-
change with its Chinese counterpart on an equal footing.  
In fact, it has to rely for survival. 

Even under such harsh circumstances, Taiwan’s 
TV and film industry has not been given efficient poli-
cy guidance and assistance by the government. Enter-
tainers and technical personnel are leaving Taiwan for 
China for better job opportunities. Those who remain in 
Taiwan are planning to move. It is a deplorable talent 
exodus.  

III. Taiwan’s TV Drama Shown in China  

China allowed TV shows jointly produced with 
Taiwan to be aired at the beginning of 2008. Such pro-
grams are regularly shown now. Over 200 programs are 
shown annually. (See Table 1.) Many of Taiwan’s se-
nior entertainers have become popular in China as a 
result. 

The popularity of TV drama series results from a 
change in Beijing’s classification of imports from Tai-
wan. Prior to 2008, they were classified as Taiwan TV 
drama. They were reclassified as “Mainland TV drama” 
in 2008. As Taiwan TV drama, imports could not be 
aired during the prime time (8 p.m. to 10 p.m.) and si-
multaneously by more than four Chinese networks.  
There are no such restrictions now because the imports 
are now regarded as Mainland TV drama. They are 
viewed by a wider audience. 
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Table 1 
Taiwan’s TV Shows Broadcast in China  

(From 2005 to 2009) 

2005 

  Q1 Q2 Q3 Q4 Total 

Shows Introduced 86(2) 74(7) 49(10) 62(1) 271(20) 

Shows Made Together 4(1) 0(0) 0(0) 0(0) 4(1) 

          275(21) 

2006 

  Q1 Q2 Q3 Q4 Total 

Shows Introduced 59(2) 62(5) 49(4) 41(8) 211(19) 

Shows Made Together 1(0) 1(0) 3(0) 0(0) 5(0) 

          216(19) 

2007 

  Q1 Q2 Q3 Q4 Total 

Shows Introduced 49(4) * 40(6) 36(3) 125(13) 

Shows Made Together 0(0) * 0(0) 2(0) 2(0) 

          127(13) 

2008 

  Q1 Q2 Q3 Q4 Total 

Shows Introduced 52(10) 47(2) 59(8) 33(9) 191(29) 

Shows Made Together 1(1) 0(0) 5(4) 5(0) 11(5) 

          202(34) 

2009 

  Q1 Q2 Q3 Q4 Total 

Shows Introduced 57(13) 44(9) 15(7) * 116(29) 

Shows Made Together 4(4) 1(1) 2(1) * 7(6) 

          123(35) 

Note 1: The asterisk indicates lack of government statistics 
Note 2: Figures in the parenthesis are the numbers of series (shows) from Taiwan allowed for broadcast in China

 (Source: State Administration of Radio, Film and Television) 

IV. Exchange of TV Programs between 
Taiwan and China 

1. Current Situation 

Currently, electronic media on one side of the 
Taiwan Strait cannot broadcast on the other side. Some 

unlicensed satellite TV networks in China download 
Taiwan TV programs for a limited audience of Taiwan 
businessmen and their families in such large Chinese 
cities as Shanghai and Xiamen. Certain stations in Tai-
wan get online to transmit a few selected Chinese pro-
grams to tourist hotels for viewing by Chinese tourists.  
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All of them are broadcasting in violation of law.  
Broadcasting without permission is outlawed in both 
Taiwan and China. 

Box 4 programs of the China Central Television 
network were once allowed to be aired in Taiwan.  
The permission was withdrawn later, however. Time is 
now ripe for making it possible for TV channels to be 
viewed on both sides of the strait. 

2. Goal and Method  

Currently, Chinese radio and TV programs can be 
aired in Taiwan with the permission of the Government 
Information Office. It is time for the Chinese authorities, 
who want to export cultural products to Taiwan, to ap-
ply for Taipei’s permission to allow channels to broad-
cast programs in totality rather than individual pro-
grams. Channels in Taiwan should follow suit.   

Negotiations should get under way as soon as 
possible for mutual landing of TV networks. China ne-
gotiated a Landing Agreement with Rupert Murdoch of 
STAR TV in 2001. Similar negotiations were done with 
such global channels as TIME WARNER. There is no 
reason why similar arrangements cannot be made on a 
reciprocal basis between China and Taiwan, where do-
mestic satellite channels have limited access to global 
exchange and rely on copyright fees of 4~5 million 
viewers as well as limited advertising for revenue. If 
successful, the mutual landing will set in place a fourth 
direct link between Taiwan and China after the opening 
of the three in 2008 for direct flights, shipping and 
postal service. 

V. Platform for Joint Production 

1. Current Situation 

Co-production of TV drama is now possible.  
Cooperation is being expanded to news service. News 
reels are sold and bought between Taiwan and China.  
News casts are simultaneously aired on both sides of 
the Taiwan Strait.  Networks work together to present 
variety shows and other programs, too. It is time to set 

up a platform for joint production. 

2. Goal and Method 

A platform for joint production can pool resources 
for mutual benefit. Joint production of news programs 
that are politically sensitive is impossible, but 
non-political programs and those for entertainment can 
be jointly produced for mutual profit. The best of tal-
ent – editors, directors, photographers, performers, mu-
sicians, and animation experts – on both sides of the 
strait can work together to produce globally competi-
tive programs.  

The platform can also manage joint release and 
distribution the world over. At present, “Chang Cheng 
Platform” of China’s CCTV and the “Overseas Chan-
nels” organized by stations in Taiwan are rivals in 
worldwide program release and distribution. If joint 
release and distribution is made possible, programs in 
Chinese will enjoy a wider world market. TV channels 
in both Hong Kong and Macau as well as Phoenix TV 
should join on the joint platform for worldwide release 
and distribution. 

VI. Conclusions 

Digitalization and internationalization have made 
it necessary for the TV and film industries on the two 
sides of the Taiwan Strait to cultivate their world mar-
ket. Home market effect makes China take the lead in 
the globalization of these industries. As a consequence, 
cooperation between Taiwan and China should not be 
limited to joint production of single TV drama. Reci-
procal landing of radio and TV channels as well as a 
platform for joint production and distribution has to be 
realized as soon as practicable for mutual benefit.  
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Aesthetics of Living 

HAN, Pao-teh 

 
Abstract 

A new educational and cultural program is being enforced by the government in Tai-
wan. Known as ''Aesthetics of Living,'' the program aims at educating the public to appre-
ciate beauty which can be found in daily life. This author defines what Aesthetics of Living 
is and explains why it is important to the promotion of Taiwan's national competitiveness.  
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I. What is Aesthetics of Living? 

The Council of Cultural Affairs (COCA) launched 
a new educational and cultural program in 2008. Under 
the program, known as ''Aesthetics of Living,'' all gov-
ernment-run cultural centers were given that name. 
Since it is a new idea, definition is in order. 

No academic literature gives Aesthetics of Living 
a definition, albeit aesthetics is an important discipline.  
It studies beauty. Aesthetics of Living may or may not 
be a subdiscipline of aesthetics. At any rate, I have to 
make clear that I did not invent the new term myself, 
though I have written dozens of articles with regard to 
aesthetics and aesthetic education in MING DAO LI-
TERATURE & ARTS..  

Strictly speaking, Aesthetics of Living must mean 
aesthetics or beauty one may find in daily life. No 
classroom lectures are necessary to teach people to ap-
preciate beauty they may find in life. There are no theo-
ries. All that is needed is practice. The COCA program 
does not require the public to study beauty but wants 
the people to acquire an ability to distinguish and ap-
preciate beauty in everyday life. As a result, they will 
have a sense of beauty in life, enjoy beauty and enrich 
their spiritual life.   

Before giving it a proper definition, we have to 
define ''beauty.'' What is beauty? Where can beauty be 
found?   

Both are a controversial issue in aesthetics. Love 
of beauty is a human nature, or perhaps an instinct. A 
diamond has to be cut and polished. Man needs to be 
trained to appreciate beauty. He needs cultivation.  

Where can beauty be found? Actually, beauty is 
omnipresent. The question is where to find beauty ex-
ists. As a matter of fact, one can find beauty in all cul-
tural aspects of life. There is beauty in paintings, dra-
mas, and performing arts. But Aesthetics of Living does 
not entail appreciation of fine and performing arts. It 
makes people find beauty in clothes, food, housing and 
transportation. In other words, they may find beauty in 

their mundane lives. They must look for a spiritual val-
ue of non-material in their material life.   

A few examples suffice. Transportation is a daily 
necessity in life but not everyone can afford a fancy car. 
Clothes are essential, too. But fancy clothes are for high 
society. The middle class, the mainstay of modern so-
ciety, cannot afford them, either. Housing is necessary 
but only a few can afford luxury apartments and estates.  

Aesthetics of Living must therefore be defined as a 
way to help the general public learn to find aesthetic 
satisfaction in daily life.   

II. Cultivation of the Sense of Beauty  

Education must be moral, intellectual, physical, 
social and aesthetic. But not enough importance is at-
tached to social and aesthetic education. Fine arts and 
music are taught in school, but the general public, by 
and large, lacks literacy in aesthetics. Most people lack 
a sense of visual beauty. They fail to appreciate beauty 
in an orderly urban community. Chinese communities 
in Taiwan as well as overseas are mostly disorderly 
built. They may be lively but there lacks clean, plea-
surable beauty.  

Is improvement possible? It is possible, but it 
takes time to effect the necessary improvement. As 
people become wealthier, they may pay heed to Aes-
thetics of Living. Highly qualified and capable profes-
sionals engaged in aesthetic work – such as architects, 
costume designers and appliance designers – have been 
trained in advanced countries. More often than not, they 
do not see eye to eye with clients as well as those who 
make final decisions to commission them. That is the 
reason why the aesthetic literacy of the general public 
in Taiwan is low. And more time is needed to raise it. 
The same is true of the quality of creative cultural in-
dustries in Taiwan.   

In the final analysis, what is needed to improve 
Taiwan's aesthetic literacy is to narrow the gap between 
the professionals and their clients as well as the deci-
sion-makers who award commissions. The latter have 
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to be inculcated. And the inculcation has to start early. 
It must start in primary and secondary schools where 
aesthetic education is vigorously enforced, just as it 
was in Europe in the past.  

It is the responsibility of the state to promote aes-
thetic education, the purpose being to raise its national 
competitiveness and the quality of its people. Aesthetic 
perception is a kind of spiritual quality. For people who 
have aesthetic perception, it is very easy to realize the 
existence of beauty, feel moved and attain spiritual sa-
tisfaction. That will have an ameliorating impact on 
their behavior. Poor aesthetic education or lack of it 
leads to more erratic adolescent behavior.    

III. Aesthetics of Living in Education  

It is a pity that aesthetic education is generally re-
garded as extracurricular activities. Teachers are needed 
in education and they have to be trained. Teachers' col-
leges and normal universities in Taiwan offer training 
for future instructors in fine arts and music alone. As a 
consequence, such teachers hardly know what aesthetic 
education is all about. Moreover, school classes for fine 
arts and music are often given up in favor of those for 
mathematics, physics, chemistry and English so that 
students may be better prepared for entrance examina-
tions for schools at the next higher level.   

It is not easy at all to change the situation. Teach-
ers may refuse to be retrained, while there is a dearth of 
the faculty to give them the retraining. Resistance is 
strong among the teachers to a change in aesthetic edu-
cation, whereas there can be no support from an-
ti-aesthetic professors of avant-garde arts.  

These professors dot not want to get involved.  
They make no value judgment, ignoring the purpose of 
education. Consequently, they have a mutually satis-
factory relationship with students. However, aesthetic 
education stresses scientific methodology, principles 
and judgments. It is particularly so in the training of 
designers. 

Designing is an industry that links aesthetic per-

ception with science. For instance, European aesthetic 
education usually has a range of lessons, from handcraft 
to designing. Such an education system can give those 
working in factories a professionalism. They are not 
like construction workers in Taiwan who are not able to 
build a watertight house.  

Such an aesthetic education is a major innovation 
for primary and secondary schools. Teachers and edu-
cation authorities are unlike to accept such a major 
change. They resist.   

Wang Tuoh initiated the change while he was 
COCA chairman in the previous Democratic Progres-
sive Party administration. Huang Pi-twan who suc-
ceeded him in 2008 supported the Aesthetics in Living 
program, which was finally launched. But the contin-
ued strong resistance is likely to limit the effect the 
program is expected to have. For one thing, the pro-
gram will not be universally and uniformly imple-
mented. The effect is doubtful. What the COCA can 
look forward to is to manage to induce a public aware-
ness of the importance of finding beauty in daily life.  
After all, beauty is not about money, but about taste.  

One approach the COCA has to adopt is to make 
use of more advanced display skills along with culti-
vating a more active audience. Tutoring is necessary.  
So are active participants. If the media show support, 
the promotion of culture will gain much more momen-
tum. On the other hand, the government has to ease 
restrictive regulations. The Ministry of Education 
should cooperate by making up for the shortage of in-
structors in aesthetic education, although ultimately it is 
the cooperative teachers who can assure success in the 
Aesthetics of Living program. 

It would be appreciated if Taiwan can pass the gate 
to aesthetic education. 
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Abstract 

We point out the vulnerability of Taiwan’s current social policy that fails to live up to 
the expectations of the middle class. Full employment and a large number of small- and 
medium-sized businesses have contributed to the wealth and income equality in Taiwan. 
Both conditions are no longer sustainable after the 1990s. The former is threatened by the 
globalization of capital mobility and international division of labor, while the latter is likely 
to decrease because of the governmental policy for liberalization that encourages mergers 
and acquisitions for the sake of competitiveness. The 2008 presidential election brought the 
Kuomintang back to power. Will the productivist economy-first policy approach return as 
the core of the Taiwan’s welfare regime, while social democracy remains an impossible 
dream? This question concerns the future of people’s welfare in East Asia in general and in 
Taiwan in particular. 
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Introduction 

The year 2000 was a historic watershed for Taiwan 
politics. The long uninterrupted rule by the Kuomintang 
ended and the young Democratic Progressive Party 
(DPP) came to power. In opposition in the 1990s, the 
DPP was well known not only for its political argument 
for Taiwan independence, but also for its pro-welfare 
policy, in contrast to the Kuomintang’s Chinese unifica-
tion and economy-first policy. This was significantly 
demonstrated in the DPP’s white paper on social wel-
fare in 1993, which proposed a wonderland social 
democratic welfare state. In power from 2000 to 2008, 
the DPP further democratized Taiwan and raised ex-
pectations for social reform. It failed to live up to those 
expectations, however. 

The democratization of the 1990s transformed the 
state structure and created better opportunities for social 
policy-making, but capitalist globalisation also put con-
straints upon the realization of a welfare state. The 
2008 presidential election brought the Kuomintang 
back to power. Will its productivist economy-first pol-
icy approach return as the core of the Taiwan’s welfare 
regime, while social democracy remains an impossible 
dream? This question concerns the future of the peo-
ple’s welfare in East Asia in general and in Taiwan in 
particular. 

Left or Right? 

The DPP has long shown its concerns about social 
welfare, a fact that we can learn from the welfare de-
bate it provoked many years ago. For example, during 
the legislative elections in 1992, the issue of whether or 
not Taiwan should make itself a welfare state was hea-
tedly debated by the two major political parties. Social 
welfare topped the political agenda for the first time 
and the Kuomintang government had to address the 
people’s concerns about the welfare role of the state. In 
1993, the opposition party published a white paper on 
social welfare offering the following proposals: 

A universal social insurance system for pension, 

health, work injury, and unemployment; Family allow-
ances for children and youth; An increase in cash bene-
fits of social assistance; Expanded welfare services for 
the disadvantaged; A comprehensive medical care sys-
tem and network; A housing policy for all citizens; 
Collectively bargained working conditions; A Cabi-
net-level agency responsible for social welfare; Inclu-
sion of social welfare in national development plans; 
and Implementation of resource redistribution across 
the nation. 

In response, the Kuomintang government tried to 
enforce a more consistent social policy, resulting in the 
publication of the Guiding Principles for Social Welfare 
Policy in 1994. Nine principles for development were 
laid down. They were: 

Emphasis on the balance between economic and 
social development; Establishment of a proper social 
administration system; Family as the center of social 
welfare policy; Teamwork among various governmental 
departments and emphasis on the importance of profes-
sional social workers; Harmony and cooperation be-
tween employers and employees; A financially inde-
pendent social insurance system; Satisfaction of needs 
and the mixed economy of welfare; Public housing for 
lower income families; and Equal opportunities for 
access to medical care. 

This social policy statement could be the most 
comprehensive one since the Kuomintang began ruling 
rule Taiwan; however, in comparison with the DPP 
white paper, its economy-first policy stressed the im-
portance of growth in support of social welfare; the 
sharing of welfare responsibilities with family and pri-
vate sectors; the harmonizing of industrial relationships; 
and the creation of financially independent social in-
surance without increasing governmental burdens. 
Economic concerns were still the highest priority of the 
government, while the opposition party seemed to pre-
fer a social democratic welfare state. 

In the year 2000, the pro-welfare image of the DPP 
was of great help to its presidential campaign. In par-
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ticular, Chen Shui-bian made three welfare policy pro-
posals: a NT$3,000 allowance per month for every el-
derly citizen who were not pensioned, free medical care 
for children under three years old; and a low-cost 
mortgage with an annual interest of 3 percent for young 
first-time buyers of houses (Ku, 2003a). 

The DPP victory in the 2000 presidential election 
ushered in a new era of democratisation and raised pub-
lic expectations for social reform. The new government 
needed to face challenges, in particular that of engaging 
the increasing economic competition at the global level 
with the need for social reform in domestic politics. 
Since the beginning of the 1990s, labor-intensive in-
dustries – which were the core source of Taiwan’s eco-
nomic growth in the 1970s and 1980s – have been re-
located to Southeast Asia and China. The pressures of 
unemployment and low pay have continued to increase 
with capital flowing out of Taiwan faster and faster. A 
great difficulty loomed, as Ku wrote (1997): 

As the economic globalization continues, local 
workers are competing not only among themselves 
but against their opposite numbers abroad for the 
limited jobs. Unemployment and the level of wages 
directly influence the subsistence of workers as 
well as the profits of enterprises. But wage levels 
are unlikely to rise because of global competition. 
If wages were raised through legislation or by so-
cial welfare schemes, the government would rim 
the risk of reducing job opportunities. Continued 
high unemployment and low wages may trigger an 
economic crisis, which is likely to evolve into a 
political crisis. 

The crisis cannot be removed by a change of gov-
ernment. That explained why the new DPP government 
abandoned its social welfare ideal and a national pen-
sion policy after a long stock market slump due to a 
sudden economic downturn in late 2000. On September 
16, 2000, just one hundred days after his inauguration, 
President Chen declared that economic development 
was his government’s new priority and the implementa-
tion of social welfare programs would be postponed 

(Ku, 2003b: 187-188). Before the DPP came to power, 
the Kuomintang typically argued more social welfare 
would have a negative impact on the economy. When 
the then opposition proposed welfare policies, the gov-
ernment never failed to ask how a country could afford 
social welfare without economic development. Surpri-
singly, the same argument was repeated by President 
Chen. He implied an incompatibility and a zero sum 
relation between the economy and welfare, though so-
cial welfare measures were taken.  

There are at least three assumptions behind Presi-
dent Chen’s argument. Firstly, economic development 
and social welfare are mutually incompatible. If you 
want the former, you must sacrifice the latter, and vice 
versa. Secondly, economic development has a higher 
priority than social welfare under any circumstances. 
Social welfare, therefore, can wait, but economic de-
velopment cannot. Last but not the least, the old social 
welfare platform of the DPP was wrong or infeasible at 
best. Nevertheless, the promise of social reform was 
then placed on an uncertain ground. 

Developments between 2000 and 2008 

Without consistent government policy, it is impos-
sible to make any social welfare reform. Democratiza-
tion did not contribute to the improvement of social 
welfare in Taiwan between 2000 and 2008. First, as 
Figure 1 shows, the unemployment rate radically 
jumped from below 3 percent in the 1990s to 5.17 per-
cent in 2002. A slight improvement followed, but the 
rate never went down to the level in the previous dec-
ade. We also note that the major reason for unemploy-
ment was not seasonal adjustment of the labor market; 
rather, it was large-scale layoffs, which accounted for 
about 16 percent of the unemployed in 1991 and grew 
to nearly half in 2002. Deindustrialization is another 
reason for the layoffs, with an increasing number of 
plants relocated from Taiwan to China. In a policy 
statement entitled ‘Challenge 2008: National Develop-
ment Plan (2002-2007)’, the DPP government recog-
nized three crucial economic factors (CEPD, 2002). 
They were: 
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1. Global Competition: An increasingly keen global 
competition for talent and capital has significantly 
changed core production elements in terms of quality, 
creation and speed, creating more flexible production 
and more investment in knowledge. 

2. China’s Magnetic Effect: China supplies cheap labor 
and land as well as a vast market, attracting an ev-
er-growing number of businesses away from Taiwan 
where unemployment continue to rise. 

3. Burdens Inherited: They include social problems 
inherited from the previous governments (e.g. money 
politics), rigid administrative and legal systems, and 
a huge national debt. 

On the other hand, however, Taiwan accumulated 
a huge surplus in trade with China, increasing from 
US$7 billion in 1991 to US$ 22billion in 2002. Yet, 
during the same period, Taiwan businesses invested 
over US$24 billion in China, or about 70 percent of its 
total outward foreign direct investment (FDI). The FDI 
inflow totaled US$17 billion in the dozen years. A 
tricky picture thus emerges: Taiwan had to rely on Chi-
na’s market for profits, but China was also regarded as 
Taiwan’s main competitor for private investment as 
well as other foreign capital (Ku, 2004). 

In order to restore Taiwan’s competitiveness in the 
global economy, the government promised more finan-
cial and tax reforms and more investments in human 
capital and infrastructure; however, these reforms were 
not easy to implement. To cope with growing global 
competition, Taiwan had to have a more open and de-

regulated environment of investment. But it could also 
risk an even speedier relocation of Taiwan businesses 
to China, along with a great loss of government revenue, 
particularly if more tax credits were given as an incen-
tive. The loss of government revenue eventually re-
duced the public resources that were necessary for more 
investment. Furthermore, without more investment, it 
was very difficult to restructure Taiwan’s economy to 
create more high value-added industries and thereby 
enhance its national competitiveness. It is a great di-
lemma. 

Although layoffs slowed down after 2002, they 
returned to the same level during the following Asian 
financial crisis. The difficulties of the unemployed in 
finding new jobs increased as well. In 2002, it took the 
unemployed more than 30 weeks to land new jobs, 
whereas they only needed only 15 weeks to do so in the 
early 1990s. The longer the workers remained unem-
ployed, the longer it took them to find new employment. 
Figure 2 demonstrates that situation. In 1999, one year 
before the DPP came to power, only 10.9 percent of the 
unemployed – around 30,000 in number – were 
long-term jobless workers, who stayed unemployed 
over one year. These figures jumped to 21 percent – 
over 100,000 workers – in just five years, the changes 
contributing in turn to the rise of new social movements. 
More and more people, including laborers, school 
teachers and farmers, took to the streets to demonstrate 
their dissatisfaction. Their slogans included among oth-
ers: “We Want Jobs,” “No Poverty,” and “Affordable 
Education.”  
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Figure 1. Employment Changes in Taiwan, 1991-2007 
 

 

 

Figure 2. Long-Term Unemployment 
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The DPP government came under great pressure. 
In 2004, a new version of the Guiding Principles for 
Social Welfare Policy was published to reemphasize the 
people-first doctrine. More importance was attached to 
social inclusion, a sound welfare system, positive wel-
fare, central/local collaboration, public/private partner-
ship, welfare for communities, and an integration of 
resources. The DPP government also made a policy 
statement on social welfare improvement. Its first and 
only social welfare policy statement iterated the gov-
ernment determination to offer nearly all welfare provi-
sions, including social insurance, benefit services, so-
cial assistance, subsidy for disadvantaged groups, job 
security, low-cost housing, and universal health care. 
The government hoped to create a social democratic 
welfare state to burnish its social reformist image. Ob-
jectives listed in the policy statement were not 
achieved. 

To help President Chen in his bid for reelection in 
2004, the DPP government adopted a policy to cut tax 
cuts and increase social welfare benefits. The gap be-
tween government revenue and expenditure increased 
remarkably. On the revenue side, the income from taxes 
as part of gross national product (GNP) fell from 17.4 
percent in 1991 to 12.3 percent in 2002, making Tai-
wan one of the world’s low-taxed economies between 
Korea at 20 percent and Singapore at 16 percent. Nev-
ertheless, public expenditure was not decreasing and 
the tax revenue could support only around 53 percent of 
the total government expenditure in 2002, while in the 
1980s and the 1990s the share was 70 percent and 64 
percent, respectively. The widening gap between reve-
nue and expenditure also meant an increase in national 
debt. The cumulative public debt totaled NT$3,289 
billion in 2002, equivalent to 32.9 percent of Taiwan’s 
GNP (DGBASEY, 2002), though it might top NT$10 
trillion, if hidden debts were included (United Daily 
News, 2003). 

The shortage of public funds eventually confined 
governmental policy choices and the power of the state 
to enhance social welfare and improve Taiwan’s na-

tional competitiveness, especially necessary public in-
vestments (e.g. those in human capital and infrastruc-
ture). The failure to accomplish the promised social 
reforms was one of the reasons for the loss of the DPP 
in the presidential election in 2008. 

Can Taiwan’s Developmental State Be Sus-
tained? 

Economic developmentalists identify several 
elements in society as crucial for sustained growth of the 
economy. Among them are educational levels, physical 
infrastructure, corporate governance, competition and 
economic openness, political stability, and a flexible labor 
market. Others include social capital, inter-personal trust, 
social cohesion, association and cooperation (Mkandawire, 
2004: 9). To some extent, positive state intervention is 
very important at social domain. As a result, the important 
role the government plays by enforcing social policy is no 
longer regarded as pure presumption by developmentalist 
scholars. Kwon argues, for example, “economic 
development requires social policy” (2005: 5). All such 
public efforts require healthy financial sustainability; but 
the decline in the financing capability of the state forced 
the DPP government to expand welfare programs though 
it had to cut taxes at the same time. 

Figure 3 shows the changes in the gap in income 
between the top and bottom 20 percent of the households 
before and after public transfers. Before public transfers, 
the upper fifth earned about five times as much as the 
lower fifth. The gap steadily increased to about six times 
by the end of 1990s, while a big jump occurred at the 
beginning of the first decade of the twenty-first century. It 
widened from 6.57 times to 7.67 times in just one year 
and has since stayed above seven times. During the 1990s, 
the real income gap was below six times because of 
governmental public transfers. However, in the first ten 
years of the new century, the real income gap narrowed, 
after the government tried to secure a more equal income 
distribution. For instance, public transfers have 
successfully reduced the gap from 7.73 times to 6.20 
times in 2008. 
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Figure 3. Income Gap Before and After Public Transfers, 1991-2008 
 

 Why couldn’t the government narrow the gap? This 
question is closely linked to the failure of Taiwan’s 
developmental state to get on the global economic tides.  
Figure 4 and Table 1 answer the question. Generally, 
social welfare and tax are two fundamental policy 
instruments to remedy income distribution problems 
and reduce poverty especially among those 
disadvantaged groups like the elderly, children, women, 
and minorities. Taxation is important not just for its 
effects on income distribution but also on financing all 
government efforts, including those to improve social 
welfare. Figure 4 shows the impact of public transfers 
made from 1991 to 2008. We find, in the case of 
Taiwan, welfare is indeed the major government policy 
effort to adjust income distribution. For instance, in 

2008, the government successfully reduced the income 
gap by 1.69 percent, with welfare contributing 1.53 
times, or equivalent to 90 percent of the decrease. 
Taxation narrowed the gap by a mere 0.16 time. 
Actually, taxes played a minor role in income 
distribution in the two decades. There are two 
implications. First, without healthy financial support 
from taxation the governmental welfare efforts are 
limited and cannot be sustained. That explains partially 
the reason why the government was not able to reduce 
the income gap further. Secondly, the government 
expanded its welfare efforts and the result was the 
remarkable increase in public debt in the past decade, 
as shown in Table 1. 
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Figure 4. Impact of Public Transfers by Welfare and Taxes, 1991-2008 
 
 

Table 1 demonstrates the relative changes be-
tween governmental revenue and debt. Economic 
growth brought about a significant increase in go-
vernmental revenue and therefore enhanced the 
capability of the state to enforce welfare policy. 
However, tax credit is awarded by the government 
to stimulate export-led economic growth that has 
gradually made a negative impact on the govern-
ment’s financial health. The gap between revenue 
and expenditure was increasing and public debt 
was aggregating, from the average of 8.8 percent 
of gross domestic product (GDP) in the 1970s to 
38.6 percent in 2004. Democratization did not help 
Taiwan to escape from such a dilemma. As the 

DPP government persisted in tax cuts and increas-
es in welfare spending, its financial sustainability 
was harmed, constraining the implementation of 
welfare policy. People lost confidence in the gov-
ernment because it was not able to realize prom-
ised social reform. The Kuomintang was voted 
back to power in a landslide in 2008, but that did 
not mean the public found confidence in the new 
government. People want a clean and capable 
government, or a developmental state. As long as 
the financial health cannot be restored, the sus-
tainability of Taiwan’s developmental state is on 
an uncertain ground.  
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Table1. Government Revenue and Debt 

    Unit: NTD billion; %

  
1950s 

Average 
1960s 

Average 
1970s 

Average 
1980s 

Average
1990s 

Average 
 

2004 

GDP 129.1 668.0 2,701.5 
 

7,094.2 
 

  9,847.9 10,279.8 

Annual Growth Rate 14.2 20.3 11.9 8.9 1.6 4.3 

Revenue         25.7 160.5 640.0 
 

1,606.1 
 

1,945.1 2,023.0 
Annual Growth Rate 16.0 21.6 12.4 5.7 1.5 -2.7 
% of GDP 19.9 24.0 23.7 22.6 19.8 19.7 

Expenditure 25.9 154.3 674.5 
 

1,836.1 
 

2,303.0 2,369.0 
Annual Growth Rate 14.7 21.8 12.4 6.8 2.7 -2.6 
% of GDP 20.0 23.1 25.0 25.9 23.4 23.0 

Surplus(+)or Deficit(-) -2 61 -345 -2,300 -3,579 -3,460 
% of GDP -0.1 0.9 -1.3 -3.2 -3.6 -3.4 

Public Debts … … 238.1 
 

1,619.1 
 

3,433.2 3,970.9 
% of GDP … … 8.8 22.8 34.9 38.6

 

 

Conclusion 

Taiwan has long been regarded as a model for 
economic growth with an equitable distribution of 
wealth. Prior to the 1980s, nearly all indicators showed 
significant improvement in every aspect. The trend did 
not last long. The economy slowed down after the 
1990s, resulting in higher unemployment and stagna-
tion in income. We also review the trends of income 
inequality. One main finding is that, after a significant 
improvement prior to the 1980s, it is very difficult to 
narrow the inequality. The calls for social reform have 
brought great pressures to bear on the government. 
How to attain both economic growth and social equality 
has become the greatest challenge to an elected gov-
ernment. The Kuomintang government failed to cope 
with this challenge and was voted out in 2000. The 

succeeding DPP government did increase welfare 
spending but could not stop the income inequality. 

We also point out the vulnerability of Taiwan’s 
current social policy that fails to live up to the expecta-
tions of the middle class. Full employment and a large 
number of small and medium-sized businesses used to 
contribute to the equitable distribution of wealth and 
income equality in Taiwan. No such contribution was 
possible after the 1990s. Full employment is impossible 
as globalization of capital mobility goes on with a con-
comitant change in the international division of labor. 
The number of small and medium-sized businesses is 
likely to decrease thanks to the deregulations and libe-
ralization that encourage mergers and acquisitions for 
the sake of competitiveness. As a consequence, the 
government could not stop the widening of the income 
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gap after the 1990s. It tried to narrow the gap with more 
welfare provisions but its poor financial health con-
strained the effort. 

As Taiwan cannot rework the miracle of growth 
with an equitable distribution of wealth, we should con-
tinue our research to find whether Taiwan’s develop-
mental state can be sustained in the age of economic 
globalization. 
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Long Term Care Policy and Practice in Taiwan 

WU, Shiao-chi  

 
Abstract 

People who need long term care have escalated due to the increased proportion of 
aged population in Taiwan. In view of this phenomenon, the government has brought out 
the Ten-Year Long Term Care Plan to expand the long term care (LTC) services within the 
tax-based social security system since year 2007. Beside the Ten-Year Long Term Care 
Plan, several policies and planning such as long term care insurance, integration of the LTC 
and medical care sectors, the central information and monitoring system of LTC services, 
and health preventive education and programs will be brought out in the coming years to 
strengthen the budget, accessibility and quality of LTC. After the above planning and poli-
cies are implemented, the long term care system will be improved for all the people who 
need the care in Taiwan in the coming years. 

Keywords: Long Term Care Insurance, Legislation, Integrated Care, Long Term Care 
Services 
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Background 

Nowadays, the low marriage rate, nuclear family 
structure, economic pressure, and weak will of having 
children have lead to the drop of crude birth rate to 8.3 
per thousand in Taiwan in 2009. As for the proportion 
of people aged 65 and above, will climb up from 10.2% 
in 2007 to 20.9% in 2026, and to 37.5% in 2056. The 
change of the population’s structure indicates that the 
dependent aged people will have less independent 
young people to take care of them. More and more aged 
people have to take care of their own activities in daily 
life and face the aging-related chronic diseases such as 
stroke, dementia, diabetes, hypertension, etc. According 
to the data of Executive Yuan, there were already 9.7% 
of aged people who needed long term care in year 2002. 
There will be more and more aged people in need of 
long term care concordance with the increased propor-
tion of aged people in Taiwan. Having sensed the im-
portance of long term care in the era of rapid-
ly-decreasing birth rate and increasing aged population, 
Taiwan government brought out the Ten-Year Long 
Term Care (LTC) Plan (2007/4---2017/3) to expand 
LTC services within the tax-based social security sys-
tem in order to decrease the demand of long term care, 
to increase the effectiveness and efficiency of long term 
care, to decrease the cost of long term care, and to make 
the approach to LTC easier for aged people. 

Implementation of LTC 

Under the Ten-Years Long Term Care Plan, more 
budget and new jobs will be offered to encourage home 
and community services. In this plan, the government 
expand the target population into all elders aged 

65yrs, native people aged 55 yrs, physica≧ ≧ l-
ly-challenged aged 50 yrs, and elders living alone.” ≧

In 2008, Ministry of the Interior provided 41,067 beds 
in 959 institutions. People near poverty or the mild 
disabled citizens can also receive subsidized care ser-
vices.  

Regarding the implementation of the long term 
care, the government has brought out several legisla-

tions including Nurse Act for nursing homes, Senior 
Citizens Welfare Act for elderly long term care facili-
ties, Physically and Mentally Disabled Citizens Protec-
tion Act for disable person, and regulations of Veterans 
Affairs Commission for veterans.  

After the implementation of the above policies and 
legislations for improving the long term care of aged 
people, government will face other challenges in long 
term care. 

LTC Policy 

1. LTC Insurance 

The present LTC services are within the tax-based 
social security system, which is more constrained by 
the national budget than the social insurance model. 
The criteria and content of LTC are different depending 
on the financial condition of different local govern-
ments. Therefore, Taiwan government has started plan-
ning National LTC Insurance. In Dec. 2008, Council 
for Economic Planning and Development invited 10 
groups of research teams to participate in studying re-
lated issues. Department of Health already submitted 
the draft of universal social insurance act for long term 
care to Executive Yuan at the end of 2009. Hopefully, 
all people including children and adults with cognitive, 
mental and physical disability will be eligible for bene-
fits.  

2. Integration of the LTC and Medical Care 
Sectors 

One of the challenges of current LTC including 
integrated services and financial incentives is how to 
encourage long term needed people to stay home or 
stay in their community instead of in the hospitals. 
Comparing LTC with National Health Insurance, 40% 
co-payment in home care services and >90% 
co-payment in institutional care are much higher than 
the merely 5% co-payment in chronic inpatients and 
10% co-payment in acute inpatients. The long term 
care-needed people will stay in hospital as long as 
possible, instead of using long term care services. 
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Therefore, vertical integration between medical sector 
and long term care should be integrated to create a cob-
bled-together, publicly-acceptable, and cost-effective 
system of care, being able to fulfill the continuum of 
care needs. The horizontal integration will create an 
integrated service including primary care and tertiary 
care, social care and health care for a multi-functional 
disable person. Not only can this provide good care to 
the frail people, but also can it save money. The rea-
sonable and effective integration will need a reasonable 
copayment system and the nationwide standard legisla-
tions of personnel, facility, space and accreditation in 
the long-term care system.  

3. The Central Information and Monitoring 
System Of LTC Services 

For the eternal qualified LTC services, the valid, a 
single central database system has to be set up to link 
and integrate the date from local government depart-
ments. This accessible and effective central information 
system is based on a valid, reliable, and timely data 
about the care provided, the recipients of care, the facil-
ities, and the caregivers. It will helpful for consumers, 
regulators, and researchers. Such information system is 
also fundamental to all strategies for monitoring and 
improving the quality of long-term care. On the other 
hand, the diverse accreditation criteria and standard of 
different LTC constitutions including home and com-
munity facilities should be established by Ministry of 
The Interior and Department of Health for the LTC as a 
whole.  

4. Preventive Health Education 

Under the present “fee for service” payment sys-
tem, physicians tend to devote more in medical care 
and less in health preventive education. However, the 
key to promoting health is not only “curative” and “di-
rected to individuals”, but also “prevention”, “pallia-
tive” and “directed to populations”. This shows that the 
scope of health care is much wider than medical care. 
More health preventive educations and programs, such 
as “provision of essential drug to rural area, E-care sys-

tem and household utility improvement for monitoring 
the health record and prevention of the accident in-
duced long term care”, should be emphasized in the 
LTC policy. 

Prospective 

The accessibility and quality of long term care for 
all the people who need the care will be improved after 
the above policies and planning are implement in Tai-
wan in the near future.  
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