Important Points to Take Away on Rodrik’s Paper
(1) There is a traditional or an orthodox view of Taiwan’s early development. It goes
like this
--- 1950s Taiwan lacked foreign exchange and saving and therefore engaged in import
substitution aided by a multiple exchange rate system, high tariffs on consumer goods,
direct government controls on the financial sector, including the extension of credit
and forex transactions. US aid helped to provide foreign exchange.
--- by the late 1950s import substitution had hit a limit and no more expansion of
these industries was possible. Policies then turned to export promotion. These policies
included substantial subsidies to firms that invested in exports, export processing
zones, easy credit for exports, and administrative guidance.
--- by the mid 1960s exports had begun to grow quickly and this led to a huge
expansion of both investment and economic growth. Exports changed from
agriculture to light industry and then on to heavy industry.
--- the rise of exports allowed massive saving and investment which was channeled
into a second phase of import substitution that was aimed at the producer sector
rather than the consumer sector. This resulted in the rise of heavy industry in Taiwan.
(2) There has been an alternative view that greater government involvement and
heavy reliance on “industrial policy” was the key to Taiwan’s success compared with
other countries that were at a similar level of development. This was a nod to the
effectiveness of state planning. See a discussion of her work here.
(3) Rodrik believed the traditional view was incomplete and certainly did not explain
well why that exports began to expand in the mid-1960s. For example, the expansion
of exports could not be explained by saying that the real exchange rate had somehow
moved substantially in Taiwan’s favor making exports extremely profitable compared
to domestic sales. He claimed that exports were driven instead by the enormous
investment growth that occurred in the 1960s and 1970s. Such heavy investment
growth was encouraged by the government and this in turn drove real economic
growth. The government eliminated impediments to raising and deploying capital
and reduced barriers within the economy to investment. It made investment more
profitable. This raised the rate of return on investment. Exports were a natural result
of this investment and the drive for greater markets to justify the investment.
(4) In contrast to other countries that sought to expand investment, Taiwan was able
to eliminate what he calls “coordination failure” of the markets, while being able to
reduce corruption and rent seeking. This was possible because of a very highly
educated population and by government actions aimed at reducing income and wealth
inequality.

Some Comments
Rodrik seems to have only a passing familiarity with the details of Taiwan’s growth
over this important period. He knows that Taiwan’s government was heavily involved
in directing the economy during this period, but he cannot understand how it didn’t
foul things up and was in fact able to avoid the usual corruption and waste associated
with government planning and administration. He hypothesizes the government was
successful at intervention because it eliminated coordination failure, which
apparently means the confusion of signals due to suspension of the price system, the
usual bottlenecks of growth, and possibly the spread of risk in the economy. In
addition, the government succeeded in its direction of the economy by mobilizing a
labor force that was quickly gaining human capital and was ready to be deployed, as
well as by enjoying the support of a public whose self-interest was directly tied to the
success of the policies (i.e. they shared equitably in the resulting growth).

However, nowhere does Rodrik discuss the all-important rise of the small and
medium sized enterprises. This is strange since everyone knows these firms drove
Taiwan's early economy. These SMEs now number about 1 million firms in Taiwan
and this rise of the entrepreneurial class in Taiwan had its origins in the 1960s with
the development of an export sector. This is as we have previously discussed in class
(and Professor Norman points out in the discussion section at the end of Rodrik’s
paper) was the direct result of Adam Smith’s point that the division of labor and
specialization of industry is limited by the size of the market. The expansion of
exports and market scale was precisely why so many firms were created. These
satellite firms grew around larger exporting firms, servicing them and growing with
them in scale. See Figure below.

Nowhere does Rodrik discuss the impact of the US military in Japan and its direct
involvement in creating an export market with Japan from 1950 - 1962. This one fact
was crucial in bringing together Taiwan and Japan prior to the breakout of the
electronics market that later was dominated by Japan. Throughout the 1970s and
1980s Taiwan would import components and electronic materials used to process its
own exports destined for the US. It was perfectly positioned to take advantage of the
Japanese takeover of the electronics market.
There is also the issue that the US military was working closely with the Taiwan
military in monitoring mainland communications, using sophisticated electronics at
the time. It was also servicing U2 spy planes. The US military maintained a garrison
force in Taiwan until 1979. This means that it worked together closely with the ROC
government during the Korean War and Vietnam War. The technical demands, the
need for components and replacement parts, along with the language demands
required that the US military work especially closely with the Taiwan forces. Little
is known how this affected technical progress and human capital development in
Taiwan. Many Taiwan servicemen were trained in the US during this period.
Rodrik does not consider the important growth of textile exports to the US. Here is
what one researcher in Taiwan wrote much later in 2007.
http://www.cier.edu.tw/public/Data/710161735171.pdf

The US market was very important for Taiwan.

See https://www.press.umich.edu/13889/political_economy_of_us_taiwan_trade
Rodrik does not explain the creation of CETRA in 1970 (now called TAITRA) which
was specifically designed to expand exports. It remains active today.

Officially the Bureau of Foreign Trade (established in 1969) handles the regulation
of trade and trade promotion.

These comments indicate that one cannot understand the nature of the special
economic development of Taiwan strictly in terms of a small number of highly
aggregated
time
series
such
as
investment
and
exports.

