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Economic Miracle
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« Taiwan'’s rapid economic growth: 1960-2000 (Wu, 2023).
« The per capita GDP ratio of Taiwan to Japan was 0.34 in 1960. Taiwan
surpassed Japan in 2010. By 2020, the ratio had reached 1.32.



Making a Miracle

Lucas, Jr. (1993) “Making a Miracle™:

“I do not think it is an exaggeration to call this transformation of
Korean society a miracle, or to apply the term to ... Taiwan,
Hong Kong, and Singapore.”

Lucas, Jr. (1988):

“Is there a policy the Indian government could adopt to grow
like Indonesia ...? If so, what? If not, what is it about the ‘nature
of India’ that makes it so?”



An Attempt to Answer Lucas’s Question

« My talk today is an attempt to answer that question through

Taiwan’s experience.
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- Taiwan'’s high growth began with export expansion in 1960.
« During the 1950s, Taiwan's export ratio was below the world average.

+ So what changed in 19607



Historical Background

« From 1895 to 1945, Taiwan was a colony of Japan.

« After WWII, Taiwan was taken over by the KMT, which
retreated to Taiwan in 1949 following defeat in the Chinese
Civil War.

+ In early 1950, the PRC planned to invade Taiwan, and the
U.S. initially had no intention to intervene.

« OnJune 25, 1950, the Korean War broke out. The U.S.
reversed its policy and began providing military and
economic aid to Taiwan.



Taiwan’s Economy Was in Dire Condition

+ High unemployment (population rose 13% due to
immigration from China).

+ Hyperinflation.

- Severe shortage of foreign exchange




Hyperinflation: 1945-1950
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From June 1946 to June 1949, WPI grew at
an annual rate of 1,061%.

Inflation was caused by fiscal collapse dur-
ing the Chinese Civil War.

Source: Wu (2023), Figure 16.1.




Severe Shortage of Foreign Exchange (US$ million)
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- In 1959, Taiwan's foreign reserves stood at just US$10 million.
« By contrast, in May 2025, they had surged to US$592.9 billion.



KMT's Policy Toward Reserves Shortage

+ Controlled imports to conserve foreign exchange.

+ Maintained a system of multiple exchange rates:

« For example, NTs$15 for imports (to discourage them),
and NTs24 for exports.

« Fearing that devaluation would trigger inflation, the NTD
remained seriously overvalued, weakening export
competitiveness.

« This explains why Taiwan’s export-to-GDP ratio remained
below the global average.



A Heavily Regulated, Controlled Economy

« Allin all, during the 1950s, Taiwan’s economy was tightly
controlled by the state.

« The government favored public enterprises, and private
businesses had a tough time getting off the ground.




U.S. Aid to Taiwan




U.S. Aid (million USD)

Marshall Plan Mutual Security Foreign Assistance  Total
1949-1952 Act1953-1961 Act1962-1966

Economic Aid 467.8 959.1 299.1 1,726.0
Grants 467.8 776.6 129.8 1,374.2
Loans - 182.5 169.3 351.8

Military Aid 47.9 1,814.9 459.0 2,321.8

+ U.S. aid to Taiwan: from 1950 to 1965.
« Annual US. grant aid equaled 12.5% of Taiwan’s 1960 GDP.
+ Source: AID (U.S. Agency for International Development, 1971, p. 67).



Foreign Reserves Shortage Remained Unresolved

Given the scale of U.S. aid, one might expect Taiwan'’s
economic problems to have been resolved.

Indeed, by 1953, prices had stabilized.

However, the foreign reserves shortage persisted.

It would take another seven years to fully resolve the issue.




U.S. Economic Advisory Group

+ In August 1954, the U.S. government sent an Economic
Advisory Group (EAG) to Taipei.
+ The EAG recommended:
« Lifting economic controls,
« Prioritizing private over public enterprises,
« Adjusting the exchange rate to a realistic level.

« However, KMT officials ignored these recommendations.



The 8-Point Program of Action

3. The 8-Point Program of Action
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The 8-Point Program of Action

+ AID didn't give up—instead, it kept pressing the KMT to
reform.

« On December 20, 1959, Wesley C. Haraldson, Director of the
AID Mission in Taiwan, submitted a reform proposal—Iater
known as the “8-Point Program of Action.”




The 8-Point Program of Action

(1) Control military budgets (6) Establish a public utilities
(2) Non-inflationary fiscal and commission

monetary policy (7) Develop a capital market
(3) Tax reform (8) Privatize state-owned
(4) Single, realistic exchange rate enterprises
(5)

Liberalize trade controls

« The goal was “to develop a favorable, promising business
climate”—that is, to promote private enterprise.



19-Point Program of Economic and Financial Reform
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3. The 8-Point Program of Action

In 1960, the Executive Yuan
launched the 19-Point
Reform, based on Haraldson'’s
8-Point Program.

By 1961, the NT rate was
adjusted to 4o.

These reforms triggered
textile exports in 1960;
electronics followed in 1964.

21/26



Taiwan’s Comparative Advantage

4. Taiwan’s Comparative Advantage



Taiwan's Comparative Advantage

After the reforms, Arthur D. Little (1973), a U.S. consulting firm,
summarized Taiwan’s comparative advantage:

+ Availability of low-cost, trainable, and productive labor
across many skill levels.

« Absence of labor strife (no major labor movements).
« Well-developed industrial infrastructure.

« Positive and consistent government attitude toward the
private industrial sector and foreign investment.



No Taiwan Economic Miracle

« However, without the early 1960s reforms, there would have
been no “positive and consistent government attitude
toward the private industrial sector and foreign investment.”

+ And likely, no Taiwan economic miracle.




Making a Miracle

+ What makes an economic miracle?
« Taiwan’s case shows: the key is institutional reform.

- Specifically, transforming a heavily regulated, controlled

economy into a market economy.
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