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Introduction

Students of comparative politics and international relations will find the
recent development of Taiwan an interesting case to test the validity of
competing theories of social science. On the one hand, the process of
democratization and the transformation of state-society relations chal-
lenge the “strong-state paradigm” that has been used to explain the polit-
ical economy of Taiwan; on the other, Taiwan’s flourishing relationship
with China' requires a new theoretical framework for foreign policy
analysis.

The strong-state paradigm is a powerful tool for explaining Taiwan’s
development over the past forty-some years. Although the neoliberal
school of political economy stresses the advantage of laissez-faire policies
and dependency theorists emphasize international constraints upon
development, the focus of the statist approach is the state’s capacity and
its autonomy in manipulating the state-society relationship and in initiat-
ing foreign economic policies. However, since the process of democrati-
zation began, the strong state’s dominant role in policymaking has been
reduced. Academic works discussing the transitional role of the strong
state in initiating economic policies are rare.

This book focuses on the changing nature of the state in Taiwan and the
making of its economic policy toward China. The case of Taiwan-China
economic relations is selected because it is highly political and vital to
Taiwan’s survival. This special kind of relationship reflects the domestic
power constellation in Taiwan and has produced conflicts within the
bureaucratic hierarchy and general public. Discussing the management of
economic transactions across the Taiwan Straits can help us understand
changing state capacity, state autonomy, and state-society relations in the
democratization era.



2 Introduction

The Failure of State Intervention in
Cross-Straits Economic Relations

Taiwan’s economic development over the past forty years is commonly
characterized as state-led growth coupled with a fairly equal distribution
of wealth. In the early stage of development, the state supported infant
industries and established state-owned enterprises to achieve its econom-
ic goal of import substitution. In the take-off period of the 1960s and
1970s, the state promoted export-led growth. The state led and controlled
the market mechanism by providing tax breaks, subsidizing strategic
industries, and regulating business activities. The ultimate goal of the
state was to achieve high economic growth through export-oriented small
and medium-sized firms concentrated in labor-intensive industries.

State intervention in the authoritarian era was successful. The econom-
ic bureaucracy, controlled by Western-trained technocrats, was an efficient
and coherent body. Under the authoritarian rule first of the supreme
leader Chiang Kai-shek (1886-1975) and then his son Chiang Ching-kuo
(1910-1988), the state suppressed any potential opposition forces and
dominated the society. Domestic capitalists were divided after the
February 28 Massacre of 1947. They began to ally with state officials and
state enterprises and to develop a patron-client relationship with the state.
Foreign economic policies, used as a tool to promote exports, were the
outcome of autonomous state actions initiated by technocrats insulated
from the penetration of social interests.

However, the three important factors contributing to the success of
intervention by the strong Taiwanese state—a coherent body of tech-
nocrats, state dominance over society, and effective state control of busi-
ness activities—gradually disappeared in the late 1980s, a time of transi-
tion in Taiwan. Along with the large-scale political reform, a new rela-
tionship with China began to emerge. Although official political contacts
between the two sides are still prohibited, interaction in culture, sports,
communications, and business has become closer over the past five years.

The Taiwanese government insists on indirect economic transactions
with China. However, those sectors of the bureaucracies responsible for
economic policies toward China have failed to coordinate the speed, form,
and content of cross-Straits economic interaction. Political struggle and
factional conflicts in the higher echelons of the ruling party and the state
greatly impede cooperation and coordination among the political elite.
The result is inconsistency and delay in initiating policies that are aimed
at regulating business activities.

Taiwan’s economic policy toward China is also influenced by the cor-
porate interests of business groups. As big business groups begin to invest
in China, they are using various means to forge both formal and informal
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alliances with state bureaucrats at home to guarantee their business inter-
ests. On the other hand, small and medium-sized firms are rushing into
the booming China market regardless of the state prohibition. Restrictive
laws and macroeconomic policies have proved ineffective in regulating
the activities of businesspeople eager for profit. The incompetent state
bureaucracy, divided by factional and elite conflicts, is powerless to resist
pressures from society and thus has failed to lead the market interests.
The state has only partially legitimized the current situation of economic
interaction with China. This is in sharp contrast to the state’s dominant
role in economic policymaking during Taiwan’s authoritarian era.

Cross-Straits Economic Policy as a Case Study

The primary aim of this book is to explain the failure of the Taiwanese
state’s intervention in cross-Straits economic policy. It does not merely
concern itself with the content of the policy but focuses on the policy-
making process and state-society interaction on the issue of managing
cross-Straits economic relations. The questions we will ask include: How
does democratization influence elite coherence and the state-society rela-
tionship in Taiwan? What are the major controversies concerning the
tempo and form of cross-Straits economic interaction? Why have the var-
ious sectors of the state bureaucracy failed to coordinate their policies?
What influence does society, especially big business, exert on state policy?
What is the real situation of cross-Straits economic interaction? To what
degree has the state failed to discourage Taiwan businesses from entering
the China market? How do Taiwanese businesspeople avoid legal restric-
tions and resist state intervention? What is the capacity of the state to reg-
ulate the market?

The strongest case studies start out with clearly identified theories that
are expected to explain the event. This research challenges the strong-state
paradigm, which dominates the study of Taiwan’s political economy. By
analyzing state autonomy and state capacities, a new form of state-society
interaction in the democratization era can be identified. Moreover, this
research will not merely analyze the inability of the Taiwanese state to
implement a coherent economic policy toward China but will also
attempt to identify the major actors and social interests involved in the
policymaking process. The aim is to provide at least a partial answer to
the broader question of the ability of the state to cooperate with society
and achieve major changes in contemporary Taiwan.

The case study used in this research is an empirical one. As Robert Yin
argues, a case study is an empirical inquiry that investigates a contempo-
rary phenomenon within its real-life context, and in which multiple
sources of evidence are used.” The data in this book come from the fol-



