
The De-industrialization of Taiwan: A Spatial 
Perspective 

Roger Mark Selya * 
University of Cincinnati 

Ollcr the period 1986 to 2001 some 235,000 manujilcturing jobs were lost in 

Tr,iwan. As slich the Taiwf/nese economy met the clm:l'ical definition of de-in­

dustrializfltion. However, when data derived ftom the succeJsitJe Industrial and 

Commercial Census mapped jor ftll 318 cities and touJJlships (hsiang and chCll) 

a more varied and positive uielU of the stmrtttrlli changes in manuji/cturing in 

Trliwan emerges. For example, 18.24 percent of the areal units had experienced 
110 declilles in manujilcturing emplo)'1nCllt a.; late as 1996; similarly, 14.46 per­

cent of alfunits reported net gaillJ in employmCilt through 1996. In addition, 
81.33 percent of all areal units experiCilced increases in both awrage salaries in 

manujacturing and ill lNt/ue added. It flppears then that industrial restructuring 

rather then de-industrialiZfltion is a better perspective through which Taiwan's 

most recent economic clJanges should be uiewed. fhis eualuation iJ' corroborated 

by changing patterns o.fTaiwanese exports. Future research on changing patterns 

of regional specialization in Trlitvan manujtlrturing .rector witlfifrther our ullder­

standing of the restructuring process. 
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INTRODUCTION 

Since the late 1980s it has been fashionable to lament the fact that the economy of 
Taiwan had apparently undergone a process of de-industrialization (Dreyer, 1991; 
Tung, 1997). 'lhe evidence that such a major structural change in 'Iaiwan's economy 
had in fact occurred was seemingly easy to identify: the number of workers em­
ployed in manufacturing had fallen annually since 1986 (Table 1). In the period 
1986 to 2001, the number of those employed in manufacturing declined from 2.8 
million to 2.5 million, a loss of some 234,000 workers or 8.29 percent; there was 
some recovery in employment, so that by 2005 the total had increased to 2.7 million, 
still well below peak employment. The decline in manufacturing in employment in 
the 'raiwan economy and the increases in service employment were interpreted to 
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mean that Taiwan was best understood as a service economy (Fare, Grosskoft, and 
Lee, 1995; Sel},a, 1994). 11le main concerns expressed over the hte of the Taiwanese 
economy that would result from the decline in manufacturing employment focused 
on unemployment and its economic and social consequences. 

Table 1: Taiwan Industrial Indicators 

Value of 

Employment in Average Monthly Manufactured 

Manufacruring Number of Industrial Exports 
Year (l OOOs of persons) Factories Earnings(NT$) (lJS$Million) 

1952 272 9966 9.5 
1953 271 12175 10.7 
1954 289 14392 9.9 
1955 296 16154 12.8 
1956 298 17852 20.1 
1957 323 18774 18.7 
1958 345 12289 21.9 
1959 362 16893 37.1 
1960 .377 18788 53.1 
1%1 387 20646 79.8 
1962 404 22373 110.1 
1963 424 24837 136.3 
1964 439 27540 183.9 
1965 449 24603 206.9 
1966 477 27437 295.2 
1967 439 29861 394.8 
1%8 510 33057 539.7 
1969 577 35146 776.4 
1970 596 15031 1164.7 
1971 758 20247 1666.9 
1972 917 24906 2489.1 
1973 1139 32318 2525 3794.1 
1974 1160 37345 .3389 4766.2 
1975 1248 40982 4029 ·4440.6 

1976 1450 43809 4734 7154.1 
J977 1529 47704 5461 8188.6 
1978 1916 52849 6341 11309.5 
1979 2083 59499 6554 14580.8 

1980 2152 55421 80 i i.3 17989.7 
1981 2162 60277 9)64 20989.1 

1<)82 2168 59223 10467 20619.3 
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(cont.) 

Value of 
Employment in Average Monthly Manu£lctured 
ManU£lcturing Number of Indusrrial Exports 

Year (1000s of persons) Facrories Earnings(NT$) CUS$Million) 

1983 2282 63220 II L36 23422.1 

1 98'} 2497 61008 12173 28624.8 

1985 2501 68145 12697 28847.1 

1986 2635 76886 13983 37284.1 

1987 2821 86546 15356 5 O"f:)o.1 

1988 2802 89965 17012 57347.1 

1989 2796 93295 19461 63246.9 

1990 2653 92978 22048 64204.2 

1991 2598 95327 24469 72608.2 

1992 2585 94673 26986 77986.8 

1993 2483 96579 28869 81606.8 

1994 2485 95581 30797 89240.5 

1995 2449 97016 32545 107375.3 

1996 2/±22 96756 339()O 111858 . .3 

1997 2570 ')9844 35456 119529.2 

1998 2611 98836 36436 108626.5 

1999 2603 100682 37686 119637.7 

2000 2655 98860 68792 14621 '5.1 

200] 2587 97172 38277 120906.1 

2002 2563 98195 38208 128548.1 

2003 2590 98865 39583 1420319 

2004 267] 90751 40611 171552.2 
2005 2762 89883 41751 186924.3 

Source: Taiwan Statistical Data Book. Taipei: Council t~H Economic Planning and Development, 

various years. 

Alarm over what appeared to be de-industrialization generated a debate as to its 
causes. No fewer than thirty-three "causes" of de-industrialization in 'Taiwan have 
been identified. Listed by freguency of mention, these include: 
• 'l1w high cost of bhor and lor the shorrage of skilled bbor (Chell, J 994; Chell, 

2000; Choll,2002; Clark, 1994; Courtenay, 1999; Domes, 1992; Dreyer, 1990, 
Free Chinajottmal, J8 Oct., 1996; Lin, 2001; Smith, 1998; 7aipeijournal, 25 
Aug., 2000; Tung, 1997); 

• Environmental concerns and protests (Chen, 1994; Cheng, 1998b; Cheng and 
Liao, 1998; Courtenay, 1999; Fitr Eastern Economic Review, 2 April, 1998; Shen, 
1993; Taipei journal, 25 Aug. 2000; Wu, 1995; Yu, 1995); 

• Competition from manufacturers in the People's Republic of China (Riers, 
2001; Economist, 2003b; Her, 1997b; Landler, 2001; Smith, 1998; Wu and 



7he De-indwtri,dization oj'7:liwdll: A Spatia! Perspectir1c 73 

Cheng, 2(02); 
o Republic of China "Go South" Overseas Investment Policy (Chang, 1993; 

Chang, 1999; Li, 2002a, b; Sheng, 1998); 
" High price of land and/or difficulty in acquiring land ( Chen, 1994; Cheng and 

Liao, 1998; Taipei Journal, 25 Aug., 2000; Wu, 1995; Yu, 1995); 
" World Cyclical Demand (Courrenay, 1999; ECOIlOmist, 15 Sept., 2001; Her, 

1997a; Lin, 2001; Wu and Cheng, 2(02); 
.. Appreciation of the NT' Dollar (Free China Journal, 24 Jan., 1994; Liang, 1993; 

Smith, 1998); 
" Companies' desire to increase market share elsewhere (Cheng, 1998a; Free China 

Journal, 1996); 

" Shifts in the domestic economy of Taiwan (Clark, 1994; Lin, 2001, Rowthorn 
and Ramaswamy, 1997); 

" Weak Investor Sentiment (Hwang, 2002; Tung, 1997); 
• Crime (Domes, 1992); 
• Decrease in willingness to work (Chang, 1988; Her, 1996); 
.. Desire to locate closer to upstream suppliers (hee China Journal, 18 Oct., 

1996); 
• Failure of domestic manufacturers to up-grade tech nology (Her, 1997a); 
• Fragile industrial infrastructure CTung, 1997); 
" General restructuring of the 'Taiwan economy (Chiu, 20(1); 
" Improvements in quality of Mainland Chinese products (Free China Journal, 

1996); 
• Increase in self-employment (Chang, 1988; Cheng, 1998d); 
" Increases in labor disputes (Her, 1997a); 
• Lack of direct transportation links with the People's Republic of China (Cheng, 

1997); 
" Lack of local raw materials (Taipei]ournaL, 25 Aug., 2(00); 
.. Local opposition (Baum, 1998); 
1& Loss of governnlcnr subsidies (Chou) 2002); 
• Obstacles to export expansion (Wu, 1995); 
• Over-reliance on small and medium sized enterprises (Clark, 1994); 
• Poor water quality (Shen, 1993); 
• Power shortages (Wu, 1995); 
• Privatization of state-owned firms (Shen, 1999a, b); 
e Red tape involved in permit application process (BaLun, 19(8); 
• Social unrest (Domes, 1992); 
• Part of world-wide process (Economist, 2003b); 
• Work in manufacturing no longer attractive (Chou, 20(2); 
• World bans on export of certain chemical products (Shen, ] 993). 

As a set of explanations not only is this list quite long, bur many of the items on it 
have been cited repeatedly as either bottlenecks to further development of manufac-
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turing, or as explanations for the strength of the service sector. For example, water 
quality issues, including shortages, have been cited as a limiting factor in industrial 
expansion since the 1960s (Lin, 1965; Selya, 1974). Similarly, land related problems 
have long plagued Taiwan, and government programs to build industrial zones were 
designed to ease this bottleneck (Fuchs and Street, 1982; Tsai, 1984). Changes in 
attitudes towards work have been identified as a basis for the preference of employ­
ment in the service sector (Cheng, 1998e; Free Chintz Journal, 1991; Gold, 1991; 
Selya, 1994). Other items appear to be related to short term economic and financial 
crises in either Asia, such as the East Asian Financial Crisis of 1997, or more general 
world economic cycles 

In this research both the perception that de-industrialization took place to the 
detriment of the Taiwan economy and the explanations for de-industrialization are 
subject to analysis using spatial methods. Data for this study were taken from the 
successive Industrial and Commercial Census of Taiwan. lnere are two advantages 
to using this source. First, a similar methodology of data collection was used for all 
censuses so that the data are highly comparable. Second, the census reports contain 
rabIes measuring manufacturing in various ways at the enumeration level of city and 
township (hsiang and chen). 1he only exception to the second advantage is the 2001 
Cemus. No detailed tables showing data at the hsiang and chen level were published. 
Hence the spatial analysis of de-industrialization uses the end point of the 1996 
Census. For readers unEuniliar with Taiwan, Figure 1 provides a basic place name 
orientation. For additional information readers should consult Chang (1972). 

DE-INDUSTRIALIZATION: DEFINITIONS, MEASURES, ISSUES 

In focusing on the decline in employment in manufacturing, those concerned 
with de-industrialization in,Taiwan have used the most simplistic and contentious 
measure of economic change possible (Cairncross, 1979; Dicken, 1986). While 
calculating the absolute and relative decline in employment in manufacturing is 
relatively direct and easy, it also can lead to confusion. 1he main cause of confusion 
involves the difficulty in differentiating a shrinking workforce in manufacturing 
due to periodic recessions as part of normal cyclical changes in an economy, and 
de-industrializarion. In addition, it is not clear whether or not changes in employ­
ment reflect changes in industrial output, the importance of manufacturing in the 
GDP ofa country, or the role of mallUfacturing in the size ofa country's export base. 
Finally, shifts in manufacturing employment do not provide a basis for deciding 
whether the manufacturing sector of an area is unable to compete internationally in 
the production and export of manufactured goods, thus depriving a country of the 
means to import manufactured goods (Dicken, 1986, 1992). A more complete set 
of measures is needed then to establish whether an area is under going de-industri­
alization. At a minimum, changes in employment patterns must be cross-checked 
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to see whether or not there have been productivity increases in output per worker 
(Doyle, 2002; 111irwall, 1982). It is also necessary to see whether or not changes in 
real wages have led to deterioration in competitiveness (Lin, 1993). 

Figure 1: Taiwan orientation map. 
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Another seeming error in the discussion of the de-industrialization of Taiwan has 
been to assume that de-industrialization is a negative process. In contrast, there is a 
large literature that argues that a decline in manufacturing can be seen as an indi­

cation of economic success, featuring shifts in consumer preferences towards serv­
ices (Cairncross, 1979; Brown and Sherift: 1979), increases in living standards and 
technological progress (Rowthorn and Ramaswamy, 1(97), and economic efficiency 

within the context of globalization (The Econornist, 2003a). 
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EVIDENCE OF DE-INDSUTRIALIZATION 

Based on the above considerations, it is possible to begin analyzing the changes 
in manufacturing in Taiwan. For all variables, the peak year was compared with the 
initial and/or last year of our data set, a method used elsewhere with good results 
(1hirwalI, 1982). 

Maps of employment in manufacturing provide some unexpected insights in 
the nature of the de-industrialization process. First the timing of job losses is not 
uniform across the island (Figure 2). While it is true that rour out of the five major 
cities experienced declines from their maximum employment in manufacturing by 
1986, the only other places with early job losses are relatively remote. Significantly 
some of the suburbs of the major cities experienced very late declines, while other 
suburbs, some 18.24 percent of all townships, experienced their maximum manu­
facturing employment in the last year of census data, 1996, i.e., in essence they 
had not experienced de-industrialization. Second, some 21.2 percent of townships 
actually experienced job increases (Figure 3). 111ese townships are widespread, but 

include a broad tier of administrative units to the south and west of Taipei City, 
clusters of units around Tainan and Kaohsiung Cities, and one area to the southeast 
ofTaichung City. lhe areas that experienced the highest decline in manufacturing 
employment are very clustered: there is a broad band running through Taipei and 
Ilan hsien; a similar band extends through eastern Taoyuan, Hsinchu, and Miaoli 
hsien. Similar clusters appear in Nantou, Chiayi, Tainan, and Tainan hsien. TIle ar­
eas experiencing the severest losses appear to be a band running north south along 
the southeastern coast of laiwan, including parts of Ilan, Hualian, Taitung, and 
Pingrung hj'ien. Of the major cities only Taipei ciry experienced a loss below the 
average, while the remaining cities were well above the average loss. 

Finally, losses are not necessarily permanent (Figure 4). A small minority of the 
administrative areas of Taiwan, thirty-two townships and Taipei City, actually expe­
rienced some recovery of lost manufacturing jobs. In no case did the number of new 
positions completely compensate for previous losses. Nevertheless, it is telling that 
remote areas with early losses and Taipei City with all its constraints to manufactur­
ing, were by 1996 able to recoup some of their previolls losses. The implication is 
that future employment gain in manufacturing could be possible virtually anywhere. 
In fact, a significant recovery of manufacturing jobs has been reported (Bradsher, 
20(4). 'Ihis recovery can be traced to two sources, First, a general recovery of the 

economy starting in 2001. Second, 'Taiwan entrepreneurs did not totally abandon 
Taiwan as a manufacruring center. TIley did move ofF shore those products that 
depended on cheap labor, while retaining in Taiwan the production higher value 
products. Similarly they kept upstream functions such as developing new products 
in Taiwan, while sending downstream manufacturing jobs abroad. In so doing they 
followed what has been termed a "keeping the roots planted in Taiwan while letting 
the branches and leaves expand abroad" strategy (Chen, 2(05). 
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Figure 2: Peak period of manuLlCturing employment. 
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Figure 3: Percent decline in employment from peak period . 
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Figure 4. Recovery of employment in manufacturing. 
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ALTERNATIVE MEASURES OF MANUFACTURING 

It is a well recognized principle in economic geography that alternative measures 
of manufacturing display different spatial patterns (Morrison, et aI., 1967; Selya, 
1982), especially when, as is the case for Taiwan, the measures are not highly cor­
related (Tlble 2). Two examples are offered to demonstrate that all argument can 
be made [hat rather thall suffering from chronic de-industrialization, the manu­
facturing sector of Taiwan is strong and growing, albeit with problems that need 
addressing. 
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Table 2: Product moment correlation matrix: Alternative measures of manufactur-

1986 

Employment 

Value Added 

Salaries 

1996 

Employment 

Value Added 

Salaries 

Changes in Measures 

Employment 

Value Added 

Average Salaries 

Employment 

1. 00 

0.541 

0.228 

1.00 

0.908 

0.088 

1.00 

-0.356 

0.040 

in Taiwan. 

Value Added Average Salaries 

0.541 0.228 

1.00 0.077 

0.77 l.OO 

0.908 0.088 

1.00 0.170 

0.170 1.00 

-0.356 0.040 

1.00 0.522 

0.522 1.00 

Source: Calculated by author from data in Industrial and Commercial Census of Taiwan, various 
years. Taipei: Directorate-General of Budgeting, Accounting, and Statistics, Executive Yuan. 

Between 1986 and 1996 the average salary increase for all employees in manufac­
turing was 49.61 percent. The statistical distribution of increases however is most 
telling: 2.05 percent of all places had an increase lip to the average, while 10.92 per­
cent had increases above the average and as high as double (100 percent) the 1986 
figure, and 87.03 percent had increases from 100 to 728 percent. All told then, if 
the townships that developed new industry after 1986 are included, 96.5 percent of 
all townships experienced increases. What is striking about the spatial distribution 
of salary increases is how widespread the highest increases are (Figure 5). Rather 
than describe where these major increases occurred we are better off noting that the 
central mountain core in irs northern and southern extremes attracted new industry, 
while the middle section had either no industry to start with or townships with in­
creases in the second highest category. The only real cluster of townships with very 
low salary increases are found scattered in west -central Tainan hsien or randomly 
distributed in Chiayi and Taipei bsien. 

In contrast, the data for changes in the value added in mamif{1cturing are more 
varied (Figure 6): only 78.8 percent of townships experienced increases in value 
added, with roughly half of these have increases up to 107 percent, while the other 
half had increases ranging up to 25,540 percent. Clusters of high gain townships are 
widespread: in and around Taipei City, on the east coast south of Hualien hsien, in 
a rough east-west band across central Taiwan, in a north-south cluster aligned along 
the Kao-ping river in the south, at the tip of the island, along the Taoyuan-Miaoli-
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Figure 5: Changes in salaries in manufacturing. 
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Ilan hsien border, and in Taoyuan hsim along the coast. 1110se places with negative 
changes or very low positive changes present a checkerboard pattern along the east 
coast, and in the areas with very high changes. Although the group with negative 
change constitute but some 15.51 percent of all townships, many of the places with 
such losses had also experienced very high gains in salaries. These contrasting pat­
(ems are consistent with the mixed corrdation coefficients shown in Table 2. But 
they also suggest that manut1cturing is not as vibrant as the spatial distribution of 
salary gains might suggest. 

Given the contrasting observations that have been made regarding the spatial 
distribution of three measures of manufacturing, what can be concluded about the 
current health and prospects for manufacturing in Taiwan? Since we are lacking 
data on regional specialization in manufacturing, this question must be answered in 
a more aspatial, macro context. As might be expected there are reasons to be either 
optimistic or pessimistic. 

REASONS FOR ANTICIPATING A BRIGHT FUTURE FOR TAIWAN 

MANUFACTURING 

An optimistic future for manufacturing in Taiwan can be derived from clusters of 
data dealing with six economic measures: foreign trade, direct foreign investment, 
competitiveness, employment trends, standards of living and industrial restructur­
ing. 

In terms of foreign trade, Taiwan has had strong growth in the value of manu­
factured exports and a positive balance of trade since the government adopted an 
export orientation in the 1960s (Table 1). Some slowdowns or reversals in growth 
and balance of trade did occur during world or local recessions, but as conditions 
improved exports rebounded. Another perspective on the strength of Taiwan's ex­
ports is derived from Taiwan's ranking as a world trading power (Pocket Vvorld in 

Figures, various years; Direction of Trude Yearbook, various years): she has ranked as 
high as 12th and as low as 15'h in the period 1986 to 2001. Similarly, the percent 
of world exports generated by Taiwan has been on average some 1.73 of the total, 
varying on a year-to-year basis with a narrow range of 0.56 percentage points. It is 
important to note that growth occurred, and rank maintained, even as competition 
from other Asian Tigers and the People's Republic of China intensified 

Although Taiwanese entrepreneurs have gone overseas, foreign entrepreneurs con­
tinue to find Taiwan an attractive place to invest (Dreyer, 1990), despite the percep­
tion that it is a high wage country (Diesenhouse, 2003). Taiwan then has been able 
to continually attract significant directforeign investment in man ufoctu ring. For the 
period 1952 to 2005 some $ 64.7 billion was invested in manufacturing (Table 3). 
Ihis investment occurred across the entire spectrum of goods, including such low 

order products as food and beverage, processing, textiles, and garments. However, 
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Figure G: Change in value-added in manufacturing. 
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investment in electronic and electric appliances has been a major area of investment. 
Since 1993 major direct foreign investments have been made in plastics, precision 
instruments, and transportation. Taiwan remains an attractive place for investors 
due to the high quality of goods produced (Cheng, 1998c), its strategic location 
(Cheng, 1997; 1998c); its experienced workforce (Shen, 1996a); its sound economic 
structure (Cheng, 1997; Wu and Cheng, 2002); its excellent, low-risk, credit rating 
(Shen, 1996b); government incentives and plans to turn laiwan into an Asia Pacific 
manufacturing center (Shen, 1996a; Wu and Cheng, 2002); and the possibility to 

establish strategic alliances with other Taiwan-based firms (Li, 2003a). 
In terms of de-industrialization, the data clearly show that fully some 92 percent 

of the total direct foreign investment in manufacturing occurred after 1986 (Table 
3). On an annual basis, all years after 1986 show that the percent of total direct 
rClreign investment devoted to manuClCturing is well above the 1962-2002 average 
of 50.8 percent. Furthermore, on a sector-by-sector basis only one out of fourteen 
categories of manufacturing, non-metallic materials, had less than 73 percent of the 
investment occurring after de-industrialization was said to have set in. A tavorable 
investment climate is also evident in the high ran kings afforded Taiwan by such 
organizations as Business Environment Risk Intelligence, Economist Intelligence 
Unit, Heritage Foundation, Money Matters Institute, and World Economic Forum 
(Li, 2003b,c). 'faiwan's attractiveness has even transcended political and military 
threats from the People's Republic of China (Baum, 1995). 

As for competitiveness, Taiwan has dearly been able to maintain its rankings 
(Courtenay, 2003; Li, 2003b,c,d; Shen, 1997). Regardless of which institution or 
foundation ranks Taiwan, and regardless of the ranking measure used, Taiwan has 
either maintained or improved its competitiveness rankings over the years. One 
factor in Taiwan's ability to remain competitive is the fact that increases in labor 
productivity in manufacturing have been strong from the mid 19805 through 2002, 
averaging some 5.9 percent per year. 

Regarding employment trends, it is true that the historically low rates of unem­
ployment enjoyed by the Taiwan population have increased from an average of 1.5 
percent during the 1970s, 1980s, and 19l)Os, to 5.2 percent in 2002. 111is increase 
has led to a call for additional government action and programs (Chill, 2000a,b), in 
addition to the provision oflabor insurance begun in 1985 (Kuo, 1985). Concern 
over unemployment rates however must be balanced by three significant facts. First, 
Taiwan workers have been enjoying a decrease in the average work week (Harmsen, 
1995; Far Eastern Economic Review, 1997). Second, the Cou1lcil of Labor Affairs 
has continuously allowed the import for foreign workers for placement in the 11u-ee 
D-dirty, dangerous, and disgusting-industries, albeit in the context of changing 
labor needs, unemployment rates, and the state of diplomatic affairs (Gao, 2001; 
Lee, 20(2). ll1ird, compared with unemployment rates in first world countries, 

Taiwan's rates are nor high. 
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By all measures, despite a decline in the number of employees in manufacturing, 
standards ofliving have improved since 1986. Per capita income has continued to in­
crease, although the US dollar value of that income has fallen somewhat as the value 
of the dollar itself has weakened during 2001-2. Nevertheless purchasing power 
parity has kept well ahead of fluctuations in currency rates. Ownership of common 
household appliances is near or at saturation levels. 

Finally, Taiwan's manufacturing has gained due to industrial restructuring. '[wo 
examples, textiles and high technology, demonstrate how industrial restructuring 
has strengthened Taiwan's manufacturing. 

Textiles is often seen as an archetypical sunset industry. And the data for Taiwan 
at first glance support such a view. Employment has declined by some 180,820 posi­
tions, or 53.3 percent, since its peak of some 339,498 in 1976 (as a percent of the 
workforce in manufacturing textile employment peaked in 1971, with 25.9 percent; 
by 1996 some 6.41 percent of manufacturing employment was in textiles). By 2002 
some 23.7 percent of the textile manufacturing establishments have closed their 
doors since the 1986 peak of 8437 factories. Some 147 Taiwanese entrepreneurs 
have responded to what they saw as deteriorating economic conditions by investing 
some U5$917 million in textiles [,ctories off,hore in the period 1952 [() 2005 (All 

data taken from Taiwan Sttuistical Dma Book, various years.). 
Yet the value of textile exports continued to climb up until 1997, when some 

$14.2 million worth of textiles, representing some 11.6 percent of all exports, were 
shipped overseas. Although the value and percent of textile exports have declined, in 
2005 some US$10.8 million were exported, presenting 5.74 percent of all exports. 
Similarly, labor productivity has increased every year in this industry, albeit some­
times at rates lower than overall manufacturing. And foreign investors found Taiwan 
textiles a good investment: 88.1 percent of all textile investment have occurred after 
1976. 'TIle U5$585 million invested ranks textiles as the seventh most popular sec­
tor for attracting direct foreign investment. This investment in essence represents 
a return of some 84 percent of the investment made by Taiwan entrepreneurs in 
textiles overseas! 

Despite the loss of jobs in textiles, Taiwan has been able to maintain a viable 
tenile industry. This has been done hy a number of strategies (Her, 2002; Mehta, 
2(06). First, the textile industry has paid more attention to niche needs in both 
upstream and downstream production of speciality, high-value, man-made fibers 
known as "functional fabrics" and processed silk, rather than relying on staple fab­
rics (Lu, 2(02). As such it has made major changes in the product lines it produces. 
In so doing it has worked to acquire a reputation for high quality products. Second, 
it has upgraded the technology it uses to include high technology machinery. Part of 
this upgraded has been made possible by the new cadre of college graduates that are 
being produced by modernized programs in fashion design and textile engineering. 
In turn, manufacturers of textile machinery have begun providing a range of auto­
mated machines, implemented strict quality control systems, established a strong 
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distribution network, and offered both sales and service of equipment (U, 2001 ;Lu, 
20(2). Further improvements have been made in packing, inventory control, price, 
and timely delivery (Lu, 2(02). 

The evolution of the electronics industry stands in stark contrast to that of textiles. 
Early in the 1960s United States and European electronics firms began manufactur­
ing in Taiwan. Manufacture of radios and telephone sers began in earnest in 1962; 
of televisions sets in 1965 and of integrated circuits in 1968 (Uu et aI., 1990). BlIt 
the main force driving the growth of both electronics and high technology came in 
the form of a government policy that aimed at identifYing key growth industries 
for incubating new, as well as up-grading existing, industries (Chi and Tsai, 1990; 
Chiu, 2000c; Hwang, 2002). In particular this policy sought to deepen Taiwan's 
indigenous science and technology based industries (Courtenay, 1993; Sun, 1999; 
\'Vang, 2003). TIle center piece of the government's plans for this sector was the es­
tablishment of the Hsinchu Science-based Industrial Park in 1980. Hsinchu was se­
lected as the site of the park for situation reasons: two universities-National Tsing 
Hua and National Chiao Tung-were located in the town, as was the Industrial 
Technology Research Institute; in addition the (Own had good transportation links 
to Taipei city and the Chiang Kai-shek International airport. As a result, the Park 
has in essence evolved into a Science City (Zi, 1991). By the end of 2000 some 3] 4 
high-tech firms has located in the Park. 

111e success of this approach to developing critical economic sectors can be meas­
ured in several ways. 11le value of electronic, information, and communications 
products has increased some 1050 percent from US$ 3.4 billion in 1986 to $39.2 
billion in 2001. 'The value of such goods from the Park alone reached US$29,8 bil­
lion in 2000 (Wang, 2003). For the period 1986 to 1996 employment in these high­
tech sectors is up aboUt 13.6 percent, and the value of salaries paid has increased 
some 2] 8 percent. The prospects for continued growth in high-tech/ knowledge­
based industries is bright, since the success of the original Hsinchu Park has led both 
the government and private entrepreneurs to develop three additional parks. The 
Tainan Science-Based Industrial Park began operations in 1996. By 2006 there were 
203 factories producing some US$ 11,8 billion in exports; A twin park, Central 
'faiwan Science Park, opened in 2004 with a precision machinery and aerospace fo­
cus in 'Taichung bJien and a precision machinery, aerospace, biotechnology, commu­
nications, and opto-electronics focus in Yunlin hsien. 'fhe Formosa Plastics Group 
privately developed the Hwa Ya Iechnology Park in Taoyuan (Cheng, 1998c). TI1is 
park was opened in 1999. Additional parks are being planned for including the 
Tingpu Science and Technology near Tucheng, Taipei hsien, with additional sites in 
Shulin, Ankeng, and Sanying under consideration (Li, 2003e). A software park is 
being developed in the eastern, Nankang, district of Taipei City. As has been the case 
with all types of planned industrial zones (Selya, ] 974), not all high-tech zones that 
were planned have actually been built (Cheng, 1998b), As the electronics industry 
matures, entrepreneurs are themselves creating unique products and establishing 
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brand loyalty (Dean, 20(3). In addition, biotechnology parks have been opened 
in Changhwa, Kaohsiung, Pingtung, Tainan, Taitung, and Yi!an hsien ( Smaglik, 
200?). 

The success of the electronics and high technology industry in turn was a major 
faccor in the growth of a more knowledge based economy, especially in terms of 
knowledge-based manufacturing industries (Shen and Liu, 2002; Shen and Liu, 
2(03). The long-term goal is to expand knowledge based economic activities to 

include services as well so that 'Taiwan can be considered a "Green Silicon Island." 

REASONS FOR PESSIMISM OVER THE FUTURE OF TAIWAN 

MANUFACTURING 

In contrast to the basically empirical foundations for optimism over the future of 
manufacturing in Taiwan, when it comes to pessimism the basis is fundamentally 
psychological. "There are three issues, two political and one economic, in particular 
that generate concern. First is the perennial issue of Mainland China relations. l11e 
People's Republic of China sees the island province as a renegade province and is 
committed to its reunification with the motherland. Considerable upgrading of the 
military capabilities of the PRC has occurred in recem year. Such improvements 
could permit the PRC to either impose an embargo on the island or attempt an out­
right invasion. In addition, deployment of missiles alone the China coast represents 
a real and growing threat to the island. lensions are easily increased as was the case 
in November and December 2003, when in the run-up to the 2004 presidential 
elections in Taiwan, politicians there debated name changes and a referendum over 
the future of the island (Lawrence and Dean, 2(03). 

1he second political concern relates to the commitment of the United States to 
defend Taiwan against an invasion from the PRe. The fear is that with the United 
States preoccupied with a war on terrorism, it will be unwilling or unable to come 
ro Taiwan's defense. 

The main economic concern relates to the degree to which the economies of Taiwan 
and PRC will become more intertwined as investment by Taiv,ran entrepreneurs in 
mainland [lCilities proceeds. ll1ere may be a dipping point in investment where any 
additional investment will blur the lines between the two economies and as a result 
the economy of Taiwan could lose its identity and independence. Conversely, it may 
be the case that Taiwan will become increasingly dependent on the PRC as a market 
and thus loose any ability to independently make economic or political decisions. It 
is true that these economic concerns can be empirically described. For example, ac­
cording to the Investment Commission, Ministry of Economic Affairs, Republic of 
China, between 1994 and 2001 indirect investment totaling some US$l 6.2 billion 
had been approved for the PRC. In contrast, data from the PRe indicate that some 
$21.6 billion had been invested by Taiwan entrepreneurs. The disparity between the 
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two numbers is mostly attributable to the fact that some Taiwan direct foreign in­
vestment is channeled through Hong Kong. Similarly, there is concern that without 
trade between Taiwan and the PRC and between Taiwan and Hong Kong, Taiwan's 
balance of trade in many years would be negative. However, it is the interpretation 
of the data that leads government officials and entrepreneurs on Taiwan to be pes­
simistic about the future of manufacturing in Taiwan. 

One additional economic concern focuses on the impact of overseas investment 
by Taiwan entrepreneurs on the structural problems of manufacturing. Despite high 
hopes overseas relocation for the most part has neither solved nor improved long­
standing impediments to industrial upgrading in Taiwan such as the dependency 
on small and medium sized businesses (Hsueh, 1990; Hu and Schive, 1996; Pun, 
1994; Tseng, 1988), research and development capacity, upgrading management or 
marketing techniques, product design, or antiquated banking and financial strate­
gies (Tung, 1997). 

CONCLUSIONS 

It appears that concern about the possible de-industrialization of Taiwan is as 
much methodological as factual. By using a definition and measure of changes in 
manufacturing that focus on employment, government officials and economists 
have concluded that Taiwan is in tact undergoing de-industrialization. However by 
international standards, 'T'aiwan's decline in the number of manufacturing employ­
ees is at the low end of any scale, For example, from their respective peak years, the 
United States (1979) through 2002 has lost some 30,5 percent of manufacturing 
jobs, while Japan (1996) has lost some 20,1 percent. By these standards Taiwan's 
loss of some 8,29 percent of its manufacturing workforce while worrisome, is not 
unmanageable, There are already indications that the employment situation in 
Taiwan manufacturing is improving after a decade of economic competition from 
the People's Republic of China (Bradsher, 20(4). In addition it is most telling that 
the standard of living in Taiwan has not declined during the period of alleged de­
industrialization. Furthermore, alternative definitions and measures clearly demon­
strate that the manufacturing sector of Taiwan is competitive, healthy, and robust In 
addition, both government policies and private initiatives have proven to be success­
ful in generating a high degree of specialization in manufacturing that will insure a 
prosperous flaure for manufacturing, While textiles and high-technology products 
are two outstanding examples of the power of specialization, other industries, such 
as automobile parts (Li, 2004) and paper mills (Lu, 2004), also have begun to show 
rejuvenation and attractiveness to foreign investors (Li, 2004). Careful attention to 

producing well-deSigned, high quality goods has also helped Taiwan maintain its 
export performance (Mehta, 2004), The strategies used by both government and 
entrepreneurs in Taiwan are not unlike those used successfully by the Japanese to 
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overcome the apparent loss of comparative advantages resulting from higher labor 
costs (Economist, 20(4). A full test of the success of the government and entrepre­
neurs in maintaining Taiwan as strong manufacturing center must wait for the avail­
ability of data detailing specialization in manufacturing at the cities and townships 
level for Taiwan. 
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