


420 Gary S. Fields

essential to facilitating the kinds of adjustments Taiwan’s economy will be
called upon to make in the years ahead. If regulatlons regarding layoffs,
dismissals, severance pay, and other workplace issues impede the econ-
omy’s ability to respond to overseas challenges and opportunities, Taiwan
will suffer. The last thing Taiwan wants to do is to introduce rigidities of
the type that have produced hysteresis in Europe.

Whether this will happen is an open question, in part because of widely
variable enforcement of the programs and protections under the Basic
Labor Standards Law. For some, there is little problem. For example, the
injury compensation provisions under the law appear to be complied with.
According to a study by Lin (1989), only 0.14 percent of collective labor-
management disputes were caused by injury compensation cases. For other
programs, though, non-enforcement is a serious issues. Minimum wages
(in the form of a Basic Wage Scale) have been declared. Their amounts
have become more sizeable than in the past, and now amount to nearly
half the average wage. Yet minimum wages do not receive attention in
public discourse in Taiwan, for the simple reason that they are a non-issue:
no cmployer has ever been reported to have been punished for violating
the scale (Chang 1989, p. 20).

Mention may be made as well of an obvious loophole in the guarantee-
ing of workers’ rights. Workers become eligible for benefits and protec-
tions only after a certain length of time on the job. Firms apparently are
dismissing workers just before they become eligible for benefits and then
rehiring them afresh, still without benefits. Out-sourcing is another
commonly-practiced method of evading the law.

Taiwan will have to strike a balance between adversarial or cooperative
structures, between regulatory or market approaches, and between protec-
tive or flexible arrangements. A healthy debate on these issues lies ahead.

4. Human Resource Issues for the 1990s

The continued improvement of standards of living in Taiwan in the 1990s
will depend importantly on the economy’s ability to supply adequate human
resources to meet the demands of employers. By all accounts, the labor
force will have to be increasingly skilled; labor shortages will have to be
met by inducing women to enter the labor force and by discouraging em-
ployers from exercising some of their traditional discriminatory practices
against women; and provisions will have to be made to lure more prime-
age persons into the work force to support an ever-aging population.
These issues, along with the related question of how to fund adequate
living standards for retirees, are treated in turn in the balance of this
section.
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Supply of and Demand for Skills

Taiwan has invested heavily in human capital throughout the post-World
War II period. These investments have facilitated improvements in stand-
ards of living in two major ways: by assuring functional literacy and
numeracy at the lower end of the distribution and by expanding the supply
of educated and technically-trained personnel at the upper end.

According to the Constitution of the Republic of China, all children from
6 to 12 years of age are required to receive free elementary education. In
1968, the period of free education was extended from 6 years to 9 years,
including elementary school and junior high school. Although junior high
school is not compulsory, the school enrollment rate is 93.8 percent in the
12-17 year age category. Beginning in 1993, the period of free education
will be extended from 9 years to 12.

Along with this numerical expansion is attention to educational quality.
The average number of students per teacher in elementary school fell from
42 in 1968 to 31 in 1987. At the junior high level, the reduction has been
from 33 students per teacher in 1968 to 22 in 1987.

The result of these investments in education has been a marked im-
provement in the quality of Taiwan’s labor force at the lower end. The
percentage of employed workers with no schooling decreased in the 1980s
from 10 percent to 7 percent, and the percentage illiterate from 7 percent
to 5 percent (Table 10.13).

TABLE 10.13 Percentage of Employed Workers With No Schooling?
(percentage illiterates in parentheses)

Year Value (%)
1980 9.8 (6.7)
1981 94 (6.5)
1982 89 (6.3)
1983 8.9 (6.5)
1984 8.6 (6.2
1985 8.2 (6.0)
1986 80 (5.6)
1987 7.1 (5.1)

3ncludes illiterates and self-educated.

Source: Statistical Yearbook of R.O.C. 1988, Supplementary Table 25, p. 61.
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At the upper end, the government aims to meet the seemingly insatiable
demand of private employers for well-educated labor with vocationally-
useful skills. Taiwan has rapidly increased the numbers of vocational
schools and junior colleges. Two-thirds of students are in vocational
schools. The emphasis on vocational education is also indicated by the
growth of the share of secondary vocational education in the government’s
budget. Interestingly, although the higher education system has been ex-
panded, it has been at a below-average rate. The share of higher education
in total educational expenditures has fallen, from 273 percent of the
education budget in 1971 to 21.4 percent in 1986.

These investments in education have entailed an extraordinary commit-
ment of resources. Taiwan spent 5.1 percent of its GNP on education in
1988, much higher than the average for middle-income countries. More
than 80 percent of Taiwan’s education expenditures were made by the pub-
lic sector. Moreover, international comparisons of student achievement
show that the students in Taiwan perform much better on standardized
tests than do students in the United States (Stevenson et al. 1986). This
shows that Taiwan is genuinely succeeding in educating its people, which
bodes well for improvements in standards of living in the future.

At present, Taiwan is encountering an imbalance between the skills
offered by workers and employers’ demands for them. The Report on the
Manpower Utilization Survey, Taiwan Area, R.O.C., 1988 has defined labor
as underutilized if a worker falls into one of the following categories:
(i) unemployed; (ii) employed but working under 40 hours and willing to
increase working hours; (iii) employed below a certain income level;
(iv) employed in an occupation not matching the worker’s educational
attainment. According to this survey, the underutilization rates by level of
education were: primary school, 17.1 percent; junior high school, 11.9
percent; senior high school, 18.8 percent; vocational school, 32.2 percent;
junior college, 37.1 percent; college and graduate school, 28.8 percent. The
reason for the higher reported rates of underutilization among those with
greater educational attainments is that their employment is judged to be in
occupations below those for which they are qualified. Within this group,
there is a clear distinction between graduates in scientific and technical
subjects, for whom the demand is very great, and graduates in the arts and
the humanities, for whom job opportunities are much more limited.

According to a DGBAS survey in 1987, 66 percent of manufacturing
firms reported having labor shortages. Those manufacturing industries with
the most acute shortage rates are textiles, apparel and other textile pro-
ducts, plastic products, and electrical and electronic equipment. In con-
struction, 86 percent of firms report labor shortages.

According to a Ministry of Economy survey in 1988, the main labor
shortages are in the unskilled labor market. Junior high school, senior high
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school, and vocational school graduates are reported to be in the shortest
supply.

This suggests that three groups be distinguished: highly-educated labor
with general skills, highly-educated labor with technical skills, and unskilled
labor. At present, those in the first category are in excess supply, whereas
those in the latter two categories are in excess demand.

Looking ahead, this structural mismatch will probably become a more
severe problem unless steps are taken soon to deal with it. One way of
resolving the shortage of educated labor with needed skills is through
domestic educational policy and further expansion of scientific and tech-
nical faculties in universities, colleges and junior colleges, and secondary
vocational schools. Another is by encouraging the return of overseas
Chinese with the desired qualifications. Countries such as the United
States are now the beneficiaries of large influxes of Taiwanese with valu-
able skills in such areas as engineering, computer science, and economics.
Many of these people study in the United States and remain after gradua-
tion because labor market opportunities are so favorable for them. But if
Taiwan’s economy continues to grow by expanding those activities which
make intensive use of highly-skilled and technical personnel, earnings
and other conditions of employment in Taiwan might rise to the
point where many of these overseas Chinese might return home,
Indeed, there are already signs that such a ‘"reverse brain drain"
has begun.

Mention should also be made of possible immigration from Hong Kong.
Events in Tiananmen Square in the summer of 1989 have cast doubt on the
security of Hong Kong after 1997. If Hong Kong’s best-educated and best-
skilled people cast about for a secure home, Taiwan will face a unique
opportunity to receive an exceptionally-talented group of people. Only time
will tell whether this eventuality actually comes to pass.

At the lower end of the skill ladder, changes are needed. Taiwan may
need to revise its immigration policy. It is illegal now for employers to hire
immigrants, whether from mainland China or from other countries. In fact,
though, immigrants from other Asian countries are known to be working in
Taiwan in large numbers. The Council of Labor Affairs estimates that
there exist somewhere between 10,000 to 30,000 foreigners, mostly from
Southeast Asia, working illegally in Taiwan at the present time. Newspaper
reports place the number of illegal foreign workers at about ten times that
number. Regularizing these workers’ immigration statuses and regulating
the flow would be preferable to pretending that immigration is not going
on. Taiwan’s immigration policy needs to be seriously revised in light of
labor market realities, now and in the years ahead. For some
theoretical speculations on the subject (but little data), see Chang
(1988).
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Utilization of Female Labor

One factor responsible for continued economic growth and improved
standards of living is the rising rate of utilization of women in the Taiwan
economy. From 1980 to 1988, the total labor force participation rate in-
creased from 583 percent to 60.2 percent. During this time, the male
labor force participation rate decreased from 77.1 percent to 74.8 percent,
whereas the female labor force participation rate increased from 393
percent to 454 percent. Therefore, the increase in the rate of labor force
participation in the 1980s was due entirely to an increase in the labor force
participation of women.”

Among the reasons cited in the literature for decreasing labor force par-
ticipation of males in Taiwan are the continued expansion of educational
opportunities, which increases the share of young men in school, thereby
postponing males’ age of entry into the labor force, and continued improve-
ments in life expectancy, which increases the 65+ population. Both push-
side and pull-side factors have caused the increase in females’ labor force
participation. On the push-side are the decrease in the fertility rate,
changing social attitudes toward women’s work, improvements in home-
production technology, and the increase in females’ educational attainment.
On the pull-side are the labor-intensity of economic development (for both
sexes) and the rapid growth of female-intensive industries.

This last point merits further attention. Studies by Liu (1984) and Wu
(1988) have shown that those sectors of the economy which traditionally
have employed large numbers of women have expanded most rapidly.
Those sectors include manufacturing industry, commerce, business services,
and other services.

In the future, rising female labor force participation can facilitate the
growth of the economy by alleviating labor shortages. The recent trend
toward greater female labor force participation may be coming to an end,
though. Between 1987 and 1988, the rate of female labor force participa-
tion fell from 45.8 percent to 44.5 percent, reversing the previous secular
increase. It is not clear at present whether the recent trend toward greater
equality between the sexes will continue in the decade ahead.

Population Aging and Retirement Income Policy

Taiwan’s population has been aging. Whereas the ratio of elderly (65
years and over) to prime-age people (15-64) was 4.8 percent in 1961, that
ratio has risen to 5.2 percent in 1971, 69 percent in 1981, and 8.4 percent
in 1987. Demographers expect that the rate of population aging will accel-
erate in the future.



Living Standards, Labor Markets and Human Resources 425

Population aging has important implications for Taiwan’s retirement
income system which, in the last few years, has been very much in flux.
Until 1984, the most important source of retirement income was the Labor
Insurance Law. This law requires that pensions be provided to workers in
covered employment. In 1988, six million workers were in jobs covered by
labor insurance, out of a labor force of somewhat more than eight million.
Approximately 60 percent of persons aged 65 and over received old-age
benefits under the Labor Insurance Law.

Old-age benefits consist of medical insurance and a retirement benefit,
paid on a lump-sum basis. The retirement benefit amounts to one month’s
earnings for each of the first 15 years of service, plus two months’ earnings
for each additional year of service, up to a maximum benefit of 45 months’
earnings. Employers pay 80 percent of the premium for this insurance and
workers 20 percent. For the self-employed, the insured pays 60 percent of
the premium and the government the remaining 40 percent.

The Basic Labor Standards Law of 1984 stipulated that employers pro-
vide an additional retirement pension to any worker who has served in the
same enterprise unit for fifteen years or more, who has worked twenty-five
years or more overall, and who has reached age 55. This pension is pay-
able on a lump-sum basis. The amount of the bencfit is equal to the
worker’s final-year monthly wage multipied by the number of pension
points, defined as follows. A worker who retires with exactly fifteen years
of service receives thirty pension points. He or she receives one additional
pension point for each additional year of service, up to a maximum of
forty-five points (i.e., a cash retirement benefit of forty-five months’ wage).

To finance these pensions, employers are required to contribute reserves
to a retirement fund. There is some question, though, as to whether firms
are actually complying. San (1987) collected data from ninety-nine firms,
mostly in manufacturing. His survey showed that only nineteen firms have
made the full contributions required of them. Ko (1989) reports that only
11 percent of firms made the required contributions under the Basic Labor
Standards Law in 1988.

This pension system has a number of defects. One is that pensions are
lump-sum payments rather than annuitics. An annuity is a promise to
make regular payments to a retiree for as long as he or she lives. Annu-
ities provide retirees with insurance against the economic risk of living too
long and thereby outliving their resources. Replacing lump-sum payments
by actuarially-fair annuities with the same expected present value would
have the same total cost while at the same time providing retirees with
insurance against the economic consequences of living too long. Such a
change in Taiwan’s retirement income system merits serious atten-
tion.

Other problems with the present system are touched upon in two other
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papers by San (1988, 1989). One concern is that workers receive pensions
only after fifteen years in the firm. In Taiwan, 98 percent of enterprises
are small or medium size. The expected life of these enterprises is well
under fifteen years. Therefore, the requirement that pensions be paid only
after fifteen years of service leaves a large fraction of Taiwan’s workers
without pension coverage. Another problem is that the fifteen year stipu-
lation imposes the heaviest pension obligations on firms with the most
stable work forces -- in all likelihood, precisely those firms that offer the
highest wages and best working conditions to begin with. Yet another
problem is that the required contributions take no account of the firm’s
past pension funding. Consequently, some firms will overfund their pension
funds and some underfund them. Another concern is that pension obliga-
tions are being imposed upon firms retroactively; that is, workers already
on the payroll who subsequently retire are entitled to receive pension bene-
fits based on their years of service since joining the firm, not the years of
service since the enactment of the Basic Labor Standards Law. Finally,
because pension benefits are calculated as a fraction of the last year’s
earnings, firms cannot forecast their obligations accurately and set aside
actuarially-appropriate contributions.

The type of pension plan which Taiwan has set up is called a defined
benefit pension -- that is, the benefits are determined according to a de-
fined formula. These benefits are financed by employer contributions. The
possible disparity between promised benefits and required contributions is
enormous. Indeed, by 1985, the Old Age, Survivors’, and Disability Benefit
Payments Fund was already paying out more than it took in, leading to pre-
dictions that the fund will soon be depleted (Cheng 1987, p. 532). For this
reason, it might be better for Taiwan to move to a so-called defined contri-
bution pension scheme. This is where the contribution rate is specified,
and the subsequent pension benefit is determined on an actuarial basis
from the amount contributed, after allowing for interest accumulations.
One advantage of this would be to assure that future pension benefits will
be fully funded. Also, this would internalize the costs and benefits of pen-
sions into a single decision, and perhaps help avoid the mistake the United
States has made in giving older people the false impression that because
they have contributed to the Social Security system, they have paid fully for
all of the old-age benefits they are receiving.

The aging of Taiwan’s labor force will accelerate in the future. For this
reason, serious attention should be given now to the specific benefit and
financing provisions of the pension law, since they will gain in importance
as a larger fraction of Taiwan’s population reaches retirement age and
qualifies for these benefits.
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§. Conclusions

Taiwan’s economy has continued to raise standards of living. Social in-
dicators have improved. Poverty has continued to fall. Inequality has
remained low.

These improvements have continued even through the difficult times of
the 1980s, during which many newly-industrializing economies have fared
much less well. Proximate determinants for Taiwan’s success include the
economy’s ability to sustain macroeconomic growth with only a minimal
recession and the continued participation of the poor in the growth process,
primarily through the labor market. Underlying determinants include
appropriate policies with respect to development strategies, labor market
institutions and human resource utilization.

Taiwan’s macroeconomic policies have continued to foster rapid eco-
nomic growth. Past phases of import substitution industrialization and
promotion of labor-intensive exports have given way to an increasingly
skill-, capital-, and technology-intensive development path. While there is
no good reason to expect that economic growth will halt, I would forecast
that because of competition from the next-NIEs, Taiwan will not be able to
maintain as high a level of economic growth in the future as was the case
in the past.

In the 1980s, as before, economic growth has increased the derived de-
mand for labor. The continued increase in demand for labor in growing
sectors and increased competition for workers throughout the labor market
have maintained full employment, raised real earnings, improved standards
of living, and lessened poverty. Taiwan’s labor market is better char-
acterized as integrated and well-functioning rather than segmented and
pathological. In all likelihood, the labor market will remain tight in the
1990s and improvements in labor market conditions will therefore continue.
However, there is now considerable pressure for additional protective labor
legislation and greater call for attention to workers’ rights. It is possible,
therefore, that the labor market regulations now being promulgated under
the 1984 Basic Labor Standards Law may be pushed further than is war-
ranted by competitive forces, jeopardizing both labor market progress and
industrial peace.

Intersectoral shifts of production and employment have been sustained in
the 1980s and will continue in the years ahead. As manufacturing exports
grow and agricultural production increases but at a slower rate than total
production, employment will continue to shift away from agriculture and
toward manufacturing and services. Within manufacturing, major substitu-
tions are taking place. Taiwan’s comparative advantage is shifting toward
more high-tech and less basic manufactured goods production. These
intersectoral shifts induce changes in the pattern of employment, enabling
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workers to leave the lower-paying sectors of the economy and move into
better-paying jobs, thereby improving their standards of living. Such shifts
should be facilitated to the maximum extent possible in the years ahead.

Educational policy has facilitated improvements in standards of living,
both by assuring functional literacy and numeracy at the lower end of the
distribution and by expanding the supply of educated and technically-
trained personnel at the upper end. Graduates of higher education with
training in the arts and the humanities are experiencing difficulties in
finding jobs commensurate with their training. On the other hand, gradu-
ates in technical areas find fierce competition for their services. Perhaps
the mix of subject areas should be changed accordingly. At the lower end
of the job ladder, shortages of unskilled workers at prevailing wage rates
arc widely reported. Either wages will have to rise, or the supply of un-
skilled labor will have to be expanded, or both. Policies for the 1990s with
respect to immigrants, female labor, and older persons will have to be care-
fully considered to assure that labor market opportunities are maximized
and bottlenecks to economic expansion minimized.

As the population continues to age, increasing demands will be placed
on Taiwan’s retirement income system. Social insurance programs are sure
to acquire ever-greater importance in the future as the economy gets richer
and these programs become more affordable. The pension system estab-
lished thus far has some serious design problems. If these are not rectified
in the near future, old-age economic security may be more a mirage than a
reality. In other areas of social insurance, Taiwan would do well to study
other countries’ programs, borrow their best features, and avoid others’,
and its own, mistakes.

For ncarly three decades, Taiwan has prospered through export-led
growth. Such a strategy will probably be appropriate for the future. But an
outward-oriented trade strategy is predicated on the continued openness of
world markets to Taiwan’s products (about which I am quite optimistic)
and the continued competitiveness of Taiwan’s products vis-a-vis other pro-
ducers (which will probably suffer erosion in certain sectors from the next-
NIEs). Shifting in accordance with changing comparative advantage is and
will continue to be essential.

Notes

I am deeply indebted to Gustav Ranis for helpful comments, to Henry
Wan for many insightful discussions, and to Ping-Lung Hsin for invaluable
research assistance.

1. Unfortunately, the data are not presented in disaggregated enough
fashion to permit calculation of other, more comprehensive, poverty meas-
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ures such as the Sen index or the P, class. These two measures include, in
addition to the fraction of the population which is poor, the average income
shortfall of the poor, and the extent of income inequality among the poor.
These latter two components cannot be calculated reliably from published
tabulations.

2. The decomposition formula used is:

G = G[8, + G3®, + G3®; + G4&,, 6))

where G is the Gini coefficient, G; is the "pscudo-Gini" (F-R-K terminol-
ogy) or "concentration ratio" (P-C-F terminology) of the i-th income source,
and ®; is the share of that income source in total income. The "pseudo-
Gini" or "concentration ratio” is equal to the product of the true Gini for
that income source (G;) and a relative correlation coefficient R;

G; = GiR; . )

For each income source, the relative correlation coefficient R; is the ratio
of two other correlations:

R; = cor(Y;, p)/cor(Y;, ), 3

where cor(Y;, p) is the coefficient of correlation between a household’s
income from the j-th source and its rank in the total income distribution
and cor(Y;, p;) is the coefficient of correlation between a household’s
income from the i-th source and its rank in the distribution of income from
that same source. Substituting (2) and (3) into (1) and dividing through by
G, we obtain

100% = FIW, + FIW, + FIW, + FIW,, 0

where FIW; = &,Gj[cor(Y;, p)/cor(Y;, p;)]/G. The FIWs are the so-called
“factor inequality weights" of wage income, profit income, agricultural in-
come, and all other income respectively.

3. Reprinted with permission from World Development 17(9), "Wage-
Setting Institutions and Economic Growth,” 1989, Pergamon Press plc.

4. Sources: Statistical Yearbook of R.O.C., 1988, Tables 20, 29, and 30
and Supplementary Table 9. Monthly Statistics of R.O.C., No. 268, 1988,
Table 11. Monthly Statistics of Exports and Imports, Taiwan Area, the
R.O.C., April, 1988, Table 10.

5. Sources: National Income of R.0.C., 1987, Chap. 4, Table 2. Month-
ly Statistics of Exports and Imports, Taiwan Area, the R.O.C., April, 1988,
Ta(li)lg 10.  Statistical Yearbook of R.O.C., 1988, Supplementary Tables 2
and 31.

6. Because these variables are jointly determined, and therefore no one
variable is obviously a dependent variable and another an exogenous vari-
able, correlative rather than causal analysis is used to analyze the data.
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Ideally, this analysis would use multivariate methods to control for differ-
ences in productivity among workers. The data sets presently available to
me do not permit such an analysis.

7. When job aspirants leave low-wage sectors in which jobs are available
in order to search for jobs in higher-paying sectors elsewhere, those who
cannot find such jobs and end up unemployed are said to be experiencing
“search unemployment."

8. It would be interesting to know whether the integrated labor market
characterization also applies to the pre-1970 period (before full employ-
ment was reached), but data are lacking with which to determine this.

9. On the labor supply decisions of women, see the papers by Su-Mei
Chang, Ying-Chuan Liu, Gee San, and Ching-Lung Tsay in the
Taiwan Economic Review, June, 1988 and the references cited there-
in.
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