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Abstract
________________________________________________________
This thesis is a study of why and how an authority model of managing state-owned
enterprises has remained popular in Taiwan through the past two decades. The subject was
chosen because it has to date, been a neglected subject in the literature on Taiwan, even
though it is significant to any serious examination of Taiwan’s continuing political
development and the government’s approach to governance. Taiwan has experienced three
major milestones of political democratisation over the period, each greatly enhancing the
democratic characteristics of the state and also reflecting a degree of absorption of global
political and economic pressures.

Taiwan’s political democratisation has been widely

discussed in recent years, but not much attention has been paid to the effect of the political
changes on its public sector management. The discussions have simply speculated that the
Taiwanese government no longer uses the authoritarian way of governing the country, in
keeping with its promotion of democratic development.

However, this research clearly indicates that the change of political regime from the previous
Kuomintang (KMT) to the Democratic Progressive Party (DPP) has not meant any significant
change in the way state-owned enterprises are managed.

The approach of the DPP

government resembles that of the KMT government in that it continues with an authoritarian
way of managing state-owned enterprises, despite the party’s long established commitment to
a democratic way. In other words, this huge change has not meant state-owned enterprises
are any better placed than they were previously in terms of having a greater degree of
enterprise management autonomy.

This research also shows that Taiwanese governments, regardless of which of the two parties
is in power, manipulate state-owned enterprise management using the enterprises as a major
means of achieving multiple political objectives. In particular, it has become almost endemic
in Taiwan’s politics that the ruling party manipulates state-owned enterprise management in
order to win political elections and protect its political position. In this sense, it has become
evident that the democratic way of governance has still not been used within this part of the
government yet.
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1. Introduction
________________________________________________________

This thesis is a case study showing the impact that recent political changes have had on public
enterprise management in Taiwan. In particular, it is concerned with outcomes of the change
that stems from the Democratic Progressive Party (DPP) winning the presidential election in
2000 and replacing the previous Kuomintang (KMT) as the government party in Taiwan. At
the time of the change over it was widely speculated that the DPP government could not and
would not use an authoritarian approach to govern as the KMT had done principally because
the DPP had an impressive record of commitment to political democracy, a commitment it
had developed since the party was established in 1986. This research aims to establish
whether the speculation has become the reality by determining if the DPP government has
changed the way of managing public enterprises or whether it has, instead, continued with the
KMT style during its governance period. The research involves an examination of relevant
evidence from a small group of public enterprises. It also considers the rationale behind the
government’s public enterprise management activities during the period of DPP rule. This
first chapter presents the political setting, providing a brief description of the political changes
that have occurred in Taiwan over the last two decades, and the implications and significance
they have for public enterprises and their management. It then sets out the research question,
research objectives, and plan of the thesis.

1.1 Taiwan’s Recent Political Changes
The Republic of China (ROC, hereafter called Taiwan) re-asserted its sovereignty over
Taiwan in 1945. However, after four years of civil war in Mainland China the Chinese
Communist Party (CCP) defeated the Kuomintang (KMT) government, so that the KMT was
forced to move to Taiwan, which it did in 1949. From that time, the KMT government
imposed martial law on the island regarding this as necessary for the maintenance of internal
security and protection against a possible invasion from the Mainland. Of course, it had, also,
the ongoing ambition to return to China as the rightful government. During the period of
KMT government and martial law General Chiang Kai-shek, and later his son Chiang Ching-
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kuo, governed Taiwan by means of a one-party system. They prohibited all opposition
political parties, street protests and demonstrations, labour strikes and other forms of
industrial action (Chang, 1992; Chao, & Myers, 1994; Klintworth, 1995). In summary, the
KMT’s system of governance during this period actually combined two complementary
elements: an authoritarian institutional structure and a political strategy based on popular
mobilisation (Rigger, 2001).

Such a style of governance would be unacceptable to anyone committed to the principles of
Western democratic government, but it is evident that the KMT’s authoritarianism was an
important factor behind the successful economic development and industrialisation that has
taken place in Taiwan over the past decades (Klintworth, 1995; Wu, 2004). In fact, it has
been widely argued by numerous researchers that, while there are several factors that help to
explain the success of Taiwan’s economic development experience of this time, the KMT’s
intervention in the state can be considered one of the particularly significant ones (eg.
Amsden, 1985; Klintworth, 1995; Long, 1991; Hsueh, Hsu & Perkins, 2001: ch.2). The KMT
government generally had two main ways by which it exercised its intervention. The first
involved the state strongly regulating the economy through fiscal and monetary policies and
legislation, which meant that a stable base was maintained for economic transactions. The
second was having the state act as the provider of public goods and services (Chang & Lam,
1996: 127).

By putting these interventions to work the KMT government showed it

determined to employ the public enterprise system as a vital means of achieving its objectives,
notably economic stability and state-led economic and industrial development.

However, there were three political milestones evident that indicate the original authoritarian
approach to governance no long exists. First, martial law was abandoned in 1987, so ending
Taiwan’s being ruled as a completely authoritarian state.

Actually, this milestone was

commenced in 1986 when the KMT government began its political reforms and the
opposition politicians took the risk of forming the Democratic Progressive Party (DPP)
(Metzger & Myers, 1989; Jacobs, 1993; Tien & Cheng, 1997). After the lifting of martial law
the KMT’s previous controls and limitations on political parties, social organisations, mass
media, labour strikes and street demonstrations were totally removed. The changes gave
Taiwan some essential features of a democratic country, including expanded individual
freedom and choice, reduced government intrusion in the lives of individuals, expansion of
the rule of law and competitive elections (Bellows, 1994).
2

The second milestone came in 1996 when Taiwan’s first popular presidential election was
held and Dr. Lee Teng-hui was elected as the first native Taiwanese President. After this the
KMT became a fully-Taiwanised political party in place of the previous one that was
dominated by the Mainlanders.

1-1

Most importantly, President Lee contributed to Taiwan’s

democratisation. Not only did he encourage the development of a competitive political party
system (Clark, 2002) but he also further transformed the country from an authoritarian state
into an advanced democracy (Lin & Tedards, 2002).

The third milestone was the 2000 presidential election.

This event produced a huge

watershed in Taiwan’s advance towards political democracy in that this was the point at
which the DPP took over the KMT’s position of power in the central government. In
Copper’s (2000) view this meant a new era of politics in Taiwan; for others it was seen as a
great achievement in Taiwan’s democratic development (eg. Hsieh, 2001; Rigger, 2001). The
reason for this attitude was, as Hsiao explains: ‘we firmly believe that in a true democracy
you must see transition of power. There is no complete democracy before there is a peaceful
transition of power’ (2001: 157). The DPP’s Chen Shui-bian won the presidential election;
then, later, in the 2004 presidential election, Chen won another victory, this time defeating the
‘Pan-KMT’ (also called the ‘Pan-Blue) alliance, a collaboration comprised of the KMT, the
People First Party (PFP) and the New Party (NP). Notably, however, although the DPP has
been in political power since 2000, the party has suffered from having only a minority of the
seats in the Legislative Yuan, the country’s unicameral parliament. 1-2

There are diverse views among academics when it comes to defining the term
‘democratisation’. For example, in Bellows’ view there are two stages of democratisation:
they often overlap but both must occur if a political system is to be labelled democratic. The
first stage includes the expansion of individual freedom and choice, the reduction of
government intrusion in individual’s lives, and the expansion of the rule of law. The second
stage is the growth in importance of competitive elections; that is, elections allow the people
to indicate policy preferences and to choose political leaders. From this viewpoint, Taiwan
seems to have already made significant strides in both stages of democratisation (Bellows,
1994: 4).

3

According to another definition held, for example, by Samuel P Huntington, democratisation
can be classified into three types: ‘transformation’, ‘replacement’, and ‘transplacement’. A
transformation democracy involves those in power taking the decisive role in putting an end
to authoritarian rule and democratising the polity. A replacement democracy is one in which
democratisation is the result of the opposition gaining strength and the government losing
strength until it collapses or is overthrown. Finally, a transplacement democracy is a result of
the combined actions of government and opposition, where both see virtue in negotiation
(Huntington, 1991: ch.3; and also Schafferer, 2001: 68-69). It would seem that Taiwan,
according to Huntington’s typology, has arrived at the stage of either replacement or
transplacement over the past two-decade democratisation process. In his book on democracy
Birch claims that the democratic state and its citizens should have certain essential features
such as political representation, political participation, liberality and freedom, as well as
various rights, and these regardless of the diverse definitions about the term ‘democracy’
(2007: ch.8-ch.11). If Birch’s typology is used as the reference there is little doubt that
Taiwan has now become a democratic state: its general public have already enjoyed various
freedoms and rights for many years.

However, Taiwan’s real level of achievement in democratic political development is still
doubted by some researchers. For example, Noble (1999) while claiming that Taiwan seems
to be a reassuring case for those concerned about the prospects of fragile new political
systems seeking to consolidate democratic rule, especially when compared to the troubled
situations in many new democracies in Latin America and elsewhere; still believes Taiwan’s
impressive democratisation has not yet successfully resolved the ambiguous problems
inherent in its presidential and cabinet systems. In a similar vein, Tien and Cheng (1997)
argue that Taiwan’s democratisation process since the late 1980s has not seen consolidation in
terms of six critical dimensions: the installation of a democratic constitution, the affirmation
of civil control over the military and security apparatus, the development of a fair and
competitive electoral system, the making of a party system, the emergence of a representative
legislature, and the restructuring of the state-civil society relationship. In brief, the above
discussions have in common the argument that Taiwan’s political democratisation was still
not complete even in the late 1990s.

Although there are some questions surrounding Taiwan’s accomplishments in regard to
political democratisation, there is no doubt that Taiwan’s political development has
4

progressed towards it being a democratic state. It is valuable to quote Dr. Hu’s comment (a
former Minister of the KMT government during 1990s) as a note on this subject of Taiwan’s
achievement of political development. He said:
Democracy in Taiwan has taken root and is growing vigorously. Every crucial moment of power
transference has taken place in accordance with our constitution, a far cry from what has happened
in other developing nations. Democratic reforms in other such countries often entail social turmoil
and bloodshed, but in the Republic of China they have been carried out steadily, peacefully and
progressively (Hu, 1994: iv).

It is also argued by Wu that Taiwan has made a peaceful transition from an authoritarian
nation and is on the road to becoming a fully democratic system. It has features that are
critical prerequisites for democracy such as: the level of socioeconomic development and its
association with democracy; the consolidation and institutionalisation of democracy; and, the
elite calculation of repression versus toleration and elite settlement respectively or, combined
together (Wu, 1995: 4-7).

It is true that Taiwan has achieved a high level of political development over the last two
decades. In particular, the change to the DPP government that happened in 2000 has provided
the international community with a clear message that Taiwan’s people and all its political
parties have committed to peacefully dealing with critical political issues such as an
alternation of political regimes. The 2000 presidential election is, then, a great watershed in
Taiwan’s political development most especially because it consolidated Taiwan’s political
democracy (Copper, 2000). The change in political regime, in Hsiao’s view: ‘is not only
good for the DPP, but also for the former ruling party, the KMT.

It gives them the

opportunity to reform themselves and to seriously look into the problems that they have
accumulated in the past’ (Hsiao, 2001: 157). Since 2000, Taiwan has further promoted itself
into a pluralist polity (Tsai & Chen, 2001). This series of changes over the last two decades
has allowed Taiwan’s political system to develop into a well functioning one and to move it
towards a two party, and at times a multi-party, system (Fell, 2005: ch.8).

1.2 The Significance of Public Enterprises in Taiwan
Taiwan’s development of public enterprises can be traced back to 1945, the time when the
ROC government (at that time the KMT government) took over all of the previously
5

Japanese-owned industries and companies at the end of the Second World War (Clough, 1978;
Cheng, 2001; Cheung, 2002), transforming them into the public enterprise group. Later, the
KMT government’s failure in Mainland China and its flight to Taiwan in 1949, as well as its
political ideology further intensified the significance of this system. In particular, its previous
experiences in Mainland China had taught the KMT that there is a need to control essential
services and products. As Amsden held, that which has ‘obsessed the KMT state since its
defeat in China is economic stability’ (1985: 90). Numerous other writers also agree that the
KMT believed its failure in Mainland China resulted from its inability to maintain economic
stability (eg. Amsden, 1985; Haggard, 1988; Lee & Lee, 1992; Klintworth, 1995). Even into
the early 1950s, when Taiwan still suffered from severe inflation, the KMT government was
strongly committed to a state-ownership system as the best method for controlling extreme
inflation and maintaining Taiwan’s political, economic and social stability.

In the decades of economic development that followed, public enterprises were particularly
prevalent in key industrial sectors. They were the primary tools used by the Taiwanese state
to implement its economic policy, and public enterprises usually enjoyed a monopoly or nearmonopoly position (Liou, 1992; Myers, 1984; Prybyla, 1991). This was especially so under
the ‘import-substitution policy’ that the KMT government introduced in the 1950s.
Thereafter, public enterprises played a major part in Taiwan’s economy and industry, with
over half of the total industrial production of the manufacturing sector being accounted for by
public enterprises (Wade, 1988a: 46; and see Amsden, 1985; Cheung, 2002; Long, 1991; Tien,
1989).

Then, in the 1960s, the KMT government moved towards an export-led strategy for Taiwan’s
economic development and this resulted in a boom of export-oriented private enterprises.
Taiwan’s public enterprises now gradually moved into upstream industries to serve as
suppliers of power, raw materials and intermediate goods (Cheung, 2002: 71). Under the
newly established division between private enterprises and public enterprises, the former
focused mostly on production for the export market while the latter supplied the raw and
intermediate materials needed for that purpose (Wang, 1997: 70). With this arrangement
Taiwan successfully accomplished its target of promoting industrial exports in world markets.

By the end of the 1960s it had become obvious that infrastructural shortcomings were an
obstacle in Taiwan's race for continued economic growth. The island was still relying largely
6

on old communication and transportation networks left by the Japanese colonial government
(Long, 1991: 91). To overcome this problem the leading role already played by public
enterprises was further enhanced, beginning with the implementation of the ‘Ten Major
Constructions’ in the 1970s.

Several new, and vital, heavy industries, such as steel,

shipbuilding, petrochemical and nuclear power industries, and some key infrastructures, for
example, a super-highway, international ports, an electrified railway and international airport
facilities, were created (Long, 1991; Cheng, 2001; Cheung, 2002; Yu, 1981). These largescale public enterprises created during the 1970s effectively provided Taiwan with muchneeded economies of scale in industrial production and they played a key part in furthering
Taiwan’s economic development (Yu, 1995).

In South Korea a ‘chaebol’ system – a large family-owned and managed group of companies
that exercised powerful control in some key industries – was created and sponsored by the
government (see Amsden, 1989; Deyo, 1987b; Hughes, 1988; Koo, 1987; Yu, 1997). By
comparison, Taiwan was committed to keeping the major upstream heavy industries in the
government's hands, leaving private enterprises to flourish in less capital-intensive industries
(Whitley, 1992; Wu, 2004).

In this way the government could control these upstream

industries and, indirectly, influence private downstream industries by using public enterprise
pricing policy to adjust raw material prices and providing private enterprises with a steady
supply of reasonably priced materials and products (Yu, 1985; Wade, 1988a, 1990). This is
why Wu describes Taiwan as a three-tier economic system.

With this system large,

‘upstream’, public enterprises, together with large ‘mid-stream’, privately owned enterprises,
dominated the domestic market; the ‘downstream’ small- and medium-sized enterprises were
only able to expand in the export market, but they still did so very competitively, benefiting
from the upstream supply of production factors (cited in Christiansen, 2006: 154-155).

Since the early 1980s the private sector has grown at a much faster rate than the public sector;
nonetheless, the public enterprises still remain powerful in Taiwan’s political and economic
systems (Chu, 1992; Amsden, 1985; Wu, 2004). This is primarily because the government
has determined to use its public enterprises as pioneers and innovators in the establishment of
new-generation high risk, high capital and high technology industries, and this in order to
ensure Taiwan’s remains competitive in world trade markets (Rimmer, 1995). This strategy
has been particularly important because, traditionally, the private sector has been reluctant to
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invest in an industry until its profitability has been demonstrated (Lee & Lee, 1992; Wu 2004).
In summing up, it can be said that the Taiwanese experience bears out Hanson's message of
the late 1950s: public enterprise can be applied as a powerful means of overcoming many
obstacles of economic development in underdeveloped countries, especially where private
enterprise is not yet well developed (Hanson, 1959).

There was also a non-economic significance to the presence of public enterprises in Taiwan’s
economy during the period of KMT governance. An important objective in the establishment
of several of these enterprises was the intention to take care of a huge number of retired
servicemen who accompanied the KMT government to Taiwan in 1949. To this end, the
military ran its own production facilities (Amsden, 1985: 99), and a large number of retired
servicemen were given employment in other public enterprises.

According to Wu’s

investigation (1989), there were 95 retired generals employed as advisors in the public
enterprises supervised by the Ministry of Economic Affairs and the Ministry of
Transportation and Communication in 1988. These advisors could do little, but they enjoyed
their benefits. Why did the KMT government arrange for such assistance to the military?
The answer is obvious: it wanted to ensure that the military remained loyal and so help the
government maintain its authority.

In consequence, many Taiwanese perceived public

enterprises to be bastions of Mainlander power and privilege (Crane, Lin & Zhang’s view,
cited in Liou, 1992: 414). In fact, through the 1950s and 1960s Taiwan was a society in
which the Mainlanders controlled the government and public enterprises, while the private
sector was largely in the hands of the Taiwanese. After the late 1980s and early 1990s,
however, this division between Mainlanders and Taiwanese was no longer so evident, and it
was no longer of any real significance in shaping economic and industrial policies (Hsueh,
Hsu & Perkins, 2001: 5-6).

The KMT maintained a special link with public enterprises up until it lost political power.
There were several reasons for this. First, numerous top-level positions within the public
enterprises were used as rewards to encourage KMT elites and politicians to remain loyal to
the party (Wen, 1989: 49). Second, private enterprises owned by the KMT, or the KMT elites,
maintained close commercial links with public enterprises and did well from those links. The
KMT attracted much revenue through the activities of public enterprises, and it used this
revenue to fund its political campaigns and develop its organisational base.

1-3

Third, public

enterprise employees were major supporters of the KMT in national and local elections, so
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public enterprises were a means by which the party maintained a hold over their electoral
loyalty through its decades in power (Bellows, 1994: 9). These circumstances may explain
why numerous writers have argued that Taiwan’s privatisation should be regarded as part of a
process to reduce the role of a particular party (note: the KMT at that time) in the economy,
and a de-politicising measure (Liou, 1992; Bellows, 1994), rather than as a reduction in the
role of the state generally (Cheung, 2002).

The special link between the KMT and public enterprises was not necessarily inconsistent
with the drive for Taiwan’s post-war development. The public enterprises provided a selfsufficient training base for the KMT’s economic bureaucracy, assisting it to accumulate
managerial and planning expertise (Chu, 1992: 134). It is evident that two small groups of
individuals played central roles in the formulation of economic policy in the KMT
government. One group was the largely educated engineers and scientists who rose to toplevel positions through the government bureaucracy and public enterprises.

The other,

outside government for the most part, was a group of economists trained in the Western
countries (Hsueh, Hsu & Perkins, 2001: 6). During the time of KMT rule several Premiers
and a large number of ministers (for example, the Minister of Economic Affairs, the Minister
of Finance and the Minister of Transportation and Communication) came to their political
positions from positions as board chairmen within public enterprises. In summary, the KMT
government generally saw the role of the public enterprises in terms similar to McBeath:
They allowed state control over strategic materials, assisted industrial development and upgrading,
aided implementation of counter-cyclical and supply-side management policies, provided
economic security for regime supporters, created a training base for the state economic
bureaucracy, and extended the arms of the state through linkages with satellite suppliers and
downstream firms (McBeath, 1998: 167).

1.3 Research Question and Objectives
In recent years, along with Taiwan’s transition towards political democracy, the country’s
public enterprise system has received considerable academic attention. Some researchers
have examined whether public enterprises are likely to continue to play an important role in
Taiwan’s economy (eg. Bellows, 1994; Cheung, 2002; Liou, 1992; McBeath, 1997 & 1998),
while others have focused on issues of business performance. For example, Liou points out
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(1992) that the performance of public enterprises has been less efficient and less profitable
than that of private enterprises, but notes that they have, nonetheless, made significant
contributions to the Taiwanese state. Bellows notes (1994) that the public enterprises are not
big loss-makers imposing heavy burdens on government budgets; and Wu argues (2004) that
it is not sufficient to consider the significance of public enterprises merely in terms of the
efficiency standard. In general, Taiwan’s public enterprises have been able to maintain
efficiency and competitiveness because the government’s export-oriented development
strategy imposed market discipline upon them (Lee & Lee, 1992). Some researchers have
gone beyond these subjects and focused attention on a number of privatisation issues that
have occurred in Taiwan in recent years (eg. Huang, 1994; Ke, 1995; Lin, 1998; Wang, 2004;
Wu, 2003).

The above discussions illustrate that numerous key issues about Taiwan’s public enterprises,
such as the impact of the state’s political changes on the enterprises and any accompanying
managerial changes, have still not received sufficient attention. Most especially, all the
studies mentioned above have in common the fact that they locked their study periods to the
time when the KMT was in power in Taiwan which lasted until May 2000. No studies have
been undertaken on how far, and in what way, the DPP government, which replaced the
previous KMT government after winning the 2000 presidential election, has dealt with public
enterprises and their related management issues.

It is evident that the management of public enterprises was highly politicised during the
KMT-rule period because the KMT was inclined to use an authoritarian way to manage public
enterprises in order to achieve multiple political, economic and social objectives through them.
Typically, the KMT used the top-level positions of public enterprises as a training base and/or
a reward for its politicians and supporters; the KMT earned considerable revenue through the
commercial activities conducted between its own private enterprises and the public
enterprises, and this was then used to develop its party organisation and influence; the KMT
government limited the decision making autonomy of public enterprises, and kept the
enterprises’ day-to-day activities under strict scrutiny. In addition to the above features, it is
evident that the KMT manipulated trade unions associated public enterprises with the
intention of dominating them and so gaining support for the KMT’s candidates, in order to
win national and local elections (Lee, 1989 & 2000).

10

As stated above, Taiwan’s political development in recent years has inspired numerous
writers to think that Taiwan’s transition towards political democracy should have resulted in
the Taiwanese government applying different, more obviously democratic ways, of ruling the
country and governing its administrative organisations. Such speculations include: Taiwan
resembles other Asian countries in that the country’s authoritarian nature would be
undermined consistent with its democratic elements (Neher, 1994); ‘democratisation reduced
the power of regime conservatives, thereby expanding the role of technocrats in the
government’ (Clark, 2000: 1833); ‘democratisation has opened parts of the bureaucracy to
wider influence’ (Painter, 2004: 376); ‘democratisation has deprived the Taiwanese state of
most of its discretionary coercive and remunerative power in relation to capital and labour
compliance’ (Cheng Wei-yuan 2001: 141). These writers have in common a vision of postdemocracy governments in Taiwan no longer using an authoritarian way of governing the
country.

Their arguments are based on two theoretical assumptions about Taiwan’s system of
governance. First, they assume that the KMT’s authoritarian governance by means of martial
law was the only factor that maintained Taiwan as a one-party system, and an undemocratic
nation, until the late 1980s. Second, it is assumed that Taiwan’s political transition following
the lifting of martial law in 1987 required the Taiwanese government to be committed to a
democratic-way of governing the country, and to behaving in a recognisably democratic way
that is consistent with the trend towards political democracy.

These assumptions are

attractive; however, they may be too optimistic in practice. Have the authors who present
such views all been correct in their comments on Taiwan’s means and methods of governance
over the last two decades? This question has not yet been answered.

The DPP has traditionally been conceived of as a non-authoritarian-style political party,
especially when compared with the KMT in terms of the various aspects mentioned above.
The DPP’s Chen Shui-bian, when campaigning for the 2000 presidential election, specifically
promised that his government would not adopt the KMT-way of managing public enterprises
if he won. His manifestos included: public enterprises shall be given more autonomy to run
and make their own decisions; no political parties in Taiwan shall be allowed to own
enterprises and to run commercial activities; trade unions shall have the right to participate in
decision-making within public enterprises, so making the goal of ‘industrial democracy’ a
reality; and, privatisation plans in Taiwan will be re-evaluated as just one of several reforms
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available for public enterprises (Chen, 2000; Tsai, 2001). With Chen’s political promises it
was expected that the current DPP government would no longer rule the country with a KMTstyle authoritarian approach.

Numerous writers believe that a country’s political environment should have a close link with,
and/or a critical impact on, its public enterprises, at least in some managerial issues. Ferner
argues, for example, ‘public enterprise is part of the state; its logic of action, and hence the
functioning of its industrial relations, must be understood in terms of the place that it occupies
within the state’ (1988: 12). It is also argued by Ahmad that ‘the relation between the nature
of the state and the nature of public enterprise is obvious but often forgotten’ (1982: 49). Nutt
writes that ‘public organisations may develop numerous and complex transactions with key
entities in their environment to deal with the environmental factors’ (2005: 293). It is
expected that certain types of political environment will have an impact on public
organisations especially on the matters of organisational goal ambiguity and public manager’s
role ambiguity (Pandey & Wright, 2006).

The views of the above writers are, in summary, that every country’s political environment
can be expected to have a significant impact on its public enterprises and also on their some
managerial matters. This means that whenever a country’s political environment changes, the
change will have a subsequent impact on the way public enterprises are managed in the
country. In the case of Taiwan, its political environment has recently experienced a series of
significant changes in its two-decade democratisation process.

In particular, the DPP

government has now replaced the previous authoritarian-style KMT government. This raises
an interesting question.

Has the DPP government during the last few years, changed

(depoliticised) or retained the traditional way public enterprises are managed? And, has it
changed or retained the type of relationship that exists between the government and the
enterprises? Recently a number of issues relating to public enterprises have arisen as a result
of the democratisation process, but the discussions on these matters have created confusion,
leaving it unclear whether or not the way of managing public enterprises has changed in any
fundamental way.

In an attempt to examine the principal question of this research project, several sub-questions
regarding Taiwanese public enterprises are examined. Has the DPP government changed the
significance role of public enterprises in Taiwan’s politics, economy and society? Has the
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DPP government changed the mechanisms for managing public enterprises? Has the DPP
government adopted a different way or a more democratic way in dealing with the
government-public enterprises relationship issues? Have the associated trade unions within
public enterprises improved their bargaining power with the government, and their abilities to
achieve their objectives? And, finally, has the DPP government had a different way in
dealing with public enterprise reform and privatisation when compared with the previous
KMT government in dealing with the same things?

By conducting this research, it is expected that the following objectives will be met. First, the
research offers a comprehensive examination of the impact of Taiwan’s political changes on
its public enterprises, and also on the way they have been managed over the last two decades.
Secondly, it will help to explain why, and how, governments of different parties have
employed the public enterprises as a means of dealing with their individual political demands.
Thirdly, it will provide academic researchers with more knowledge about such topics as
Taiwan’s public enterprises, public administration and political economy and about what has
taken place in regard to them since the late 1980s. Finally, in seeking to meet the above
objectives, a normative framework has been especially designed to assist this research, and it
is made available here as a valuable and appropriate tool for examining why and how the
management issues of public enterprises have been generally over-politicised in Taiwan. In
brief, a principal aim of this research is to use the framework to examine the impact of the
political changes that have occurred in Taiwan over the last two decades (especially the
change of political regime from the KMT to the DPP) on public enterprise management in
this country.

1.4 Thesis Plan
As stated above, the primary purpose of this study is to take a close look at the question of
whether the change of government has prompted a different way of managing public
enterprises in Taiwan. The public enterprise sector has been chosen, not only because of its
significance to Taiwan’s government, politics, and economy, but also because it has been a
relatively neglected subject in the research on Taiwan. The research thesis is organised into
ten chapters. The opening chapter sets out the background and provides an explanation for
the political changes that have occurred in Taiwan in recent years and the significance of
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public enterprises in Taiwan’s politics, society and economic development. It then sets out
the research question in detail and the study objectives as well as an outline of the plan of the
thesis.

Chapter 2 sets out the methodology used in this project. It looks at several basic questions,
the reasons for carrying out the case study, problems associated with case studies in general,
the process of selecting five examples of Taiwanese public enterprises to examine, the
collection of data and the approach to data analysis.

This study suggests that Taiwan resembles other countries in regard to a number of issues,
issues such as characteristics of its public enterprise system, the significance of public
enterprises in relation to national politics, society and economic development, as well as
critical issues surrounding the activities and management of public enterprises. Chapter 3
offers a general review of Taiwan’s governance system, particularly as it relates to public
enterprise management issues. It covers descriptions of the government system, and also
public enterprises and the control mechanism that are used to manage public enterprises. In
brief, this chapter provides an understanding of how public enterprises and their employees
are managed in Taiwan’s governance system.

Chapter 4 offers a review of the literature that focuses on public enterprise management issues.
This review establishes that a normative framework is an appropriate one to underpin the later
examination of the research topic. It is an analytical framework that assumes that, in most
countries, there is a link between public enterprises and their political environment, and that
whenever a big change emerges within the political environment, the change will inevitably
have a significant impact on public enterprises as well as on the way they are managed. The
analytical framework suggests further, that the relevant issues surrounding public enterprise
management in most countries relate to matters pertaining to four critical aspects, notably (1)
mechanism, (2) cognition, (3) employees; and, finally (4) prospect.

Chapters 5 to 8 are used to explore the subject of this study by focusing attention on evidence
gained from the five selected Taiwanese public enterprises. Chapter 5 is concerned with a
detailed examination of whether or not the DPP government has resembled the KMT
government by applying the same control mechanisms to deal with public enterprises and
their activities. The DPP has specifically been associated with a different ideology from that
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of the KMT in terms of public enterprise management and related issues and, as it has been in
power for several years, now seems to be an appropriate time to find out whether the DPP
government has really, in practice, changed or removed the previous KMT-authoritarian
means of managing public enterprises. If the DPP government has not changed the means of
control, what can explain the reasons behind its failure to make such changes? Are there
some similarities or differences in control mechanisms apparent under the current DPP and
under the previous KMT governments in the way they exercise control over public enterprises.

Chapter 6 examines whether the DPP government has had a different approach to public
enterprise control, as well as examining the impact of the approach it has used to the
government-enterprise relationship over the past few years.

Several issues involving

interactions between the government and public enterprises that have occurred in the past few
years are discussed. Has the DPP government had an impact on the nature of the personnel
appointed to boards of the Taiwanese public enterprises? Has the DPP government changed
the nature of the previous relationship between the government and the public enterprise
boards? Has the DPP government allowed increased autonomy to public enterprises for
dealing with such decisions as those relating to pricing policies, major investment projects
and other non-commercial obligations?

Chapter 7 examines the effect of the change of government on industrial relations and
personnel management within Taiwan’s public enterprises. Several critical matters, such as
the link between personnel reforms and industrial relations, the industrial conflicts initiated by
public enterprise reform and privatisation, and political features accompanying industrial
conflicts within the public enterprises will also be discussed. In brief, Chapter 7 aims to show
whether any different features have developed in the practice of personnel management and
industrial relations under the current DPP rule.

In recent years the performance record of public enterprises has received a great deal of
attention from Taiwanese government officials, politicians, academics and the general public.
The DPP, prior to winning the 2000 presidential election, announced that, if it won, the KMTway of governance would not be adopted by it in dealing with public enterprise management
issues. After having been in power for several years, has the DPP government really allowed
the public enterprises to be operated more commercially and efficiently? What, if any, are the
similarities and differences between the DPP government and the previous KMT government
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in terms of dealing with public enterprise reforms and enterprise privatisation? Chapter 8
focuses its discussion on these issues.

Following the discussions of Chapters 5 to 8, Chapter 9 offers a livelier and more detailed
assessment of the key players who have been involved in public enterprise activities
especially those enterprises that have undergone changes during the period from the KMT
regime though to that of the DPP. This chapter addresses questions relating to the Executive
Yuan politicians, the Legislative Yuan members, the employees of state bureaucracy, the
directors of the enterprise boards and the trade union leaders, in order to establish how they
have perceived public enterprises and their management issues; it also provides details on the
roles, strategies or motives they had for entering setting the course of public enterprise
activities as they did and managing the associated changes. In brief, this chapter offers a
people-focused examination of the use of power and responsibility that has resulted in the
complexity and fluidity of public enterprise management in Taiwan’s changing political
environment of this time.

Finally, Chapter 10 offers the conclusion that the DPP government has not significantly
changed the way public enterprise are managed in Taiwan. By not changing it means that the
DPP government has preferred to adopt the KMT’s authoritarian way of dealing with public
enterprise management issues.

Does this conclusion further mean that the DPP has

committed to employing public enterprises as an effective instrument of government action
and, also, as a great resource for protecting its party’s position in government? If this is a
case, Taiwan clearly reflects a unique model of public enterprise management when compared
with other countries. In addition, I suggest some thoughts about the prospects of Taiwan’s
management of public enterprise in the future. I also make several suggestions about the
directions for further research related to the above topics.

Notes
1-1 President Chiang Ching-kuo died in 1988, Vice President Lee Teng-hui succeeded Chiang’s position and
was later elected by the National Assembly in 1990 for another term. There might be diverse views among
academics in explaining the subject whether the native Taiwanese President Lee could lead the post-Chiang
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KMT. For example, Chang argued that President Lee had already taken control of the KMT after President
Chiang died in 1988, since few Taiwanese at that time believed that Lee was just a figurehead (Chang, 1992:
32-33).

1-2 In Taiwan’s legislative context, a presidential election does not require an absolutely majority. In the 2000

presidential election the DPP candidate, Chen Shui-bian, won with a mere 39% of votes. Later, in the 2004
presidential election, Chen won again with over 50% of votes. However, in the parliamentary election for
Legislative Yuan members held in December of the same year the DPP obtained less 40% of the votes.

1-3 It is evident during the time of KMT rule that the KMT owned many party enterprises and these enterprises
performed in some dysfunctional ways in terms of Taiwanese national interest. Nevertheless, there were
some other KMT-owned enterprises that performed at a highly functional level and contributed to Taiwanese
national interests. During this time, ‘developmental agents’, ‘market regulators’ and ‘diplomatic envoys’,
for example, all played a very positive role (see Fields, 2002: 129-130).
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2. Methodology
________________________________________________________

This chapter explains the methodology used in this research on how the management of
Taiwanese public enterprises has been conducted in recent years. It begins with a brief survey
of the important and relevant public enterprise research that has been undertaken during the
past few decades. Secondly, it explains the reasons for adopting the case study method as the
principal strategy by which to examine the interactions between the process of political
democratisation and public enterprise management that have occurred in Taiwan. Thirdly, it
outlines the main facets of the chosen methodology, including the reasons for selecting the
five sample cases of Taiwan’s public enterprises and the method of data collection. Finally,
there is a brief discussion of why this research covers a series of examinations of specific
management issues that have occurred in Taiwan’s public enterprises according to a
normative framework, rather than doing the examination by way of a comparison between the
situation in Taiwan with that of another or other countries.

2.1 Public Enterprises as a Field of Study
Whenever serious social science research is undertaken a review and/or survey of the relevant
literature is a necessary first step. This exercise provides researchers with some critical
assistance in understanding the research background, identifying their research questions,
designing appropriate research strategies, and managing numerous difficulties that arise in
subsequent steps of the research process. Hart emphasises that the literature review should:
describe briefly the history of the topic, identifying key landmark studies which indicate the
methodologies that have been used and the arguments made; show the major issues or
practical problems, thus enabling the researcher to identify the gaps that should be explored in
the research; and, indicate what are some likely research questions or hypotheses. It can also
show how key terms have been defined and used, as well as provide a valuable perspective on
what contribution to the field the new research will make (1998: Appendix 1).
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A brief survey of public enterprise research carried out over the past few decades has been
undertaken as part of this project in order to access these benefits. First, there is an overview
of recent relevant research associated with public enterprises in general. Then, there are
suggestions about why these research projects were successfully undertaken. Finally, it
shows that there is still a gap remaining between the practical problems that face public
enterprises and the knowledge provided from academic research in the field of public
enterprise, a gap that covers a number of critical issues. Therefore, this research is designed
to examine these questions.

Two major trends are evident in the public enterprise research that has been conducted over
the past several decades. The first is that numerous writers have committed to comparing
relevant issues of public enterprise systems and the implications for management in
developed and developing countries. This type of academic work and/or publication includes:
Adam, Cavendish & Mistry, 1992; Corkery, O Nuallain & Wettenhall, 1994; Farazmand,
1996, 2001; Floyd, Gray & Short, 1984; Friedmann & Garner, 1970; Gouri, 1991; Hanson,
1959; Hill, Mittal & Kulasingham, 1989; Letwin, 1988; Noranitipadungkarn, 1979; Parris,
Pestieau & Saynor, 1987; Ramanadham, 1984, 1986, 1987; Ramamuri & Vernon, 1991;
Sadique, 1976; Thynne, 1995; Vickers & Wright, 1989; Wettenhall & O Nuallain, 1987.
There are also, some international institutes dedicated to this type of work. For example, the
United Nations sponsored ‘International Center for Public Enterprises in Developing
Countries’ in the former Yugoslavia supported a series of projects focused on some of the
more critical issues relating to public enterprise management. As part of this initiative, a
number of academic works were undertaken and some great outcomes were achieved (eg.
Ahmad, 1982; Bokhari, 1982; Fernandes, 1982; Suarez, 1985).

During the same period another trend has been forcefully evident, one that includes research
that focuses on public enterprises in particular countries, using case studies. In Britain,
numerous writers have taken this approach (ie. Hanson, 1962, Robson, 1962; Coombes, 1971;
Pryke, 1971; Welsh, 1982; Redwood, 1980; Redwood & Hatch, 1982; Steel & Heald, 1984;
Curwen, 1986; Prosser, 1986; Hurl, 1988). In general, these writers have examined such
issues as management, control, reform and privatisation in relation to former British public
enterprises during the post-war period. A similar situation has existed in regard to public
enterprises in Australia, Canada and New Zealand. Numerous writers have examined a
variety of issues relating to the public enterprise systems in these countries, including
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especially management and control issues that have arisen and/or have been ongoing (eg.
Collyer, McMaster & Wettenhall, 2001; Fairbrother, Paddon & Teicher, 2002; Gordon, 1981;
King & Maddock, 1996; Mascarenhas, 1982; Musolf, 1959; Wettenhall, 1987).

The studies mentioned above convey the following important messages.

First, both

international comparisons and case studies of a single nation can provide academics with
more understanding of the phenomenon of the public enterprise system in different countries
as well as the nature of its management and control. In addition, it has been made clear that
both methods can be applied effectively in terms of assisting researchers to examine the
commonalities and dissimilarities of public enterprise systems, and the implications for
management mechanisms and relationship issues among different countries, and this despite
the various researchers having different analytical frameworks and foci.

Secondly, it has been verified that public enterprises are different from private enterprises in
their organisational characteristics, and what they are expected to achieve. Because of their
special nature they are expected to fulfil many non-commercial functions. Public enterprises
are expected to contribute enormously to the national economic and social infrastructures of
most countries. They have generally been the largest users of capital, the largest employers,
and the largest providers of essential products and services in their day-to-day activities. So,
their success or failure as public enterprises can be expected to significantly impact the
national politics, economy and public well-being. Such special features have further forced
governments around the world to impose various strict legislative controls on their public
enterprises because, once such legislation is in force, it is considered an essential, as well as
effective way of ensuring public enterprises achieve their intended functions.

However, the success of public enterprise organisations is not guaranteed by such legislation.
This factor brings with it the final message: there are numerous governments that have
continued to have difficulties managing or controlling their public enterprises.

The

difficulties are multiple, covering such critical subjects as: the delicate balance between
enterprise autonomy and public accountability/political control; the difficulty of balancing
commercial objectives and public obligations; and/or the difficulty of achieving a satisfactory
working relationship between government/ministers and public enterprises. There are few
answers to questions about these subjects yet they are significant and they so merit more
academic attention.
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Since the early 1980s privatisation has appeared around the world as a popular solution for
public enterprise reform. Public enterprises have since then begun to lose their popular role in
national politics and the national economy of many countries; many public enterprises have
been sold to the private sector. Nonetheless, until recently, many countries have continued
with a significant number of public enterprises in order to use them for meeting their special
objectives. The current situation certainly implies that the matter of how to effectively
manage public enterprises remains a difficult task that many governments around the world
must deal with carefully in the coming years. Taiwan is one of these countries.

As

previously stated, the phenomena relating to its public enterprise management during the
DPP’s governance period have received little academic attention so far. This means that it is
a very worthwhile topic for research and therefore, for this project, a country study of
Taiwan’s public enterprise management has been carried out.

2.2 Research Strategy
In theory, there are several accepted methods for conducting social science research. Typical
methods include: case studies, experiments, surveys and histories. In practice, many factors
can influence the decision about which research strategy or method to choose such as, for
example, the nature of social and economic problems, the discipline, the theoretical and
national backgrounds, values and personal interests, journal preferences, technology and the
availability of data (Whitfield & Strauss, 1998: 15-20). Yin gives advice on how to deal with
this matter by providing researchers with several criteria to use, including the type of research
question, the control an investigator has over actual behavioural events; and, the focus on
contemporary as opposed to historical phenomena (Yin, 2003: 1). Furthermore, Yin highly
recommends that the case study be employed as a preferred method ‘when a “how” or “why”
question is being asked about a contemporary set of events over which the investigator has
little or no control’ (2003: 9). Also, in Schramm’s view, ‘the essence of a case study, the
central tendency among all types of case study, is that it is useful to illuminate a decision or
set of decisions: why they were taken, how they were implemented, and with what results’
(cited in Yin, 2003: 12). This research has followed Schramm and Yin’s viewpoint in terms
of the choice of strategy and method.
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As stated previously, this research aims to discover how political change has had an impact on
Taiwan’s pattern of public enterprise management since the late 1980s, and how and why
public enterprises have been continuously employed by governments of different parties to
deal with the changing political circumstance of Taiwan’s democratisation process. Because
this research has only focused on the link between the political changes and public enterprise
management matters that have taken place during this time, there is no need to have any
control over the behavioural events of the participants involved in this research. Taking into
account the issues that Schramm and Yin have suggested, I have chosen the case study
because this is thought to be an appropriate strategy to effectively achieve the above
objectives.

It is claimed that ‘case studies are often conducted as research in their own right, often
because the case study approach is the most appropriate method in some instances. In
searching for general principles case studies are useful preliminary investigations as they may
bring to light the variables, processes and relationship which deserve more extensive
attention’ (Plowman, 1999: 42). Therefore, as this research is expected to not only verify a
hypothesis, but also to test a trial analytic framework that has been especially designed to
examine why and how the management of public enterprises has been politicised by the
Taiwanese government, the decision to use case study methodology is thought to be
appropriate. This approach should allow for a comprehensive examination and discovery of
the political changes that have impacted Taiwan’s public enterprises and their managerial
issues in recent years.

Numerous writers have acknowledged that there are some potential problems facing
researchers in the practical aspects of doing their case studies. It is evident that ‘most casebased research involves only a few cases, often too few to make safe generalisations’ (Strauss
& Whitfield, 1998: 9). Moreover, it is also argued by Kitay and Callus from their experiences
when undertaking a case study of industrial relations, that doing a case study should reflect
particular characteristics of the population, such as its size, level of unionisation, management
style, or technology, and it is important to know what the case study is seeking to highlight or
explain (1998: 106).

How can the case study method be applied as a strategy to help researchers successfully
achieve their purposes? The key is highly dependant on whether the following practical
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issues can be handled well.

This is why Kitay and Callus have emphasised that ‘the

evaluation of case studies would be improved if there were better documentation of the
techniques utilised, and data on the sources of information, such as interviews and archival
materials’ (1998: 112). In view of their experience such issues will be appropriately handled
by this research, since it aims to make its arguments and conclusions clear and succinct in
terms of the realities that have happened or have been happening, within Taiwan’s public
enterprises.

It is widely acknowledged that either a ‘deductive’ method or ‘inductive’ method has
generally been applied by social science academics to develop their arguments and also their
conclusions.

In Cappelli’s opinion researchers who use an inductive approach tend to

immerse themselves in the facts of specific cases; then, from these facts, theories or rules are
used to draw interferences about behaviour generally (cited in Strauss & Whitfield, 1998: 9).
Also, inductive research has generally been based on qualitative research methods, such as the
case study, and it aims to understand and explain how and why specific institutions develop
the forms they do. By comparison, the deductive approach seeks general laws that apply, at
least to some extent, in every situation, even though they may explain only a part of any given
situation.

Inductive research is conducted from the bottom (field) up, while deductive

research is undertaken from the top (theory) down. Therefore, inductive research is generally
better suited to generating theory, deductive research to testing theory (Strauss & Whitfield,
1998: 10).

As has been previously stated, one of the objectives of this research is to test the suitability of
a normative framework for the comprehensive and effective examination of the political
features of public enterprises and their management activities as these have occurred in
Taiwan during its recent democratisation process. With such an ambitious goal, it is clear this
research would be best approached by structuring the relevant arguments and conclusions that
are recorded in subsequent chapters using an inductive approach.

2.3 Selection of Case Firms
For a social science researcher, empirical work generally starts from a fundamental question:
What research site will best suit the study? This is not as simple a question as it would seem.
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The selection of research sites is based on many issues ranging from personal interests,
academic relevance, data availability and explicit network building to the access of research
sites (Pettigrew, 1990: 274). Yet, the research site can also be regarded as the ‘what’ of
research; it plays an important role in determining the topic choice. This is why Plowman
emphasises that an important consideration is the interest in doing a particular project,
because writing a thesis requires a great deal of work and determination (1999: 32).

There are two main reasons why Taiwan’s public enterprises have been selected as the subject
of this research. The first reason is that my personal background is that of a Taiwanese. My
previous research work (Pu, 1994) clearly identified that the interactions between government
and public enterprises, as well as the government’s dominance and manipulations imposed
upon the enterprises and the associated trade unions within them, did not change significantly
in Taiwan during the early years following the lifting of martial law in 1987. After that I
worked as a senior civil officer in Taiwan’s central government for more than eight years in
charge of managing and evaluating the performance of public enterprises. My workplace
experiences have further encouraged me to examine the question of whether, in reality, the
generally politicised management of public enterprises has continued in Taiwan since 2000,
even with the change to the DPP government.

Despite the fact that Taiwan’s public enterprise system has received more academic attention
in recent years, it is still regrettable to note that some critical issues have been continuously
ignored by academics. Such issues include: the nature of the government’s organs and
measures for public enterprise control; the relationship between the government and public
enterprises; the impact of industrial relations on public enterprise management; the dynamics
of enterprise reform; and privatisation. As yet, there are still many unanswered questions.
This is another critical reason urging me to conduct this particular case study. I am confident
that this case study will improve the knowledge situation, and mean that the subject of
Taiwan’s public enterprise system has been examined comprehensively.

Once the decision has been made that Taiwan’s public enterprises are to be the subject of this
research the next decision is, how many firms should be selected? How does one deal with
this matter?

Yin has offered a suggestion for this when he said (2003: 77-78):
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Sometimes, the selection is straightforward because you have chosen to study a unique case whose
identity has been known from the outset of your inquiry, or, you already may know the case you
will study because of a special arrangement or access that you have. … There may be many
qualified case study candidates, and you must choose your final single or array of multiple cases
from among them.

It is therefore acknowledged as important that the case study is selected using a screening
procedure to make sure the cases identified are appropriate prior to formal data collection
(Yin, ibid). Also, it is emphasised by Kitay and Callus that the number of cases studied
should be dependent on the objectives of the study, and other such matters as the practical
issues of time and resources (1998: 107).

In this research of Taiwan’s public enterprises, as a result of deliberately considering such
factors as limited resources, the possible contingencies in data collection, and the
characteristics of the research, five major Taiwanese public enterprises owned by either the
Ministry of Economic Affairs (MOEA) or the Ministry of Transportation and Communication
(MOTC) are chosen as the case samples for closer investigation.

Specifically, these

enterprises are: the Chinese Petroleum Corporation (CPC), the Taiwan Power Company
(TPC), the Chunghwa Telecom Corporation (CHT), the Chunghwa Post Corporation (CHP)
and the Taiwan Railway Administration (TRA). 2-1

These five public enterprises owned by the central government are chosen especially for the
following reasons: they are larger than the average private company; they are the most
powerful enterprises or have monopolistic power in the infrastructure sector; they offer
typical examples of good and bad business performance; they cover three different types of
public enterprise organisation – state company, statutory corporation and departmental
organisation;

2-2

they have each been the scene of either privatising or corporatising

programmes; and, the associated trade unions such as the Taiwan Petroleum Workers’ Union
(TPWU), the Taiwan Power Labour Union (TPLU), the Chunghwa Telecom Workers’ Union
(CTWU), the Chunghwa Postal Workers’ Union (CPWU) and the Taiwan Railway Labour
Union (TRLU), have provided labour movement leaders since the late 1980s. In brief, these
five enterprises have been chosen, not only because of their significance to Taiwan’s politics
and economy but, also, because they are a vital part of Taiwan’s government structure.
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These five public enterprises mentioned are thought sufficient in number to represent the
majority of Taiwanese public enterprises in terms of the above vital elements. On this basis
and with these preconditions, it is further thought that the subsequent arguments and
concluding findings of this research will be ones that avoid a potential disadvantage of the
case study approach, namely the case study research might have involved only a few cases,
too few to make safe generalisations.

2.4 Data Collection
It has been acknowledged that the case study is one of the most constant and favoured
methods of doing social science research. As Kitay and Callus claim, the case study can be
effectively employed as a way to gather information efficiently, a way to understand complex
social situations and a way of processing and promoting the generation of new ideas and
theory development (1998: 104).

It is also claimed, however, that if researchers aim to

complete a successful case study they will need not only to use several well-established
techniques in designing their case studies but also to choose techniques which are appropriate
to obtaining the necessary information for their case studies (ibid: 103-104).

In the matter of collecting research data, Yin notes that there are six major sources of
evidence that could be used to conduct case studies, ranging from documentation, archival
records, interviews, direct observations, participant-observation to physical artefacts (2003:
85-96). In this study of the Taiwanese public enterprises, as a result of considering limited
resources, possible data collection contingencies, and the political features of Taiwan’s public
enterprises, the evidence was mainly drawn from documentation, archival records and
interviews.

In the matter of data collection, for this research official documents have been regarded as
very important, particularly the variety of reports, statistics, law and directives published by
the government, public enterprises and the associated trade unions within the enterprises.
However, conducting face-to-face interviews with key persons who have important
information relevant to my study is also definitely vital in terms of assisting this case study to
build its comprehensive arguments and conclusions. Conducting these interviews can enrich
this case study with additional critical viewpoints. In this sense, the interviews conducted for
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this research are so-called ‘elite’ interviews. What is elite interview? Marshall and Rossman
have offered a statement on it:
An elite interview is a specialised case of interviewing that focuses on a particular type of
interviewee. ‘Elite’ individuals are those considered to be influential, prominent, and/or wellinformed people in an organisation or community; they are selected for interviews on the basis of
their expertise in areas relevant to the research (1999: 113).

Elite interviewing has many advantages. One of these is that ‘valuable information can be
gained from these participants because of the position they hold in social, political, financial,
or administrative realms’ (Marshall & Rossman, 1999: 113). In fact, there are two critical
factors that have caused me to choose this type of interview as a means of collecting data for
this research. First, this research aims to examine the extent to which political transition has
impacted and re-shaped the logic and activities of public enterprise management in Taiwan
over recent years.

Therefore, in an attempt to discover the changing dynamics and

consequences related to management issues within the selected public enterprises, a series of
interviews with particular key persons who were working in the selected enterprises, the
associated trade unions within them, and relevant government’s organisations was considered
a necessity. Second, it was thought that by proceeding with such interviews, these key
persons could provide this research with an opportunity to double-check the credibility of
documentary sources acquired from the above institutions.

Given the above concerns, the so-called ‘semi-structured interview’, in which the researcher’s
major questions would be answered by the interviewee response, has been adopted for this
research. The aim was to obtain assistance, such as help gathering a wide range of targetissues views from the interviewees, which was thought to be essential to guarantee a
successful case study. Despite the semi-structured interview, being thought an effective
method of collecting a wide range of essential materials for a case study, it is evident that
researchers using this method have to ensure the presence of some critical factors such as
‘access’ and ‘confidentiality’. This is because both are always vital to achieving a successful
case study (Kelly, 1999: 127-130; Kitay & Callus, 1998: 107-111). In this matter, this
research resembles other research in that careful arrangements were made for dealing with
issues of access and confidentiality throughout whole interviewing process.
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The matter of ‘confidentiality’ is not the only vital contribution to conducting interviews
smoothly. There are also serious ‘ethics’ issues to be considered. In general, ethical issues in
social research include a number of principles such as ‘voluntary participation’, ‘no harm to
the participants’, ‘anonymity and confidentiality’ and ‘deception’. Moreover, it is essential to
emphasise that, ‘social research should never injure the people being studied, regardless of
whether they volunteer for the study’ (Babbie, 2002: 57). How do researchers handle these
ethical principles in practice?

It is recommended by numerous researchers that both

‘anonymity’ and ‘confidentiality’ are basic and essential ways to effectively protect the
participants or interviewees during a case study (eg. Babbie, 2002; Kelly, 1999; Leedy, 1997;
Sutcliffe, 1999; Kitay & Callus, 1998).

The above measures are extremely important

because, if a case study fails to develop the trust and collaboration of interviewees, it will not
be able to gather sound, useful and correct information. The case study will then be destined
to fail (Kelly, 1999: 128; Sutcliffe, 1999: 146).

In guaranteeing access to the five Taiwanese public enterprises, the associated trade unions
within them and relevant government organisations, the data collection for this research was
divided and conducted through two stages. In the first stage - prior to conducting interviews
in Taiwan - an introductory letter written in Chinese and English together with a participant
information form, an informed consent form, and an interview questionnaire, were mailed to
each of the selected key persons in advance (the documents are listed in the Appendix). The
inquiry letters requested permission to involve potential participants in the interview project
and also addressed a number of ethical principles related to this case study. These included:
voluntary participation, anonymity and confidentiality.

All interviewees were given the

option of remaining anonymous through this research. In this case study, such critical matters
were handled according to the principles and/or rules as stated by Dawson (2000: ch.7),
Leedy (1997: 199-201), Robson (2002: ch.9), Yates (2004: 160-161), and Tharenou, Donohue
and Cooper (2007: ch.14).

During the period between December 2005 and January 2006, a number of key persons were
interviewed.

Such persons included a number of senior officials working in relevant

ministries or ministry-level organisations who were in charge of managing and/or supervising
public enterprises,

2-3

several departmental directors working in the five selected public

enterprises, and several presidents leading the associated trade unions within the selected
public enterprises.
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How many people should be spoken to in order to meet the research’s demands?

In this

matter I have mainly referred to Dawson’s work, noting that there are two main types of
sample category: ‘probability samples’ and ‘purposive samples’; also, the sample size is
dependent on what the researcher wants to do with his results. In particular, purposive
samples are used if description rather than generalisation is the goal (Dawson, 2002: 48-49).
The aim of this research is to examine whether Taiwan’s political changes in recent years
have had an impact on, or re-shaped the logic and activities of, public enterprise management.
Hence, with this aim, it is clear that choosing purposive samples rather than probability
samples is the better option for helping this research collect the essential materials it needs.

In Taiwan, I approached 21 key persons who worked in the relevant institutes during the
period under consideration. Only three of these persons were unable to be interviewed for
(the interviewee details see the Appendix).

In speaking to each one of them, I firstly

explained my intention of recording their views, and I gave an undertaking of confidentiality
to them even though several were not concerned with this issue. Each interviewee was
requested to answer a series of specific questions (as listed in the Appendix).

My

interviewees were very generous with their time and candid with their responses, so I was
able to write on a wide range of relevant matters in some detail.

When I was conducting interviews in Taiwan it was evident that political and organisational
sensitivities remained strong among the senior officials and departmental directors, even
though Taiwan’s politics has been democratised for many years. They all preferred the option
of remaining anonymous in the interview, so their viewpoints are cited anonymously without
any names or personal identity in this written thesis. Interestingly, the selected trade union
presidents were not concerned with such political and organisational sensitivities.
Furthermore, in making sure that I did the right things in order to gather accurate information
and learn about the impact of the political changes on public enterprises and their everyday
affairs during Taiwan’s recent democratisation process, in the interviews I particularly
focused my attention on learning what these interviewees had found, observed and
experienced about targeted issues involving the public enterprises in recent years.

At the same time as the key persons were being interviewed, official documents such as
reports, statistics, laws and directives were collected from the organisations they belonged to.
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In an attempt to ensure the requested anonymity, and this a number of interviewees were
seriously concerned about, this thesis only reports information which is already published by
the government and the selected public enterprises themselves.

2-4

Local news reports and

academic articles were also collected at this time.

2.5 Analytical Method: A Normative Approach
Public enterprise research, as with science research more generally, requires the development
of a hypothesis, then an experiment and proof. So, this has been the process with this
research of Taiwan’s public enterprises.

In recent years numerous writers have clearly

confirmed that a country’s political environment should have a significant impact on its
public enterprise sector in some management and control issues (eg. Ahmad, 1982; Ferner,
1988). Already, over the last two decades, Taiwan’s state has passed through a series of
significant changes. In particular, the DPP has been in power since it replaced the KMT as
the party of government after wining the 2000 presidential election.

Taiwan’s process of political democratisation over the last two decades has received much
attention from the academics. Their conclusions can be summed up as having two key points
in common. First, they claim that the Taiwanese government’s past record of using an
authoritarian way to govern the island country definitely resulted from the reality that the
previous KMT government ruled the country as a one-party and authoritarian state until
martial law was lifted in 1987. Second, they argue that the Taiwanese government’s way of
ruling has changed significantly since the change from the KMT government to the current
DPP government. They have generally optimistically assumed then, that the DPP would have
further changed the government’s way of managing public enterprises during this time.

My hypothesis in this study is simple and clear. It begins with defining A and B as two
variables representing two different situations: (1) A = an independent variable and means the
political environment in which public enterprises have existed and operated; (2) B = a
dependent variable meaning the government’s way of managing public enterprises in this
nation. In this case study, A is used to represent Taiwan’s political environment and/or the
nature of the national state, while B is used to represent the Taiwanese government’s way of
managing its public enterprises.
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It has been widely recognised that Taiwan has transformed itself into a democratic nation,
which means that it is not a KMT-authoritarian type of nation any more. In particular, the
DPP, with a different political ideology for ruling a democracy, has continued in the position
of the government power since 2000. This situation clearly implies that the variable A has
changed enormously. Therefore, an interesting question is posed for this research: Is the
Variable B also affected by this political change.

In other words, testing a hypothesis

combining the above two variables is expected to verify an assumption about whether the
change of government has significantly depoliticised the way public enterprises are managed
in Taiwan over the same period. If not, what underlying factors can explain why the DPP
government has not changed the KMT-style when dealing with public enterprise management
issues?

Once this assumption is made, the next task becomes evident namely, developing an
analytical framework for efficiently and comprehensively verifying the assumption. In order
to achieve this aim, it would be inadequate, even wrong, to carry out the subsequent
examinations by just comparing Taiwan with other specific countries by way of examining
what similarities and differences in public enterprise management activities have occurred
recently in the two places.

Although an approach using an international comparison could provide researchers with a
number of advantages in building their critical arguments, this approach would also have
some potential disadvantages.

These may be: the lack of a common language and/or

terminology among different countries (Bamber & Lansbury, 1987: 10-11); the difficulty of
selecting key factors for conducting comparison and/or explaining difference (Edwards, 1986:
156); the difficulty of selecting suitable comparative variables and also the means of
measuring them (Strauss, 1998: 189-190); and finally, the same phenomena may have
different meanings among different countries (Hague & Harrop, 2001: 68-71).

In attempting to resolve the above drawbacks of conducting an international comparison,
some writers have worked hard to find solutions. Baker and his colleagues suggest that
different countries could be compared one by one, asking the same questions of each of them.
In this way comparison would generally be conducted through a series of parallel descriptions
(cited in Baker, 1996: 34).

However, this way has not always worked well. The limited
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utility, in Gabriel A. Almond’s view, is because that ‘similar structural features may not be
found in different political system, or they may be performing significantly different
functions’ (cited in Heady, 1966: 6).

In the case of Taiwan, the government has had a well-organised public enterprise system for
several decades, and this system very much resembles public enterprise systems in other
countries around the world, such as Australia, Britain, Canada, New Zealand, and even the
United States in the respect. However, Taiwan is unique in that its government system
features a special five-branch design, as well as the process and experience of its political
development over the past few decades. 2-5 Given these political facts, this research does not
need to be a two-way Taiwanese-other country study. Relevant experiences from other
countries are used, but only to assist in the better understanding of the Taiwanese situation of
politics, government, and the way of governance within the state.

Therefore, for this research, a normative framework has been developed to assist in
structuring examinations and arguments in this thesis. Regrettably, researchers have not yet
developed a good methodology to deal with public enterprise research issues. Therefore, in
designing a normative framework for this research, I looked at other researchers’ experiences
and used information from these to gain some ideas of how to successfully organise a number
of critical aspects and then structure them into different types of analytical framework.

The literature survey conducted for the first section of this chapter has provided much
valuable knowledge of how those researchers have been able to create different-types of
analytical framework by which, later, they have been able to effectively compare and examine
a variety of critical events that have happened in different countries. Of course, public
enterprise researchers, being social science researchers, have frequently encountered some
inevitable difficulties when comparing and/or examining a variety of critical issues that were
taking place within public enterprises of different countries. However, this is just a normal
situation. They should not attempt to compare the commonalities and differences among
different countries; rather, they should focus their attention on vital matters such as: ‘why
compare’, ‘to compare what’, and ‘how to compare’.

As with other research, it has been necessary to establish an analytical framework to conduct
it. The analytical framework had to be efficient and appropriate for helping structure a
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number of comprehensive arguments. With such a function in mind, it can be expected that
this analytical framework will be useful to further convince my audiences how far, and in
what way, this research is able to determine whether Taiwan’s political changes in recent
years have significantly impacted Taiwan’s public enterprises in the matters of the control
mechanisms and the pattern of relations between the government and public enterprises.

This five-aspect analytical framework, described and explained in Chapter 4, basically has
two theoretical assumptions. It firstly assumes that in most countries there is a close link
between public enterprises and their political environment. This indicates a truth that public
enterprises are a result of political activities. So, whenever a big change emerges within the
nation’s political environment, the change will inevitably have a critical impact on the
enterprises and their management issues. Secondly, it assumes that the broad dynamics of
public enterprise management can be discovered by examining evidence from four critical
aspects. It is believed that what is covered by the four aspects is sufficient to answer the
question being examined.

The four aspects affecting the dynamics of public enterprise

management are: (1) mechanism – the government’s organs and measures for exercising
control; (2) cognition – the government’s attitude towards its relationship with the enterprises;
(3) employee issues – the impact of industrial relations; and (4) prospect issues – the
implications for, and consequence of reforms and privatisations.

The primary question of this thesis is: have the DPP government’s activities since 2000 had a
significant impact on Taiwan’s public enterprises in their fundamental management and
control relationship issues. This question will be examined comprehensively by conducting a
series of examinations, with the assistance of a normative framework in the subsequent
chapters.

However, before commencing a systematic examination of this question,

consideration needs to be given the following: How can the normative framework for this
research be established? And, why would I insist that the normative framework will be
sufficient in helping to conduct a series of examinations, and then allow the building of
numerous arguments and conclusions from the evidence obtained. These questions relating to
the normative framework will have a detailed explanation in Chapter 4.
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Notes
2-1 For example, (1) the CPC was still a monopoly company in charge of petroleum importation, oil refining,
and gas and petroleum distribution in Taiwan until the 1990s; (2) the TPC was also a monopoly company
responsible for Taiwan’s power generation, power transmission and power distribution until the early 1990s;
(3) the CHT, its predecessor was the ‘Directorate General of Telecommunications, MOTC’, also enjoyed a
monopoly position in Taiwan’s telephone and Internet communication market until the late 1990s. It is
currently a private company since the government’s stock in the corporation was reduced to less than 41.48
% in 2005; (4) the CHP, its predecessor was the ‘Directorate General of Post, MOTC’, has currently
enjoyed a number of monopoly advantages within Taiwan’s delivery market; (5) the TRA remained
Taiwan’s only rail-transportation provider until the private Taiwan High Speed Rail Corporation began its
operation in 2007.

2-2 Chapter 3 has a detailed explanation of Taiwan’s classification of public enterprises.

2-3 These organisations included the Ministry of Finance; Ministry of Economic Affairs; State-run Enterprise
Commission; Ministry of Transportation and Communication; Research, Development and Evaluation
Commission; Council for Economic Planning and Development; Directorate General of Budget, Accounting
and Statistics; and Central Personnel Administration.

2-4 These documents included The Republic of China Yearbook, Annual Report of the Performance of Stateowned Enterprises, Taiwan Statistical Data Book, State-run Enterprise Commission Annual Report, Chinese
Petroleum Corporation Annual Report, Taiwan Power Company Annual Report, Chunghwa Telecom
Corporation Annual Report, Chunghwa Post Corporation Annual Report, Taiwan Railways Annual Report,
Statistical Report of Taiwan Railways Administration, Taiwan Petroleum Workers Bimonthly, Taiwan
Power Labour Union Bimonthly, Chunghwa Telecom Workers’ Union Bimonthly, Chunghwa Postal
Workers’ Union Bimonthly, Railway Workers Bimonthly, Administrative Law of State-Run Enterprise,
Statute of Privatisation of Government-Owned Enterprises, Enforcement Rules of Statute of Privatisation of
Government-Owned Enterprises, Rules Governing reinvestment by State-owned Enterprises before
Privatisation and Management of State-owned Shares after Privatisation, Labour Union Law, Collective
Agreement Law, The Settlement of Labour Disputes Law, Labour Standards Law, …etc.

2-5 Chapter 3 will have a detailed discussion of the features of Taiwan’s five-branch governance system.
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3. Overview of Taiwan’s Public Enterprise Management
________________________________________________________

Public enterprises have always been regarded as a vital component of the government
structure in Taiwan, and so have played a significant role in national politics and the economy.
Given these features, inevitably the state’s government structures and its relevant laws have
dominated the way public enterprises are managed. This research, as noted previously,
examines whether the change of government that occurred in Taiwan following the 2000
presidential election has had a significant impact on the government’s way of managing
public enterprises. Before conducting this examination in detail, it is essential to understand
how Taiwanese public enterprises have generally been managed. Therefore, this chapter
provides a description of Taiwan’s public enterprise management, and identifies several
critical issues such as: the Taiwanese state governance system; the definition and
classifications of public enterprises in Taiwan; the place of public enterprise in Taiwan’s
governance system; as well as the labour laws that regulate the industrial relations and
employment matters within the public enterprises.

3.1 The Five-branch Governance System
Taiwan’s government structure clearly reflects the historic claim by the ROC government to
sovereignty over all of China. Despite the fact that the ROC Constitution and relevant
legislation date back to before 1949, this document still applies to Taiwan’s current
governance system. In accordance with this Constitution, Taiwan’s whole government is
legally divided into three levels, namely the central, provincial/municipal, and county/city
governments, each of which has well-defined powers in administrative matters. In brief,
Taiwan’s central government consists of the Office of the President, and five branches (called
Yuan): the Executive Yuan, Legislative Yuan, Judicial Yuan, Examination Yuan and Control
Yuan.

The President has been elected through direct popular election since 1996. The President not
only represents the country, but also holds a number of powers including the command of the
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defence forces, the promulgation of laws, and the appointment and removal of civil and
military service officers. While enjoying these powers, there is no doubt the President has
always been the most powerful person in Taiwan’s political system and government structure.
However, it is important to note that the President still needs the support of a majority from
the Legislative Yuan. Without support from this body, neither the President nor the Premier
would lead the central government effectively.

It was evident during the period of KMT government that the Presidents had no problems in
governing the country. There are features of the political system that provide the reasons: (1)
the President was actually the KMT party’s chairman; and (2) the KMT long enjoyed
occupying the majority of seats in the Legislative Yuan. By comparison, the current DPP
government, despite having won the last two presidential elections, has so far not secured a
majority in the Legislative Yuan. Such a dilemma has made it very difficult for the President
of the DPP government to govern effectively.

The Executive Yuan is the equivalent of the cabinet in the parliamentary systems, and is the
highest administrative organ of the entire government of Taiwan.

The Executive Yuan

consists of the Premier, the Vice-Premier and a number of ministers and chairpersons.

3-1

This body heads an apparatus of eight ministries, namely the Interior, Foreign Affairs,
National Defence, Finance, Education, Justice, Economic Affairs, Transportation and
Communication, in addition to a number of ministry-level councils, commissions and
administrations. It is important to note that the ROC President is now empowered to appoint
the Premier without the consent of the Legislative Yuan, following the constitutional
amendments passed in July of 1997.

The Legislative Yuan is the unicameral parliament of the ROC.

It performs such

parliamentary functions as enacting laws, passing budgetary bills, and reviewing the
administrative policies and work of the Executive Yuan. The Legislative Yuan consists of a
President, a Vice-President and over two hundred representatives, all of whom are popularly
elected to serve for three years and who are eligible for re-election. 3-2 The Legislative Yuan
carries out its parliamentary functions through the operation of a session plus standing
committee system. The Yuan holds two sessions each year. Whenever necessary, a session
may be extended. Because the Legislative Yuan is the parliamentary body of this country,
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everyone of its popularly elected members have had his or her individual and special
interactions with various interest groups in this country.

The Control Yuan was formerly a parliamentary body also, with its members elected by
provincial and municipal councils. However, the constitutional amendments of May 1992
transformed it into a quasi-judicial organisation. The President, Vice-President, and Members
of this Yuan are nominated and appointed by the President of the ROC with the consent of the
Legislative Yuan. The Control Yuan is empowered to conduct investigations and
impeachment proceedings against government officials of the central government,
provincial/municipal government, local government or public enterprises, with the exception
of the President and the Vice-President of the ROC. In addition to this, the Control Yuan can
exercise its audit power through its National Audit Office. According to the ROC Constitution,
the Auditor-General is nominated by the President of the ROC and appointed with the consent
of the Legislative Yuan.

The Judicial Yuan is the highest judicial organisation of the country, with the Council of
Grand Justices as its main body. The subordinate units of the Judicial Yuan include the
Supreme Court, the high courts, the district courts, the Supreme Administrative Court, the
high administrative courts, and the Commission on the Disciplinary Sanctions of Public
Functionaries. According to the Constitution of the ROC, the President and Vice-President of
the Judicial Yuan, as well as the ‘grand justices’ are nominated and appointed by the
President of the ROC, with the consent of the Legislative Yuan. The Judicial Yuan has
administrative supervision of the ROC judicial system, while the Council of Grand Justices is
responsible for interpreting the Constitution, laws and ordinances.

The Examination Yuan, as its name suggests, is responsible for all examination-related
matters concerning the selection of government officials, the qualifying professionals and
technocrats, as well as dealing with the pay scales, insurance, retirement and pension matters
of public sector employees. The President of the ROC, with the approval of the Legislative
Yuan, appoints the President, Vice-President, and members of the Examination Yuan. There
are several ministry-level organisations under the supervision of the Examination Yuan; there
is the Ministry of Examination, the Ministry of Civil Service, the Civil Service Protection and
Training Commission and the Supervisory Board for Civil Servant Pension Fund. The
Ministry of Examination is engaged in overseeing all civil service, professional, and
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technological examinations. The Ministry of Civil Service takes charge of managing the
government personnel system throughout the nation.

3.2 The Definition and Classifications of Public Enterprises
There are numerous and diverse viewpoints about the term ‘public enterprise’. It is widely
accepted that the term can be defined as state ownership and operation of industrial,
agricultural, financial and commercial undertakings (Hanson, 1959: 115). In Hanson’s view
public enterprises can be further categorised into several major forms; namely, departmental
organization, public corporation, state company and operating contract (Hanson, ibid: ch.XI).
This classification of public enterprises seems not to imply an organic function of individual
public enterprises. In this respect, Wettenhall points out that governments generally have
three organizational options when they set up public enterprises. These options are: (1) use of
the regular central departmental machinery of state, or of the regular municipal (local
government) machinery; (2) ‘hiving off’ to corporate bodies with a degree of separation from
the regular machinery, in this form either of statutory corporations or of state-owned
companies; or (3) employing the form of the executive agency 3-3 (1995: 13).

Taking these considerations into account, what is the definition of public enterprise as it exists
in Taiwan? This question should be answered paying attention to two relevant laws. Firstly,
according to the ‘Administrative Law of State-run Enterprise’, state-run enterprises are of the
following three types: (1) enterprises which are solely owned by the State; (2) enterprises,
which, in accordance with special Acts, are jointly owned by the State and private individuals;
3-4

and (3) enterprises, which, in accordance with the Company Law, are jointly owned by the

State and private individuals, and in which the State holds more than 50 percent of the capital
(Article 3).

Secondly, the ‘Statute of Privatisation of Government-owned Enterprises’ claims that the term
‘government-owned enterprise’ shall refer to the following enterprises: (1) any enterprise
either solely owned by any government or jointly operated by governments at various levels;
(2) any enterprise jointly invested in and operated by the government and private individuals,
where the capital of the government exceeds fifty percent; or (3) any enterprise jointly
invested in by the government and government-owned enterprises of the proceeding two sub-
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paragraphs or by government-owned enterprises of the proceeding two sub-paragraphs where
the aggregate invested capital exceeds fifty percent of the capital of the invested enterprise
(Article 3).

Therefore, according to the above two laws, the term ‘public enterprise’ in Taiwan is
effectively used for any enterprise that is solely owned by the government (including other
enterprises), or jointly owned by the government (including other public enterprises) and
private individuals, and in which the public sector holds more than 50 % of the capital/shares.
Obviously, the line between public enterprise and private enterprise is decided by the reality
of whether the public sector has controlled over 50 % of the capital/shares in an enterprise.
The 50% shareholding test provides a somewhat artificial boundary between public and
private. As will be shown in Section 8.4.2, it may not make much difference in terms of
government influence.

Taiwan’s public enterprises are categorised in several ways (see Table 3-1). First, the ROC
Constitution legally divides Taiwan’s existing levels of government into three levels: the
central government, provincial/municipal governments and county/city governments, and
each of these different levels government has its well-defined powers to establish, own and
operate its public enterprises. Using the criteria of government levels therefore, it should be
noted that Taiwanese public enterprises can be subdivided into: (1) state-owned enterprises,
the state-owned enterprise being especially reserved for the public enterprises owned by
relevant ministries of the central government; (2) provincial/municipal government-owned
enterprises, which are owned by either the Taipei City Government or the Kaohsiung City
Government; and (3) county/city government-owned enterprises, which are owned by
numerous local governments.

Secondly, Taiwan’s public enterprises can be grouped by way of their legal form. Using this
criterion, they are also subdivided into three types: (1) departmental organisation, which is
established to operate according to the special Acts; (2) state company, which is established to
operate according to the ‘Company Law’; (3) statutory corporation, which is established as a
corporate body and operates according to special Acts.

Thirdly, if using the criterion of ownership, Taiwan’s public enterprises can be divided into: (1)
an enterprise in which the government holds all capital/assets of the enterprise (in most cases,
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the legal form of the enterprises is a departmental organisation); (2) a state company or
statutory corporation in which the government holds all of the capital/shares of the corporate
body (the government is the only shareholder); (3) a state company or a statutory corporation
in which the government holds the majority (more than 50 %) of the capital/shares of the
corporate body that is the government is the largest shareholder.
Table 3-1: Types and Categories of Taiwanese Public Enterprises

----------------------------------------------------------------------------------------------------------------A. The ‘Administrative Law of State-run Enterprise’ sorts these enterprises into the following three types:
• enterprises which are solely owned by the state;
• enterprises which, in accordance with special regulations, are jointly owned by the state and private
individuals;
• enterprises which, in accordance with the Company Law, are jointly owned by the state and private
individuals, and in which the state holds more than 50% of the capital (Article 3).
B. In addition, the term ‘government-owned enterprise’ as used in the "Statute of Privatisation of Governmentowned Enterprises" refers to:
•

any enterprise either solely owned by any government or jointly operated by governments at various
levels;

•

any enterprise jointly invested in and operated by the government and private individuals where the
capital of the government exceeds 50 percent; or

•

any enterprise jointly invested in by the government, and government-owned enterprises of types 1
and 2 or, by such government-owned enterprises where the aggregate invested capital exceeds 50
percent of the capital of the invested enterprise (Article 3).

C. The classification of Taiwanese public enterprises can also be undertaken on the basis of the following three
criteria:
1 Level of government:
• State-owned enterprises (listed in Table 3-2: this term is reserved for central-government owned
enterprises);
• Provincial/municipal government-owned enterprises;
• County/city government-owned enterprises.
2 Legal form
• Departmental organisation (established to operate according to special Acts);
• Company/corporation (established to operate according to the ‘Company Law’);
• Statutory corporation (established to operate according to special Acts)
3 Ownership:
• An enterprise (including a departmental organisation) in which the government holds all
capital/assets;
• A company corporation or statutory corporation in which the government holds all (100 percent) of
capital/shares (the government is the only shareholder);
• A company corporation or statutory corporation in which the government holds a majority (more
than 50 percent) of capital/shares (the government is the largest shareholder) (Note: this may be
classified as a mixed enterprise in Australia and Britain).
---------------------------------------------------------------------------------------------------------------------------------------

Summing up, Taiwan is unique compared to other countries in its definition of public
enterprises, as well as in the category of public enterprises. Taiwan’s legislation context has
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specifically defined that an enterprise, where the government holds a majority (means more
than 50%) of its shares/capital, is legally recognized as a public enterprise. However, in
Australia, Britain and many other countries such types of enterprise are regarded as mixed
enterprises. Table 3-2 lists all currently existing state-owned enterprises that are owned by the
Taiwanese central government in accordance with their organisational form and ownership
type. 3-5
Table 3-2: Classification of Taiwanese State-owned Enterprises by
Legal Form and by Ownership Type

----------------------------------------------------------------------------------------------------------------1 Departmental organisation, with government holding all the capital/assets:
•
•
•
•
•
•
•
•
•
•
•

Central Bank of China
Central Mint of China
China Engraving and Printing Works
Printing Shop, Ministry of Finance
Taiwan Railway Administration
Keelung Harbour Bureau
Taichung Harbour Bureau
Kaohsiung Harbour Bureau
Hualien Harbour Bureau
Bureau of National Health Insurance
Bureau of Labour Insurance

2 State company in company form:
2A. With government holding all the shares:
• Bank of Taiwan
• Land Bank of Taiwan
• Chinese Petroleum Corporation
• Taiwan Water Supply Corporation
• RSEA Engineering Corporation
2B. With government holding majority (more than 50%) of shares:
• Taiwan Power Company
• Taiwan Sugar Corporation
• Taiwan Shipbuilding Corporation
3 Statutory corporation:
3A. With government holding all the shares:
• Central Deposit Insurance Corporation
• Export-Import Bank of the Republic of China
• Taiwan Tobacco and Liquor Corporation (predecessor was Taiwan Tobacco and Wine Monopoly
Bureau, Ministry of Finance)
• Chunghwa Post Corporation (predecessor was Directorate General of Post, Ministry of Transportation
and Communications)
3B. With government holding majority (more than 50%) of shares:
• Aerospace Industrial Development Corporation (predecessor was Aero Industry Development Centre,
Ministry of National Defense)
-----------------------------------------------------------------------------------------------------------------------------------------
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In summary, Taiwan’s public enterprises have developed from three major sources: (1) The
ROC KMT government took over Japanese-owned enterprises at the end of the Second World
War and transformed them into its own public enterprise sector; (2) several mainland ROC
government enterprises moved to Taiwan in 1949 and so added to the sector; and (3) after
1949, the KMT government in Taiwan established a number of new public enterprises to
accomplish particular purposes such as industrial development, financial security, national
defence, and social and public welfare.

3.3 The Place of Public Enterprises in the Governance System
Governments in most countries usually regard public enterprise as a hybrid of both political
and economic organisation. Therefore, there is a need to establish various mechanisms to
control the public enterprises so the enterprises can be pressed into achieving multiple
objectives. This is the case in Taiwan where the public enterprise sector is treated legally as
an important part of the government structure, with annual budgets, critical investment plans,
high-level personnel appointments, personnel management, financial accounting and auditing;
even everyday operational matters all under a number of strict regulations and the supervision
of relevant government organs and processes. Taiwan also resembles other countries in
having established a well-organised governance system for the supervision and control of
public enterprises and their everyday activities.

Within the Taiwanese central government, the Executive Yuan (the Premier and shareholding
Ministers), the Legislative Yuan, the Control Yuan and the Examination Yuan, all have
individual powers in order to exercise their control over the public enterprises owned by the
central government.

The powers of the Premier and Ministers over the enterprises are

exercised through the appointment and removal of board members, the issuing of critical
directives, inspections, the receipt and evaluation of reports, and budgetary control. Until
2007, Taiwan’s 24 public enterprises were under the supervision of seven Ministries of the
Executive Yuan.

Of these Ministries, the MOEA is very different from the other six

Ministries in having an internal department, the Commission of National Corporations which
is especially established for helping the MOEA Minister to manage the public enterprises
owned by the MOEA, responsible for its supervision.
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Legally, the chairpersons and general managers of the public enterprises have been nominated
by the supervisor ministers in advance, and later appointed by the Premier. However, the
board chairpersons of several specific public enterprises (ie. the CPC, TPC, CHT, CBC) have
been decided by the country’s President in advance. Accordingly, in practice, the Premier’s
functions and powers are seen as being a rubber stamp, simply helping the President complete
the final administrative processes in accordance with the relevant laws.

It is evident that the President is involved in appointing the chairpersons of the enterprises and
this has harmed, somewhat, the legitimacy of the Premier’s power. However, in most cases,
the Premier still has the ultimate authority in decision-making about enterprise matters. This
is because, in reality, a large number of critical decisions relating to the enterprises need be
submitted to the Premier for final approval. To assist the Premier in this function, several
ministry-level organisations of the Executive Yuan exist for the purpose of conducting
relevant reviews and giving advice to the Premier before he gives his final approval. These
organisations include: the Directorate-General of Budget, Accounting & Statistics (DGBAS),
the Council for Economic Planning & Development (CEPD), the Research, Development &
Evaluation Commission (RDEC), the Central Personnel administration (CPA) and the Public
Construction Commission (PCC).

The functions conducted by these ministry-level organisations are listed as follows: the
DGBAS is empowered to exercise budgetary and accounting scrutiny over public enterprises;
the CEPD is empowered to monitor the privatisation programmes undertaken by a number of
public enterprises; the RDEC is empowered in charge of evaluating the performance records
of public enterprises; the PCC monitors the effectiveness and efficiency of major public
construction plans conducted by public enterprises; while the CPA is empowered to provide
the Premier with some advisory assistances for setting up the employment and personnel
management matters of the public enterprise employees.

The operations and budgets of the central government-owned public enterprises are subject to
review and approval by the Legislative Yuan, and there are several appropriate committees of
the Legislative Yuan that look after the reports from the enterprises. Questions raised in both
the sessions and standing committees of the Legislative Yuan have frequently and
significantly influenced the activities of the enterprises.
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Taiwan is unique, compared to other countries, in that its parliamentary body does not cover
the operation of audit power. According to the ROC Constitution, audit power is one of the
powers enjoyed by the Control Yuan. In enacting its control over public enterprises, the
Control Yuan’s subsidiary National Audit Office (NAO) audits the accounts of the enterprises,
and the NAO is required to then submit its audit reports of the enterprises to the Legislative
Yuan and the Control Yuan. In addition, the Control Yuan can scrutinise public enterprises
using its censure and impeachment means.

The Examination Yuan is weak and indirect in exercising control over public enterprises when
compared with the Executive Yuan and Legislative Yuan, because it is only empowered to
supervise such matters as the calculation-scales of the payment, insurance, retirement and
pension matters related to public enterprise employees. The Judicial Yuan, in contrast, cannot
exercise any administrative directives over public enterprises. Summing up, within Taiwan’s
central government, the Executive Yuan, Legislative Yuan, Control Yuan and Examination
Yuan are all empowered to exercise administrative or legal controls, and in so doing are also
empowered to influence the public enterprises.
Organs
The Executive Yuan
(The Premier and Ministers)

Measures

Personnel
Appointment
The
Legislative
Yuan

Budget,
Accounting

Impeachment,
Censure, Audit
State-owned
Enterprises

The
Control
Yuan

Pricing
Policy

Report,
Question
Staff
Employment
Regulation

The Examination Yuan

Figure 3-1: The Context and Control Mechanism for Taiwan’s State-owned Enterprises

Figure 3-1 clearly illustrates the position the central government-owned public enterprises
(also called state-owned enterprises) occupy within the Taiwanese governance system. It
shows how the control mechanisms exercised by the central government are imposed on them.
The central government can exercise control over the enterprises through its executive,
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legislative, control and examination branches. When it does so, the government generally
exercises control through a variety of measures, ranging from personnel appointments, staff
employment regulation, pricing policy, budget and accounting, reports and questions, audits,
and censure and impeachment, among others.

A number of researchers have recently pointed out that most governments in the world have
faced a similar basic dilemma in maintaining a proper balance between government control
and corporate autonomy when exercising control over their public enterprises (eg. Hanson,
1959, 1962; Musolf, 1959; Prosser, 1986; Robson, 1962; Seidman, 1983: 67-68). By contrast,
in Taiwan this issue has not presented a serious problem the government; the public
enterprises are treated simply as part of the government, and exercising control has always
been seen as more important than giving more autonomy to the public enterprises.

3.4 The Labour Laws
In Taiwan public enterprise employees are legally part of the civil service group, and this
legal arrangement has meant that the employment terms and conditions of the employees are
fixed at the same conditions/items as those that are enjoyed by the civil service, according to
the government’s relevant civil service laws. Given this, employee wages and other relevant
employment benefits are set unilaterally by the government in consideration of its budget
situation and the balance with the practices of the labour market. This method is used instead
of such matters being decided through a collective bargaining approach between the
government, the management and the associated trade unions. In addition, public enterprise
employees can enjoy some rights and benefits which are the same as those legally enjoyed by
the nation’s civil servants.

The above arrangement might have worked as a double-edge sword towards all employees.
From the point of view of protecting employees, the civil service laws imposed on public
enterprise employees provide them with a good level of job security, because their managers
are having little flexibility to reduce or adjust their employee numbers in the way private
enterprise managers usually do. In practice, public managers cannot compulsorily dismiss
any employees or impose any wage-level reductions on their employees. Consequently, this
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means that the cost of hiring labourers in the public enterprises has always been at a higher
level, compared with that of the private enterprises.

However, on the other hand, public enterprise employees are all required to obey some of the
working obligations and accountabilities commonly required for the civil servants. These
requirements have clearly meant that they may face criminal charges in the case of violating
the compulsory obligations that are required of them in their workplaces. Despite such
potential crime charges, on the whole public enterprise employees have been protected, and
they enjoy numerous employment benefits because they are extended to public servants. In
general, they have enjoyed numerous benefits that are better than those enjoyed by private
enterprise employees. Perhaps this distinctiveness is a major reason for what Liu (1993)
identified when investigating the Taiwan state at the time it began to conduct its privatisation
policy in the late 1980s; that is, public enterprise employees were found to be concerned that
the price of the privatisation would mean a sacrifice of their employment benefits, including
the loss of handsome salaries, fringe benefits and the security of a government job. In fact, a
study conducted in 2002 has stated that about 25 percent of total former employees were shed
off in Taiwan’s 29 former public enterprises (Hong, 2002: 103).

In Taiwan, it has been noted that public enterprise employees are part of the civil service.
Moreover, they are further legally recognised as labourers according to the current labour
laws.

This has meant that they have rights to use these labour laws to protect their

employment rights and benefits in their workplaces.

By comparison, their employment

statuses are different from those enjoyed by other public employees working in the nonenterprise part of the public sector.

Given the fact that labour laws have significantly

influenced the employees in respect of their employment rights and conditions, there is a need
to understand what Taiwan’s current labour laws are doing.

Taiwan’s current labour laws include: the Labour Standards Law (LSL), the Labour Union
Law (LUL), the Collective Agreement Law (CAL), the Settlement of Labour Disputes Law
(SLDL), the Labour Insurance Act and the Labour Safety and Health Law. These labour laws
basically emphasise a strong role for the government in providing the welfare for all workers,
as well as the right of workers to organise their own unions and to engage in collective
bargaining with their employers. In other words, the major goal of the Taiwanese labour laws
is to provide the labourers with some essential social welfare, and so maintain a peaceful type
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of industrial relations for the promotion of its continuous industrial and economic
development.

The Taiwanese government mainly used its relevant civil service laws to regulate the
employment terms and conditions of public enterprise employees until the LSL was put into
effect in 1984. The LSL deals with wages, working hours, women’s and children’s labour
conditions, retirement and compensation for industrial accidents. In addition, it delineates the
rights and obligations of workers and employers and other important employment matters.
With the implementation of this Law, the employees were given the status of labourer. This
means that public enterprise employees are now eligible to use this Law to regulate their
reciprocal rights and obligations with their employers, even though they are still regraded as
part of the civil service. By comparison, civil servants and teachers are not subject to the
protection of the Law in the same respect.

The LUL, the SLDL and the CAL are designed to protect the rights of workers to organise
trade unions, reach consensus on employment issues, protect their collective interests and
address their grievances and opinions.

However, in practice, quite evidently the active

functions of trade unions are still dominated by the government and employers, and collective
bargaining is poorly developed in shaping the relationship between employers and trade
unions. In Taiwanese public enterprises, trade unions are ‘enterprise unions’ consisting of the
employees of one firm. And, public enterprise employees are encouraged to organise their
union because the government is in need of presenting a good model to the private sector.

However, trade unions only have limited functions in the matter of protecting members’
workplace rights and benefits. During several decades of martial law all strikes were illegal,
being prohibited by the KMT government (Asia Watch Committee, 1987; Ho, 2006: Hsiao,
1992a). However, even though martial law was lifted in 1987, until recently trade unions
continued to have a weak position in taking any strike actions against their employer or the
government. Notably, this is because the LUL has strictly regulated that a legal strike may
occur when mediation has failed and arbitration has yet to commence, and then only after a
ballot of all members has been held in which majority of the members has endorsed the strike
proposal.

Also, industrial actions must be directly work-related; sympathy strikes and

political strikes are banned. Consequently, it is still difficult for trade unions to take any
serious industrial action.
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The CAL is used to promote collective bargaining as a bilateral process of compromise and
problem solving by those directly involved. However, by Western standards, this law is
ambiguous and incomplete, and in Taiwan it is highly contradictory in practice. The law
contains many provisions which discourage the development of bilateral bargaining
relationships. For example, the government must approve any agreement between employers
and trade unions before it is put into force. The government has the right to cancel or amend
it if any provision of the collective agreement is contrary to laws or regulations, is
incompatible with the progress of the employer’s business or, is not designed to ensure the
maintenance of workers’ normal standards of living.

The collective agreement system has been almost useless in regulating the employment
relationships between the trade unions and the enterprises. In 1999 only 301 collective
agreements were signed (CLA, 2000: 74). Two main factors explain this situation. First, its
existing labour laws have set most of the employment standards and conditions, so the
collective bargaining process is rarely used for setting wages and benefits policies in the
workplaces (Wei, 2003: 50). Secondly, the constraints exerted over trade unions in regard to
industrial action have inevitably damaged the effectiveness of bilateral collective bargaining
(Kleingartner & Peng, 1991; Hwang, 1993). In other words, collective bargaining is provided
by legislation; however, it has not had a significant function in practice (Pan, 2001).

The SLDL defines the types of industrial disputes; they are: ‘rights disputes’, which include
any disagreement between workers and employers concerning rights and obligations
contained in laws, regulations and collective agreements; and ‘interest disputes’ or
‘adjustment disputes’, which are defined as disputes that arise between workers and
employers when they cannot agree about changing the terms and conditions of work. In
addition, the law mentions the official disputes settlement machinery, which includes the
courts, mediation and arbitration by government-established tribunals. Besides this, lockout,
strikes and other forms of industrial actions are prohibited when mediation or arbitration
proceedings are taking place.

Taiwan has not had marital law for over two decades but its labour laws have continuously
put trade unions in a weak position for taking any form of industrial action against either the
employers or the government. Some writers have recently noted that several public enterprise
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trade unions have developed some alternative strategies to overcome this dilemma. For
example, both Kleingartner & Peng (1991) and Pu (1994) report that several particular trade
unions have sometimes adopted a series of actions called ‘collective sick-off’

3-6

and/or

‘collective meeting’, which are regarded as legal actions by the LSL and the LUL, and in
practice are a substitute to industrial action in order to express their demands towards the
government and employers. In this way these unions have been able to legally escape the
charge of violating the penal provisions of both the LUL and the SLDL.

3.5 Summary
This chapter clearly illustrates that the Taiwanese state has used a set of mechanisms to
control public enterprises and their everyday activities for several decades. The government
has made a continuing effort to get the public enterprises treated as part of the government
rather than ordinary, independent businesses. Secondly, given this approach, the government
has inevitably imposed a series of relevant legislations upon the public enterprises in order to
control their everyday activities.

And, finally, the employment conditions, rights and

obligations of public enterprise employees have been regulated by the Taiwan’s civil service
and labour laws.

According to relevant political theories, a country’s political system is composed of a number
of subsystems. Based on this thinking, the public enterprise sector can be regraded as one of
the subsystems and it can be hypothesised that whenever there is a change in the political
system this change will have an impact on the public enterprises in terms of their relationship
pattern with the government, and also on the government’s way of managing the public
enterprises. Taiwan has experienced a series of political changes over the past two decades
and has now become a democratic polity. Of these great changes, not surprisingly, the most
significant one is the DPP, with its long established-commitment to a democratic way of
governance, replacing the KMT in the power position of the central government. This is a
huge change requiring us to pay attention to two critical issues in this research. First, has this
change been conducive to a democratic way of managing public enterprises? Secondly, are
Taiwan’s public enterprises any better placed than they were previously, in terms of their
potential to improve autonomy and governance? These issues will be examined in the later
chapters by investigating whether there are any critical differences in these matters of public
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enterprise management between the periods under the KMT rule and the current DPP rule.
And, if there are, identifying them.

Notes
3-1 The Premier, Vice-Premier, ministers and chairpersons of the Executive Yuan are not entitled to legislator
status in Taiwan’s parliamentary body; they are not members of the Legislative Yuan.

3-2 The number of total seats has been reduced from 225 to 113 in the seventh Legislative Yuan election being
held on January 2008.

3-3 The form of the executive agency has long been employed in Sweden’s own administration for several
centuries. And, this has become better known elsewhere following Britain’s ‘Next Step’ program conducted
in the late 1980s and through the 1990s (see Wettenhall, 2003a: 9-10; 2003b: 230-231). It is said: ‘These
agencies would still be regarded as being parts of departments, but each such would have its own chief
executive who would be directly responsible to the minister and its own policy and resources framework
that would provide it with a clear focus and clear targets’ and also ‘unlike the older breed of statutory
authorities, no legislation was required to establish such an agency’ (Wettenhall, 2003a: 9).

3-4 In Taiwan its legislative context does not require that a statutory corporation must be owned by the state
solely. In practice, some private individuals are permitted to be shareholders of such a corporation when
taking some special factors into account. For example, the Aerospace Industrial Development Corporation a state-owned enterprise of the MOEA – is a statutory corporation but, currently, its 0.30 % of total shares
are owned by several private individuals. Summing up, Taiwan may be unique compared to Australia,
Britain and other countries, in its definition of a statutory corporation.

3-5 Detail in Table 3-2 from the RDEC, Taiwan.

3-6 The Labour Standards Law protects that every single employee has the right to apply for ‘sick off’, but it
does not limit the numbers of so-called sick off employees on one day (see Article 43). Also, the Labour
Union Law claims that every single employee has the right to participate in a union conference, but, this law
does not address whether all employees can be allowed to take part in a conference at the same time (see
Article 19 & 21).
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4. Literature Review and Development of an Analytical
Framework
________________________________________________________

This chapter is a review of the literature that focuses on public enterprise management issues.
It begins with consideration of research that verifies the link between public enterprise and its
political environment and shows that public enterprise is a result of political actions. Based
on this precondition, the later part of the literature investigation shows that the topic of public
enterprise management has generally been linked to national politics in every single country
and so can be examined by focusing on four critical aspects: (1) the control mechanisms; (2)
the government-enterprise relationship; (3) the impact of industrial relations; and finally (4)
the implications of reform and privatisation.

From the literature review a normative

framework is created and this is then used to assist with the later examination of individual
cases. Throughout this examination of sample cases the question addressed is: has the change
of government in reality depoliticised the way public enterprises have been managed in
Taiwan during years of DPP rule?

4.1 Public Enterprise and Its Political Environment
4.1.1 Reasons for establishing public enterprises

What is a public enterprise? The term ‘public enterprise’ has been used widely and it has also
been used loosely.

This means that it lacks a universally agreed-upon definition.

For

example, public enterprise can be defined as state ownership of industrial, agricultural,
financial and commercial undertakings (Hanson, 1959: 115); or, ‘public enterprise may be
understood to be an activity in which the majority ownership and/or control is non-private and
which is intended to be viable through sales activity on the basis of price-cost relationship’
(Ramanadham, 1984: 66). In Evans’ view, ‘public enterprise can be defined broadly as the
production of goods and services by the public sector, whether by departments of state or by
corporatised or commercial entities’ (1995: 23).
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Why have large numbers of public enterprises been created and allowed to operate in both
developed and developing countries through the past several decades?

It is widely

acknowledged that during this time most governments have accepted that public enterprises
should be used to implement government policies, deliver services well, and achieve other
government goals such as building national infrastructure, developing national industry and
economic activity, and achieving social and economic justice. In particular, in Western
countries a large numbers of public enterprises have been created for the purpose of helping
governments achieve the goal of protecting the public interest.

In Western countries, government action is generally considered essential to preventing
potential free-market failure and protecting the public interest. The governments have two
main ways of dealing with these matters. A government may nationalise private enterprises
into the public sector or create public enterprises and then instruct the enterprises to supply
goods or services to the public; it may require them, at the same time, to be operated for the
pursuit of public welfare rather than the maximisation of profits. Or, it may regulate private
enterprises with a structure of incentives and constraints so that private interests coincide with
public interests (Mascarenhas, 1992: 385; Mohun, 1989: 77). Accordingly, no matter whether
a public ownership or government regulation situation has been created, there has been a
clearly recognisable common end from the point of view of governments; namely, to protect
the public’s interests (Welsh, 1982: 81).

Experience in Western countries is that most governments have chosen to establish and
operate the public enterprise system to protect the provision of infrastructures, and also to
create a welfare state for the benefit of the general public (Mascarenhas, 1996: 60; Prosser,
1986: 222; Wettenhall, 1988: 44). Even though the United States, a stereo typical capitalist
country, has a long-term history of allowing private companies to operate its infrastructures
while imposing a number of regulatory institutions on them with the aim of preventing any
potential abuse of public interest occurring (King & Maddock, 1996: 8; Mascarenhas, 1992:
389-391, 1996: 61; Welsh, 1982: 81-87; Wettenhall, 1988: 45), in fact, this country has been a
significant user of public enterprises to accomplish multiple public welfare objectives,
notwithstanding its international image as country with a typical capitalist and free-market
system (Wettenhall, 1993: 41-44).
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Over the same period, public enterprise was popularly employed as a major tool of state
intervention in the developing countries also. The impressive achievement of economic
development in a number of these countries (especially some newly industrialised Asian
countries) owes much to the successful interventions of the states (see Cheung, 2002: 68-74;
Deyo, 1987; Farazmand, 1999: 551; Hodder, 1992: 86-89; Hughes, 1988: xv-xvi; Lee & Lee,
1992: 107; Wade, 1990). In Vichit-Vadakan’s view (1979: 26), this state intervention was
carried out with a ‘top down process’ strategy.

The principal reason is because these

governments had to deal with inadequate infrastructures, shortages of investment capital and
managerial and technological skills, as well as a lack of means for stimulating productive
investment and increased productivity (Musolf, 1976: 81). State intervention was popularly
used as a panacea for curing these developmental ills. In Hodder’s view, the countries’
developments were not dependent on laissez-faire development policies or central
government control but, instead, on guided development through extensive government
intervention (1992: ch.7).

The governments of developing countries might have had several strategies to overcome the
many obstacles to national development, but public enterprise was a principal and appropriate
tool in dealing with them (Hughes, 1998: 211-213; Noranitipadungkarn, 1979: ch.1). In
practice, however, public enterprise was inclined to be used, also, as a tool for exercising state
intervention, since in these countries it was commonly believed that government was the
prime agent of economic development, providing infrastructure, and producing goods and
services, often through the mechanism of the public enterprise (Hughes, 1998: 211-213).

The use of public enterprises was seen as a popular means of overcoming the obstacles of
economic development (Hanson, 1959: ch.2) because, during that time, private enterprises
were not willing to enter some areas of economic activity, especially those areas where that
would benefit society rather than their own interests, and/or they were not interested in
undertaking any project of long gestation or needing high levels of investment. In such a
situation, public enterprise could be, and was, considered an appropriate means by which to
fill the vacuum (Noranitipadungkarn, 1979: 283). In Wade’s words, ‘public enterprises have
been used as the chosen instrument for a big push’ (1990: 110).

Similarly, the histories of early modern Australia, Canada and New Zealand, as well as the
post-war experience of Britain and the United States show a close link between national
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development and the establishment of public enterprises (Gordon, 1981: ch.1; Mascarenhas,
1982: 16-20; Musolf, 1972: 12-14; Wettenhall, 1985: 126-129, 1987). Why is this so?
Clearly, at the time, the public enterprise system was created as an instrument to provide the
general public with essential goods and services (Mascarenhas, 1992: 385); and it did, in fact,
effectively deal with the dilemma that was there because private enterprises did not exist, or
were held back because they did not expect a satisfactory return on investment (Evans, 1995:
22). It is also noteworthy that it would be much easier for a government to achieve its stated
purposes by guiding the activities of public enterprises rather than guiding the activities of
private enterprises (Musolf, 1972: 9).

The experience of both developed and developing countries illustrates that most governments
have recognised the significance of the public enterprises in their national contexts. In
practice, public enterprises have been used by governments as a means of intervention in
response to market failure (Mohun, 1989: 73), a stimulator of national development
(Wettenhall, 1987: ch.1), a means of overcoming the obstacles of economic development
(Hanson, 1959: ch.2), a powerful instrument and/or organ of government policy (Drake, 1970:
26; Redwood, 1980: ch.1; Parris, Pestieau & Saynor, 1987: ch.7), and/or, a way of
maintaining good industrial relationships and helping government to be a good employer
(Pryke, 1971: ch.5).

As discussed above, governments in the world have two main motives in establishing their
public enterprises. One is the ‘practical necessity’, and the other is ‘political philosophy’.
However, in most countries the political and practical factors have both blended together in
determining the constitution of the public enterprise system (Friedmann, 1970: 303-305). In
Friedmann’s view, the nationalisations of Britain, France and Soviet-type countries after the
end of the Second World War were typical examples of the creation of public enterprises
based on political ideology, in contrast to what occurred in other countries where public
enterprises were created as empirical responses to special needs, without any preconceived
theories (1970: 303). The case of Renault’s nationalisation in France serves as a specific
sample of the role of political ideology. The reason the de Gaulle government nationalised
this company was simply because the company’s former private management had
collaborated with the German occupying forces during the war period (see Wettenhall, 1988:
44-45). In sum, it is evident that, as Wettenhall argues in discussing the history of public
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enterprise development in Australia: ‘the evolution of the public enterprise network tells us a
great deal about the distinctive character of this country’ (1987: ix).

4.1.2 Enterprise’s significance varied by political environment

As discussed in the previous section, during the period under consideration the establishment
of public enterprises and the process of their development, have been mainly attributed to two
major political beliefs. The first is a belief that public enterprise can be used as a means of
effectively protecting the public interest; the second is a belief that public enterprise can be
employed as a powerful tool for national development. Surrounded by such favourable
beliefs, public enterprises have generally enjoyed a great deal of legitimacy and played a
significant role in national politics, the economy and society in both developed and
developing countries. However, this type of political climate and environment favourable to
public enterprise has not always existed. Whenever the political environment that the public
enterprise sector enjoys within the state has changed, there has been subsequent damage to,
and/or removal of, the significance of public enterprises in the state’s political, economic and
social context.

In most countries the place public enterprises occupy in national politics is now very different
from what it was previously. A change has taken place over the last two decades. It is widely
acknowledged that the British experience of nationalisation and later privatisation serves as a
valuable case for explaining why a government that was previously committed to a public
enterprise system, could later turn and undermine this system by selling its public enterprises
into the private sector. Therefore, in this examination of why and how favourable political
conditions previously enjoyed by public enterprises could have disappeared, the discussion
draws heavily on what has occurred in Britain during the last several decades.

It is generally recognised that the Labour government’s motivation for nationalisation in postwar Britain was a mix of political, economic and philosophical factors (see Grimestone, 1990:
4; Reid & Allen, 1970: ch.1; Curwen, 1986; 25). As Kelf-Cohen noted, the British Labour
Party’s implementation of nationalisation programmes was mainly dependent on the belief in
public ownership, a central tenet of the Labour Party (1969: 300). Why was Labour so
committed to accomplishing nationalisation? Taylor concludes that it was because it desired
to achieve the goal of the common ownership of the means of production, so the proceeds of
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the industry would be equitably distributed and the administration and control of industry
ensured to be in the public interest (1980: 10).

At that time, the Labour government, as a matter of ideology, believed that if major services
and products such as gas, electricity, petroleum, railway, water and telephone were under the
control of the private sector there might be a threat to the public. This risk is described by
Curwen: ‘where a natural monopoly arises in an industry which is essential for the welfare of
the community, there is always a risk that private owners may exploit their positions by, for
example, threatening to shut off supply if they do not get a rise in price’ (1986: 31). Such
potential danger had the Labour government committed to a belief that, without direct state
control of such companies, it would be impossible to carry out a comprehensive economic
plan, and then create a society where there is a fair allocation of resources (Grant & Nath,
1984: 65).

Clearly, ‘the process of nationalisation would transfer their wealth and power to the
community at large, and would allow the general public to enjoy the benefits derived from
ownership of the means of production’ (Grant & Nath, 1984: 34). In addition, it is also
expected that state/public ownership can give the state more power to impose a planned
structure on the economy and, at the same time, protect the interest of consumers against
exploitation by private monopolies. With a public enterprise there is no need to establish a
separate and independent regulatory authority (Majone, 1994: 55).

British nationalisation was attributed mainly to a belief in public ownership, a corner stone of
Labour Party ideology. Nevertheless, it would be inappropriate to exclude the impact of other
factors in bringing the nationalisation programmes into play. In fact, there was a broad
consensus that embraced a commitment to the welfare state and Keynesianism during the
post-war period that provided nationalisation in Britain with a favourable political climate and
environment. Such a commitment to Keynesianism was a probable reason why the many
succeeding Conservative governments retained the public enterprise system during the 1960s
(Kelf-Cohen, 1969: 316). In addition, there was the optimistic belief that full employment
and a welfare state could be achieved through the nationalisation process (Weir, 1989: 80).

However, such political consensus suddenly disappeared.

The election of the Thatcher

government in 1979 marked a turning point, and a reduction in the significance of public
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enterprises in British politics. In Gamble’s view this government sought to promote a ‘free
economy and strong state’; a coercive state was required to create the free economy (1988:
ch.2). To achieve this, it was essential to reorganise and discipline two overly powerful
pressure groups – the monopolistic nationalised industries and the monopolistic trade unions
(Wolfe, 1991: 243-247). From then on, Britain’s public enterprises began to lose their
favourable political environment and, in recent years, most have been sold to the private
sector.

The British experience of public enterprise development may serve as a typical case to show
the link between the development of a public enterprise system and its political environment.
It is evident that a new trend affecting the development of public enterprises has emerged in
both industrialised and developing countries through the latter half of the twentieth century.
Following the end of World War Two, governments around the world generally recognised
the significance of public enterprises in their national politics, economy and society. But later,
from the 1980s on, a new type of ideology, with a negative attitude towards public enterprises,
became the fashionable trend and it spread into many countries. More and more governments
determined to ignore the significant role public enterprises can play in their countries, and
came to regard privatisation as the best solution to deal with public enterprise problems
(Farazmand, 1999: 551-52, 2001: X; Wettenhall & Thynne, 2002: 3-5). Accordingly, the
political environment that was formerly so favourable to public enterprises has either been
modified or has disappeared. This change has meant the once significant public enterprise
system coming into serious question. At the same time, this change has had, as one would
expect, a significant impact on the management of those public enterprises that have
continued to operate.

4.2 The Control Mechanisms
4.2.1 Rationale for exercising control

Every public enterprise should have two qualitative dimensions: the ‘public’ aspect and the
‘enterprise’ aspect. The public aspect demands that the enterprise serve a public purpose,
while the enterprise aspect requires that it function as a commercial organisation attempting to
achieve the objectives normally expected of a commercial body (Hill, Mittal & Kulasingham,
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1989: 3). In Ramanadham’s view, the public concept involves three essential elements,
namely, non-private accretion of net benefits, public decision-making and social
accountability.

The enterprise concept means that a public enterprise has a two-fold

commercial purpose: financial viability and an appropriate cost-price equation (1984: ch.2).
Accordingly, both the public and private features have contributed so that a public enterprise
can mix the dual advantages of marketplace and government power (Farazmand, 1996: 16).

These associated characteristics may be the reason why a number of political, social and
financial obligations are imposed on public enterprises. In practice, such an arrangement for
public enterprises provides a means of putting their ‘public’ characteristics into reality (Rees,
1976: 17-18; Curwen, 1986: 36). In theory, the obligations placed on public enterprises can
be achieved consistent with three principles: (i) they have to provide services to all; (ii) they
have to be fair and non-discriminatory; and (iii) they have to provide special and generally
unremunerative treatment to some small groups (Foster, 1992: 78).

These characteristics have meant that public enterprises have been quite different from private
enterprises in their relations with government; they have also determined that public
enterprises have had difficulties in being treated as independent business organisations and
not simply as agencies of the government (Coombes, 1971: 211). In most countries public
enterprises play a significant role in the politics, economy and society, but they have also
tended to enjoy a monopoly position as national industries, in infrastructures building and the
provision of utilities (Hughes, 1998: 405).

The special characteristics have promoted a belief that public enterprises should undergo
more public obligations, parliamentary surveillance and government direction (Miah, 1990: 2).
There are also widespread expectations that governments should impose more interventions
on public enterprises (Zeckhauser & Horn, 1989: 15). In summing up these important notes it
may be said that it is clear why a government generally has two principal motives for
exercising control over public enterprises: ‘political necessity’ and ‘political accountability’.
The first, the political necessity motive, as discussed above, without doubt can be attributed to
the specifically public characteristics of the public enterprises.

The second motive that governments have for exercising control over public enterprises is
closely connected with ‘political accountability’. This accountability reflects the requirement
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for the public control of public enterprises, a process that is regarded as an essential part of
democratic politics. In an attempt to make political accountability a reality, there may be
three types of action taken by political authorities vis-à-vis public enterprises: first, ensuring
that a public enterprise works within the limits of clearly defined public policy; second,
periodical checking of public enterprise efficiency as an instrument for the pursuit of that
policy; and third, appointing top management (Hanson, 1962: 29).

In addition, the expectation that multiple objectives can be achieved by nationalisation has led
the public to believe that the government’s imposition of controls on public enterprises should
be an essential part of its responsibility (Prosser, 1986: 25). Accountability is based on an
assumption that government always has someone in charge of managing public enterprise
matters; but, this has usually placed any relevant politicians in an invidious position (Hughes
1998: 434) so that is has become an almost normal phenomenon to have a debate about public
enterprise control popularly sustained in many countries (Robson, 1962: 28, 1970: 79; Parris,
Pestieau & Saynor, 1987: ch.6; Foster, 1992: ch.3, ch.10).

4.2.2 Who controls? and What is controlled?

Every country has established its own specific system by which it aims to effectively deal
with relevant issues of public enterprise control. The exact nature of the control has varied
somewhat between countries, especially because there have been differences in political
systems as well as different country dynamics; nonetheless, there is still a certain
commonality in the mechanisms that governments have used to exercise control over public
enterprises. In general, a government’s control of public enterprises is conducted directly
through the executive, legislative and judicial branches of state. If the government is a
western democratic political system, the government’s control is generally exercised by the
three branches of the state, and includes: ministerial control, parliamentary accountability and
judicial control (Drake, 1970: 30-45). There may also be a fourth: audit control (Friedmann,
1970: 325).

How does a government exercise control over public enterprises? In general, the government
can conduct this action through a fairly complex administrative system. Rees believes that a
control system can include the following components: (1) obligations and responsibilities; (2)
financial control and accountability; (3) economic ‘ground’ rules; and (4) specific inquiries
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(1976: 13-14). Zines suggests such control can usually be exercised using: constitutive,
directional, financial and policy controls (1970: 229-38). In Hughes’ view the accountability
imposed on public enterprises can be presumed by legislative objectives, ministerial
responsibility, power of directions, board of directors, parliament, annual reports, financial
control and other government policies (1998: 432-33).

However, two types of contradictory tendency are evident in the control system. The first one
is a decentralisation tendency. There is difficulty arriving at a clear statement of the preferred
priority for public enterprises and this has tended to lead to the establishment of a set of
quantitative objectives, and pricing and investment rules for public enterprises. The second
tendency, in practice, has generally been the dominant type, and has been used for sampling
sets of decisions taken by public enterprises, and examining their specific plans before the
plans are actually implemented. This could result in larger information flows and longer
implementation delays compared with the decentralised system mentioned above, although it
could also reduce the risk of decisions going against the national interest (Rees, 1976: 13).

When the control system has worked, it may have caused public enterprises some difficulties.
When public enterprises have been required to achieve some non-profit objectives this
appears to have frequently brought about five areas of conflict in their business operations: (i)
economic efficiency and income distribution; (ii) profitability and income distribution; (iii)
profitability and macroeconomic policies; (iv) economic efficiency and profitability; and (v)
economic efficiency and macroeconomic policy (Rees, 1976: 7-11). In particular, they have
not been required to pursue a policy of profit maximisation if the public interest has been
divorced from the concept of profit (Curwen, 1986: 53). What happened in Britain clearly
shows that public enterprise managers could perceive public obligations as the principal guide
for operating the enterprises, and so could tolerate internal inefficiencies; their business
objectives were not only diverse, they frequently appeared to be incompatible (Bastone,
Ferner & Terry, 1984: 275).

Public enterprises, therefore, have generally suffered from problems of multiple objectives
which may have also been ill-defined and conflicting; and the enterprises have generally been
unable to resolve the associated dilemmas (Heald, 1988: 35-36).

Prosser argues ‘these

problems arose largely from the belief that the change of ownership would remove the profit
motive, which in itself would resolve the major political problems of industrial policy; the
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“public interest” alone would be an adequate guide for the boards’ (1986: 30). However, it
may be said that such ambiguous circumstances have made public enterprise control more
difficult to operate; and, perhaps this is why Redwood and Hatch claim, ‘the instability in
control may have become one of the prime troubles in government-industry relations leaving
everyone at a loss on how to judge performance’ (1982: 23).

It is recognised that it is difficult to define state-owned enterprise as either business or politics
(Coombes, 1971) and, even though a variety of control measures are exercised, it is difficult
to guarantee that public enterprises can be operated efficiently. In these circumstances a basic
dilemma for the management of public enterprise performance has emerged: ‘how can the
operating and financial flexibility required for the successful conduct of a business enterprise
be reconciled with the need for controls to assure public accountability and consistency in
public policy’ (Seidman, 1954: 183)? Public enterprise managers have generally encountered
a formidable challenge in their attempts to maximize efficiency on the one hand, and uphold
the equity and politics of the government sector on the other hand. They have always found it
difficult to achieve both economic and political goals at the same time (Farazmand, 1996: 1).
Despite the theoretical possibility that they might be able to achieve multiple objectives
required by a government, they have generally failed to achieve such expectations in their
practical operations (Mascarenhas, 1996: 63-64; Redwood, 1980: ch.1).

It is still a difficult task to measure the efficiency of public enterprises due to the difficulty of
achieving a balance between public accountability and business objectives (Wettenhall & O
Nuallain, 1990). In the view of Mascarenhas, there is a need, therefore, to distinguish the
difference between ‘policy efficiency’ and ‘operational efficiency’; otherwise, it is impossible
to require public enterprises to operate efficiently (cited in Wettenhall & O Nuallian, 1987: 4).
Mascarenhas also points out another difficult issue, namely, that neither the government nor
the enterprise has been easily identified as having responsibility for the performance of the
enterprise (1996: 63-64).

4.2.3 Organisational form and its control context

A number of researchers have focused their studies on the form and/or classification of public
enterprise organisations (eg. Friedman, 1970; Garner, 1970: 6-8; Hanson, 1959: ch. xi;
Ramanadham, 1984: ch. 5; Robson, 1962: ch.1; Seidman, 1983; Wettenhall, 1995). Their
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studies indicate that there is still no single or common way to deal with the matter of
classification. The reality is that, whenever a government decides to set up a public enterprise,
the government may have several options when deciding which form is the most suitable for
its purpose.

It is widely accepted that public enterprises around the world can generally be classified
according to various criteria.

Seidman, for example, claims public enterprises can be

classified in terms of such criteria as: the form of organisation (corporate or non-corporate),
legal status, ownership (wholly government owned or mixed), and organisational location (in
or outside a department of state) (1983: 66), while Ramanadham suggests, it would be better
to classify public enterprises in terms of: (1) ownership, (2) legal form, (3) activity coverage,
(4) objective mix, and (5) nature of emergence (1984: 43-45). For the most part, public
enterprises around the world can also be divided into three major groups: (1) departmental
government administration, (2) state/state-owned company or, (3) public/statutory corporation.

Why is it important to carefully deal with the classification issue of public enterprises? In
Garner’s view it is because to do so may help to describe the function of public enterprises in
a particular country (1970: 6).

In other words, with a given classification of a public

enterprise it would then be easy to understand the organisational form a public enterprise has,
its associated organisational characteristics including, operations and management issues, as
well as its relationship with the government.

It is evident in many countries that various organisational forms have emerged across the
public enterprise sector, and each has its own unique features in terms of organisational and
operational issues. And, numerous researchers have recently pointed out that the corporate
type of public enterprise, such as state company or public/statutory corporation, is generally
thought to have a number of advantages in its daily decision-making, decisions in regard to
budgetary, accounting, personnel and management issues, as well as corporate autonomy and
supervision issues, compared with the departmental type of public enterprises and decisions
concerning such matters (eg. Hanson, 1959: 337-56, 1962: ch.2; Mascarenhas, 1996: 61-63;
Robson, 1962: 24-28 & ch.3).

The conclusion is that a state company or a public corporation type of public enterprise, as a
body corporate, can generally be separated from other parts of government. This is an
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advantage that gives its decision makers greater freedom in making everyday decisions,
although it is still subject to a number of legal and governmental controls because its capital
and funds are derived from the state (Hill, Mittal & Kulasingham, 1989: 5). On the contrary,
a departmental type of public enterprise is directly subject to a number of control measures
that are applicable to other government departments. This organisational form of public
enterprise is, then, set up with specific associated enterprise characteristics that indicate how
much, and in what ways the government has imposed control upon it and its business
activities.

4.3 The Government-Enterprise Relationship
4.3.1 Effect of organisational form on government-enterprise relationship

It is acknowledged that public enterprises in many countries have mainly been created to
bring about the fulfilment of the multiple functions/objectives of governments; this means that
the public enterprises have been established as a result of political activities within the state.
In addition, by having this political linkage, whenever a government has decided to set up a
public enterprise it has had to decide what type of organisation this public enterprise should
have. Therefore, there is an implication that the organisational form a particular public
enterprise has is inevitably connected with the autonomy the public enterprise has to deal with
its everyday activities and also its relationship with the government.

In the view of Seidman public enterprises have gone through a three stage evolutionary
process of institutional development: (1) organisation on the same basis as other government
activities; (2) autonomous corporations with almost complete freedom from executive and
legislative control; and (3) public corporations subject to executive and legislative controls of
a new type especially devised to meet the needs of a business enterprise (1954: 183). In his
view, public enterprises in most countries have generally gone through this evolutional
process. In addition, the motivation behind the evolution is that most governments have
mainly aimed to achieve a balance between public accountability and managerial autonomy,
in addition to effectively managing and/or governing their public enterprises.
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In the evolution process of Seidman’s three-stage theory, the early or first stage involves
public enterprises being operated by the ordinary machinery of state, i.e. as or by government
departments. At the second stage, governments recognise that business enterprises have some
special characteristics which differentiate them from the ordinary administrative services of
government. They begin by diversifying public enterprise organisation forms, aiming to sort
out the conflicts among political, economic and social demands, and then searching for an
appropriate institution of public enterprise organisation that could effectively combine both
commercial interest and public interest imposed on the public enterprise. Consequently, the
movement to vest such enterprises in autonomous corporations and companies. But it later
went too far, they became too much autonomous, so they could defy governments. Finally,
at the third stage, the public/statutory corporation emerges as a widely accepted form of
public enterprise organisation since this institutional organisation could be expected to
balance public control and managerial autonomy steps (see Wettenhall, 1979: 249-55; Thynne
& Wettenhall, 2004: 614).

The evolution process of public enterprise organisations has inevitably resulted in the
question of what kind of government-public enterprise relationship pattern actually happens
in practice among the various public enterprises. First, if the public enterprise is organised as
a department or part of a department of the government, then its relationship with the
government should be regarded the same as that of the rest of the public sector. This means
that its everyday activities should be under strict scrutiny through relevant ministries and
regulations. Second, if the public enterprise is organised as a non-departmental corporate
form of organisation, then the whole relationship pattern changes, and it is required to operate
as a state company or a statutory corporation. Its whole relationship with government is
significantly different from what generally happens with a departmental form of public
enterprise. According to some researchers, the special features of the government-enterprise
relationship have been verified in recent years (see Hanson, 1959: 337-56, 1962: ch.2;
Mascarenhas, 1996: 61-63; and Robson, 1962: 24-28 & ch.3).

In short, a non-departmental corporate public enterprise generally enjoys a position of
considerable autonomy when dealing with the government in regard to decisions about its
everyday management issues and operational activities. It is generally recognised that a
corporate public enterprise can definitely be differentiated from a departmental form of public
enterprise by the additional opportunities it has to avoid the domination of its master and
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relevant ministers.

However, this arrangement may still bring about an ambiguity in

balancing political control and corporate autonomy for many corporate public enterprises. In
the next sections, therefore, an examination of the government-public enterprise relationship
will be focused on what actually happens in the non-department form of public enterprises,
enterprises such as the state company, public corporation, or statutory corporation.

4.3.2 A theoretical ‘arm’s length’ relationship

In regard to the government-public enterprise relationship, much academic attention has been
concentrated on classifying the relationship between the minister and the public enterprise and
its board. It has been well recognised that the minister is the most prominent person in the
exercise of government control over a public enterprise. It is crucial to refer to past British
experience to examine this aspect. In Britain, political control over public enterprises was
comparatively weak during the initial stage of generating public corporations. There were no
general control powers given to ministers by early legislation. However, post-war legislation
sharply changed this (Robson, 1962: 138-142).

When the Labour government adopted its nationalisation policy in 1945, Herbert Morrison’s
designation - an ‘arm’s length’ relationship model - was simultaneously adopted.

This

approach was intended to appropriately arrange the interactions between Ministers and the
public corporations for which they were responsible, as well as to regulate public corporation
management and other critical issues. According to Morrison’s designation, the relationship
between minister and public enterprise board can be defined clearly and conducted well. He
advocated:
The Minister should keep himself familiar with the general work of the Board or Boards with
which he is concerned. It is wise for him with his parliamentary Secretary and principal officers
concerned from time to time to meet the Chairman and, indeed, the members of the Board, to
discuss matters of mutual interest either formally or informally. On such occasions both the Board
and the Minister will be conscious of their legal rights: the legal right of the Minister to give
general directions or to withhold approvals, and the legal rights of the Boards within the field of
day-to-day management; but it is also desirable that such discussion should be free, frank,
forthcoming, and co-operative (Morrison, 1964: 273).
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Clearly, the Morrison model is expected to set up an arm’s length relationship between
minister and public enterprise board, making it possible to arrive at a balance point between
the independence and accountability imposed on public enterprise boards.

Within this

relationship structure, the minister has the power to determine the strategic framework for
each enterprise while still leaving the enterprise free to implement strategy on a day-to-day
basis without further intervention by the Minister (Curwen, 1986: 38-39). In working the
control model, Sir Norman Chester argued that ministers should have the following types of
power: they should have the power to appoint the chairmen and members of the boards; they
should have the power to issue general directions to the board; and, finally, they should give
approvals for a variety of programmes (quoted in Prosser, 1986: 23).

How does this relationship really work? Taking the case of Australia as an example, an
‘accountability chain’ is used to regulate the relationship between the government and the
government business enterprise (GBE). When the chain is in operation, the enterprise’s chief
executive officer or management team is responsible to the enterprise board; then, the board is
responsible to the responsible minister; and finally, the minister is responsible to the
Parliament for the performance of the GBEs (Evans, 1995: 27). Within this chain, each GBE
is under the supervision of a particular ministry, which can be called its master, or sponsoring
or parent ministry, and the enterprise carries the responsibility for the ultimate functioning of
the GBE under its jurisdiction and is accountable to the legislature for the enterprise’s
performance through its minister. However, it is also evident that a GBE may relate to other
ministries, ministries beyond its parent ministry. This is what Mascarenhas described as the
two level relationships in the control system. Level one concerns the enterprise’s relations
with the parent department. The relationship is direct and may be frequent, involving, for
instance, seeking for approval and carrying out directives. On the second level, it relates with
other agencies in the enabling system and this is often through the parent department (1988:
36).

However, within the control relationship there has been a great deal of suspicion that
ministers have generally influenced members of public enterprise boards without public
acceptance of the responsibility. This has been done by using what has been described as
‘lunch-time directives’ (Edwards, 1967: 14) or ‘lunch table directives’ (Drake, 1970: 30-36).
Through informal methods, Ministers have carefully hidden their activities and avoided
having to answer in Parliament on a variety of public enterprise matters in which they have
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intervened. Consequently, ministers responsible for public enterprises have tended to be
responsible neither to Parliament nor to the public (Robson, 1962: 142).

A public corporation or a state company should not be treated as a government department.
Rather, it should have a status given under ordinary law that makes it in almost every way a
commercial company (Robson, 1962: 70) and, although ministers can be responsible for
overseeing and ensuring the enterprise’s efficiency, they have, in reality, neither the staff nor
the know-how to be able to carry out the responsibility in any meaningful sense (Robson,
1970: 80-81). A number of difficulties have frequently emerged with the interactions in
practice. It has been clearly illustrated that the government’s control imposed on them has
quite often been piece-meal and haphazard, and the degree and character of control has varied
greatly without any real basis (Seidman, 1983: 67-68).

This seriously unsatisfactory

condition can be attributed mainly to the basic dilemma of balancing government control and
corporate autonomy in some fundamental management issues.

4.3.3 Difficulty of balancing control and autonomy

It is desired that the relationship between government and the corporate public enterprises be
maintained at a balanced or adequate point, but it has been found that ambiguity concerning
the minister’s role in dealing with the relationship issue is always present. This is why
Prosser argues that ‘the prospective roles of ministers and boards were never clarified so the
control of the industries as part of general policy was conducted by back-door methods with
an accompanying blurring of responsibility. No proper attempt was made to set out the tasks
of the boards or to provide the means of monitoring their attainment’ (Prosser, 1986: 30). In
practice, ministers have been found to exercise their power extensively through using the term
‘directions of a general character’ and ‘national/public interest demand’ and public
corporations have usually not dared to object. In Robson’s view this is because ‘it would be
quite impracticable for a public corporation to challenge in the courts the legality of a
ministerial direction. This situation has meant that the government/minister would have the
means at hand to exert overwhelming pressure in many different ways on the corporation’
(1962: 141). Therefore, contradictions between managerial flexibility, autonomy and public
accountability have frequently occurred in public corporations (Hanson, 1959: xii, 1962: ch.8).
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It is argued that the relationship between government/minister and the enterprises should not
be regarded as a ‘chain of command’ and that the minister should consult with the board
before giving a direction. However, the ministers have quite often treated the chairmen and
members of the public enterprise boards as their own departmental officers (Robson, 1962:
145). Some have even argued that ‘governments have only interfered with management on
issues where technical arguments were irrelevant, political necessity being paramount’ and
‘the political skills of the chairman and the political weight of the board have often
determined the extent to which government has been able to have its way’ (Welsh, 1982: 151).
The diverse opinions have illustrated that the distinction between corporate autonomy and
government control has been clear only on paper. It has been unclear and extremely difficult
to operate in practice. In Coombes’s words: ‘the main disadvantage of the relationship
between government and the nationalised industries in this country as it has been so far is the
way it leaves ministers with incongruous functions’ (1971: 220).

Some Australian writers have pushed towards autonomy. Thus, in this attempt to resolve the
dilemma of balancing government control and corporate autonomy, Boyer has suggested that
public corporations should have an equal status with Ministers in their accountability to
parliament. To him, ‘a statutory corporation in Australia should be responsible, not to its
Minister, but to Parliament through its Minister, and that means the Parliament could require
of a statutory corporation the same degree of accountability as it requires of its Minister’
(1957: 31). Stretton points out that two models – ‘authority’ and ‘enterprise’ – could be used
to decide the relationship between minister and corporate public enterprise, and the enterprise
model is emphasised, rather than the authority model, in dealing with the management issue
in corporate public enterprises (1984: 197). Thynne, however, has suggested that there are
three types of relationship model between government and government enterprise:
‘command’, ‘exchange’ and ‘associational’ (1998: 304-305).

Existence of the diverse viewpoints mentioned above simply confirms why Musolf claimed:
‘to arrive at a working balance between freedom and accountability is an exercise in artful
government’ (1959: viii-ix). It also confirms what Wettenhall has concluded, namely, that the
evidence about the relationship between government and public enterprise board that occurs
in many countries shows that it has not been restricted to, and cannot only be interpreted as, a
model of a controlling relationship (1983: 17-21).

Clearly, the reality is that public

enterprises have been under, over and/or inadequately controlled and this has remained a
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common issue around the world (Seidman, 1983: 68). And, as Wettenhall and O Nuallain
advocated previously (1987), the governments and public enterprise boards should be getting
together to work through their unresolved issues, especially issues surrounding the
relationship between each other.

The
Government’s
Attitude

Authority
Model

Government
Control

Enterprise
Model

(Priority)

Corporate
Autonomy

Figure 4-1: Government’s Attitude and Relationship Model for Public Enterprises

The nature of the control-relationship may significantly impact public enterprise in its degree
of autonomy, performance and efficiency. It is argued that ‘the interaction between the
government and public enterprise management is the major factor which serves either to
promote or to constrain the efficiency and effectiveness of public enterprise’ (Vratusa, 1986:
9). In other words, there has been a close link between the government-public enterprise
relationship and the efficiency/performance of the pubic enterprise. Therefore, it is evident,
as Wettenhall and O Nuallain explain, ‘the control structure and mechanisms governments
establish to supervise public enterprises … can either stimulate or stultify enterprise
performance’ (1990: 13).

To sum up, the above discussions clearly indicate that the government-public enterprise
relationship appears to be like a pendulum swinging between an authority model on one side,
and an enterprise model on the other. This can be presented diagrammatically as in Figure 4-
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1. The figure indicates two possible extremes for government-public enterprise relationships.
If a government has the attitude to exercise powerful control over public enterprises it will
probably adopt an ‘authority model’ in its relations with public enterprises. On the contrary,
if a government believes that public enterprises should be given a significant degree of
operational autonomy and/or take responsibility for their own decisions, in managing its
relations with the public enterprises the government will most likely adopt an ‘enterprise
model’ instead.

4.4 The Impact of Industrial Relations
4.4.1 The good and/or model employer

Recently, researchers have attempted to explain some political features of the public sector
(this term includes public enterprise sector) that give an indication of public sector industrial
relations during the post-war era, features that are generally not found in the private sector.
The first of these features is the belief that government is the embodiment of the ‘good
employer’; that is, there is a notion that public enterprises should present a good model and
example to the private employer (Fredman & Morris, 1989: ch.2; Kessler & Bayliss, 1992: ch.
7; Pryke, 1971: ch.5; Winchester, 1983: 161). This has meant the industrial relations pattern
of the public sector being regarded as an example to the private sector regarding the
government’s ideas on these matters.

In general, every government has two principal means by which it can influence its national
industrial relations. ‘The first is via legislation, while the second is through the treatment of
its own employees in the public sector which can, in turn, constitute a ‘leadership by
example’ model for the private sector’ (Beaumont, 1987: 148). The experience in many
countries is that the establishment of public corporations has presented the associated trade
unions and employees in public enterprises with a favourable environment with which to
exercise political and economic influence (Hanson, 1959: 464-465). For example, British
post-war nationalisation was strongly expected to bring industrial peace, full employment and
industrial democracy (Robson, 1962: 320-321). However, it was found that trade unions
could effectively establish themselves in the public sector because, with the absence of the
profit motive, shareholders, stock market ratings and market competition, trade unions had a
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favourable environment in which to damage management’s power through collective
bargaining while simultaneously increasing their own strength (Hurl, 1988: 80).

When attempting to be a good employer the government does not necessarily have to pay
superior wages and salaries to its employees. With the ‘good employer’ concept has come the
notion of ‘fair comparison’ in earnings, that is, comparisons with what employees in the
private sector are earning’ (Loveridge, 1971: 39). In Britain, for example, it was suggested by
the ‘Priestley Report’ that the good employer seeks, rather, to provide stability and continuity
of employment, adequate facilities for training and advancement (cited in Beaumont, 1987:
149). In terms of practical application, ‘the good employer status refers to providing terms
and conditions at least equal to the best provided by the private sector employers. This would
cover: wages and benefits, stability and continuity of employment, adequate training and
career

opportunities,

consultation

between

management/workers,

unionisation

and

recruitment/dismissal procedures and policies’ (Whitfield, 1992: 111).

Why should the nature of industrial relations in the public sector serve as a model to the
private sector? In Ferner’s view, there are two points of note in answering this question. First,
‘the role of state-owned enterprises partly reflects the interests of social classes and groups
and the way they are represented within the polity’ (1988: 40). And, second, state-owned
enterprises have often been in the forefront of ‘progressive’ developments in industrial
relations (1988: 41). The government has not only emphasised the concept of the good
employer within its public enterprises, it has also sought to play the role of good employer
when presenting itself to the private sector.

In British experience, up until the 1970s, the notion of being a good employer appears to have
helped maintain industrial peace in public enterprises, when compared with the private
enterprises in terms of the number of strikes and days-lost (Pryke, 1971: 91-95).

As

Winchester has pointed out, the traditional pattern of industrial relations in the British public
sector until the late 1960s was one of highly centralised collective bargaining and extensive
provision of arbitration machinery. This led to public sector industrial relations being fairly
stable and uncontentious. There is little doubt that this peaceful situation was generated by
the notion of good employer, and this was the role successive governments were always
committed to playing (Winchester, 1983: 160-163).
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Nonetheless, not all public enterprises enjoyed peaceful industrial relations. The British coalmining industry dominated the strike statistics during that period, a predominance that came
to a peak in 1957 when mining accounted for 2,224 strikes out of a national total of 2,895
(Coates & Topham, 1980: 207). There was also evidence of conflict in others parts of the
British public sector during the 1960s and the 1970s (eg. Redwood, 1980: 2-3; Beaumont,
1981: 24-25; Winchester, 1983: 164). The conflicts related mainly to wage issues and were
frequently the causes of stoppages and strikes (Durcan, McCarthy & Redman, 1983: 246;
Winchester, 1983: 163-176). However, following the coming of the Thatcher Conservative
government in 1979, the traditional role of the British government as an employer came under
serious challenge (Fredman & Morris, 1990: 142-143).

4.4.2 Collective bargaining distorted as political exchange

The second feature is the notion of ‘political exchange’, the notion that has often been used to
explain the collective bargaining progress within the public sector. In the exchange market at
the collective bargaining level ‘the weapon of the organised workers is the strike, or other
forms of interruption of production. What the employer is paying more for is the assurance of
continuity of work. As the union is the agent capable of organising the strike, it is also by
converse, the agent capable of ensuring the continuity of work’ (Pizzorno, 1978: 278). In
general, an equilibrium state can be achieved through bargaining between the employer and
the trade union, but it may take a period to achieve this because both parties want to gain
some advantages or benefits for themselves in this bargaining process. In other words, they
are trying to maximise the strength of their side, and they may engage in open conflict from
time to time (Crouch, 1993: 29).

In Britain’s experience, if large-scale industrial disputes were to take place in a public
enterprise, the potential damage to the society and the public would be very serious, since
public enterprises are often the main or only provider of essential services and products, and
any large-scale strikes could lead to chaos and seriously damage the safety and welfare of the
general public (Beaumont, 1987: 133; Batstone, Ferner & Terry, 1984: 302-303; Morris, 1985:
227). The potential for this danger could force governments to be involved in searching for
peaceful settlement as soon as possible. However, there was always the danger of a dispute in
this sector becoming political (Crouch, 1979: 148) and one traditional solution to the
disruption of essential services, that of sending in the troops, could no longer be relied on
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because of the increasing technological complexity of the enterprises operations (Morris,
1985, 1986).

Given the potential damage that any industrial disputes or strikes in the public enterprises may
produce, the trade unions have learned to be smart enough to use strikes as a means of
bringing political pressure on the government (Beaumont, 1981: 24-25; Ferner, 1988: 44-45).
The trade unions have become generally willing to exploit this advantage to achieve their
demands, since ‘they know that their salaries will be paid more or less regardless of
performance and are not necessarily dependent upon the successful marketing of their
product’ (Redwood, 1980: 13). Also, trade union leaders have become smart enough to
conceive that ‘the power of governments to affect industrial relations such as pay,
employment, participation and work organisation … in public enterprises, provides a strong
motive for public enterprise trade unions to engage in political exchange’ (Ferner, 1988: 136).

In the search for industrial peace the government’s priorities have frequently and easily
transformed the interactions between the government, public enterprises and trade unions
from a collective-bargaining market into a political-exchange market.

In the political

exchange market, as Pizzorno described it: ‘the government which has goods, is ready to trade
them in exchange for social consensus and order with trade union who can threaten to
withdraw that consensus and order unless he receives the goals he needs’ (1978: 279). In this
situation, how quickly can the equilibrium state be achieved or broken? It would depend
upon the interactions and competition between two factors: the ‘willingness’ and the
‘capacity’ of both parties (1978: 285).

In the political exchange market, if each party has a strong confidence in its own capacity, and
a real willingness for exercising influence in the bargaining process, it may be a long time
before a move is made towards an equilibrium state and/or industrial peace. On the contrary,
if each party lacks confidence in its capacity and is reluctant to be involved in long-term
competition, the equilibrium and/or industrial peace may be arrived at sooner and be
maintained for a longer period.

The relevant context of public enterprise collective bargaining can be shown
diagrammatically as in Figure 4-2.

In summary, political exchange is different from

collective bargaining in an industrial relations system.
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The political exchange situation

differs from collective bargaining in the following ways: (i) in political exchange benefits are
obtained against a threat to social order or social consensus, while in collective bargaining
benefits are exchanged against a threat to the regularity of work; (ii) market power is a
function of the need for consensus, not of the demand for labour; and (iii) several actors may
concur with the unions in mediating consensus, for example, political parties (Pizzorno, 1978:
280).
Capacity

and

Willingness

Government

Public
Enterprise

Bargaining

Equilibrium
State

Process

Trade
Union

The Impact of Industrial Relations on National Politics, Economy and Society

Figure 4-2: Context of Political Exchange in Public Enterprise Industrial Relations

4.4.3 Political contingency affects management strategy

The third feature is that the nature of industrial relations in the public enterprises has
frequently been affected by the ‘political contingency’

4-1

and this has further made the

formulation of strategy in the public enterprises even more complex and uncertain than is the
case in the private sector (Batstone, Ferner & Terry, 1984: 10). Therefore, the real factor
determining the logic of management action in the state-owned enterprises is seen to be the
political contingency rather than the pursuit of profitability (Batstone, Ferner & Terry, 1984:
288). The presence of this factor has frequently affected industrial relations management
strategies in public enterprises, and it has forced governments to adopt consistent and
equitable industrial relations policies.
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In the view of government, the political and social costs of public sector or public enterprise
strikes have been relatively high, due to the sector often being a monopoly producer
(Beaumont, 1981: 31-34, 1992: 60). The government may have the power to punish the
strikers but, in most instances, the government prefers to avoid the strikes happening
(Beaumont, 1981: 35; Cordova, 1985: 174). Accordingly, at times the ultimate goal of
management is to prevent industrial disputes within the public enterprises, not to achieve
commercial performance and profitability.

In Britain’s experience, whenever political contingency was a major consideration for
governments dealing with industrial relations in the public sector, the government found it
necessary to provide superior working conditions and terms of employment for its employees
as a way of establishing uncontentious industrial relations, in order to promote benefit to the
public. In this circumstance, the government provided guarantees and concessions to the
public enterprise associated trade unions and their members. And, in return, the unions were
expected to take responsibility for avoiding industrial conflicts. These understandings can
explain why Pryke said that the British nationalised industries often suffered great pains and
difficulties when dealing with issues such as redundancy, because any dismissals might have
developed into industrial disputes or strikes (1971: 99).

With the enactment of such management strategy, the process of collective bargaining has
often been distorted by the government’s political considerations and the trade unions have
gained a monopoly position in the process. In general, the government and the enterprise
managements have been more concerned about the political and social functions being
conducted by the public enterprises than with their pursuit of profitability. Such evidence of
the political contingency has made it easy to understand why Andrew Pendleton says, ‘the
distinguishing features of national industries labour relations has been not so much various
specific institutional indicators, but the pattern of industrial relations decision-making, the
forces acting upon it, and the relationship with other types of decision-making’ (1997: 167).

However, in Britain following the coming to power of the Conservative Party in 1979, in
recognition of the industrial relations pattern within the public enterprises, the previous
political contingency was diminished and public enterprise managers were encouraged to
adopt a different strategy of political contingency to manage employment and industrial
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relations issues. Now public enterprise managers employed a hostile strategy to deal with
trade unions and other industrial dispute issues (Ferner & Colling, 1991: 402; Winchester,
1989: 5-8). The government viewed this new approach as ‘striking a new balance’ (Brown,
1991: 275). Kessler and Bayliss describe it as follows: ‘the big public-sector strikes of the
1980s would in other times probably have been settled by arbitration. The government thus
now preferred to settle disagreements by force rather than by peaceful means and, having
engaged in a dispute, was determined to win, regardless of cost’ (1992:187).

4.5 The Implications of Reform and Privatisation
4.5.1 Demands for reform

It is evident that government was popularly regarded as an ultimate problem-solver through
the latter half of the twentieth century. However, experience during this same period shows
that there were many instances of governments failing to use their relevant institutes and/or
mechanisms for achieving solutions. This was noted, for example, by Tivey who is adamant
that British nationalised industries were organized interests in their own right. He pointed out
‘they have now developed sufficient autonomy to be able exert influence on their own behalf
within the political system’ (1982: 42). Given the alleged failure of the public sector, it has
subsequently been thought that ‘there was a need to curtail the role of the public sector, by
reducing its weight and size to make room for the market and allow the force of competition
to play freely’ (Casale, 1992: 108).

This change has certainly brought a questioning of the public enterprise system and its
significance in countries where public enterprises previously enjoyed a great deal of support.
Take protection of the public interest as an example: ‘experience has revealed the fallacy of
assuming that public ownership guarantees public control. The crisis of the nationalised
industries is more a failure of regulation than a problem of productive efficiency’ (Majone,
1994: 53). In consequence of the failure of public enterprises to accomplish their designated
objectives, a political trend around the world that requires public enterprises to be operated
more efficiently has become evident (Shirley & Nellis, 1991: 1-3).
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There are diverse viewpoints among academics about the reasons for a government to commit
to reform. Some have argued that reforms are needed in the following circumstances: (i)
when its administration is failing to meet the demands put on it; (ii) when its administration,
although meeting current demands, is not equipped to tackle extra demands; (iii) when its
administration is unable to anticipate future demands, and (iv) when its administration does
not have effective methods in dealing with future demands (Caiden, 1969: 131-132). Some
have said: ‘There are five conditions that are generally met when public administration
reforms start to take hold: (i) leadership; (ii) vision; (iii) selectivity; (iv) sensitivity; and (v)
stamina’ (Wescott, 2006: 494). In Thynne and Wettenhall’s viewpoints, ‘a key trigger for
change has been an actual or perceived crisis of legitimacy, responsiveness and efficiency in
government. This has led to many governments seeking to reform their administrative system,
often quite extensively’ (2004: 609).

Shirley and Nellis in their book on developing countries, believe that: ‘the problem of the
public enterprise was a lack of market discipline ... Reform efforts have centred on
government/enterprise management systems to produce more independent and entrepreneurial
state-owned enterprises, and on the macroeconomic environment to create a more competitive
economy; it was thought that such combined efforts could correct the problems of the stateenterprise sector without dismantling it’ (1991: 1-2). Once having conducted the above
reforms, public enterprises will encounter a two-pronged attack – institutional and
macroeconomic – imposed on them, even though the enterprises are likely to remain stateowned for the foreseeable future (1991: 2).

Shirley and Nellis also argue that non-market approaches would have been less effective or
not sufficient to improve the situation of public enterprise failure. In dealing with this, it is
desired to force public enterprises to be operated more efficiently through a created
competitive-market or introducing the change to privatisation. As they said:
Even with a thoroughgoing reform of state enterprise, public ownership system will still impose
some disadvantages relative to private ownership, among them a greater vulnerability to political
interference, lower compensation for managers, and weaker financial discipline. Also, stateowned firms have not proven to be much of a cure against the abuses of monopoly power;
governments have made great efforts to prevent their enterprises from gouging the customer only
to find all too often that enterprise losses are gouging the taxpayer (1991: 2).
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Privatisation has recently appeared as a popular solution to public enterprise reform. This
preference has mainly been attributed to a clear belief, as Svensen and Teicher said: ‘that
private ownership produces more efficient outcomes than the public sector’ (1998: 362).
Nevertheless, it would be wrong to conclude that the introduction of privatisation has been
only for the aim of public enterprise reform. In Britain, privatisation conducted since the
early 1980s clearly indicates a political reality, namely successive governments aiming to redefine the role of the state in the economy and emphasise the influence of the free market
forces (MacInnes, 1987: 52-5; Gamble, 1988: ch.4).

The aim has been to change the

government’s role into a ‘regulator’ in place of the previous role as ‘provider’ in economy
(Green, Pyper & Wilson, 2002: ch.11). In John Moore’s words, ‘our main objective is to
promote competition and improve efficiency. Less government is good government’ (cited in
Kay, Mayer & Thompson, 1986: 93).

Not surprisingly, privatisation has often been employed as a well-defined ‘political project’
because the government has revoked its policy commitment to full employment and also
belittled its commitment to a welfare state. With privatisation in action, three key objectives:
increased efficiency of public sector, a smaller public sector, and the substitution of ‘real
public ownership – that is, ownership by the people’ – can be achieved through
denationalisations (Heald & Thomas, 1986: 49-51). In Beder’s view, ‘the stated goal of
economic efficiency was a cover for other more political and ideological goals’ (2006: 95).
Consequently, with the new role assigned to the government following the implementation of
privatisation, some regulatory institutions have been introduced to restrain the abuse of
monopoly power, foster competition and safeguard the interests of consumers (Terry, 1996,
2001).

The improvement of performance is not the only reason to conduct public enterprise
privatisation.

For example, the Australia’s Labor government during the early 1990s

introduced a trend of privatisation into Australia. At the time there were a number of
successful public enterprises and some of them were able to compete with private enterprises
(Wettenhall & Thynne, 2002: 7; King & Maddock, 1996: ch.2). So, there were probably three
main reasons for the action: (1) the government could no longer afford to heavily invest in the
public enterprises; (2) the government had a strategy to achieve revenues by selling assets
instead of raising taxes; (3) to avoid allegations that trade unions would hold the government
to ransom for achieving favourable working conditions (Wettenhall, 1996: 251).
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Many developing countries’ governments have been reluctantly forced to conduct their
privatisation programmes under the pressures of foreign governments and international
organisations such as the World Bank, the International Monetary Fund, and others, as a key
condition for technical assistance and financial aid. A number of researchers have confirmed
this political agenda (Beder, 2006: ch. 5; Cheung, 2002:63; Farazmand, 1999: 556, 2006: 366;
Vernon, 1988: 15). Foreign governments and international organisations have succeeded in
making many governments in the developing countries concede that private enterprises are
more efficient than public enterprises and that the money earned from the sale of public
enterprises could be used to pay off some of their debts (Beder, 2006: 97). Therefore,
because they must continuously ask for international loans, these countries have had no other
choice but to sell their public enterprises to foreign investors.

4.5.2 Strategies and their practical effects

In recent years, governments around the world have used a number of ways to deal with
matters relating to public enterprise reform. However, ‘a significant feature has been the
adoption of private sector methods for conducting public business, seemingly in the belief that
management is a generic function in all types of organisations, both public and private’
(Thynne & Wettenhall, 2004: 609). Bozec, Zéghal and Boujenoui in their case study about
Canadian state-owned enterprises, have pointed out two main approaches adopted for reform.
They are: (i) commercialisation and (ii) privatisation. Commercialisation has meant public
enterprises being under increasing pressure to introduce a new management philosophy
modelled on private enterprise practices, so they become profit-seeking organisations and
their non-commercial objectives are reduced or eliminated (2004: 81). On the other hand,
privatisation has meant public enterprises becoming profit maximising (2004: 84), since
ownership of the enterprises has been totally moved into the private sector.

Shirley and Nellis draw attention to the fact that most developing countries have recently
introduced three major strategies for public enterprise reform: (1) a policy framework, (2)
management reforms, and (3) privatisation. In their view, the most fundamental step is for a
government to establish an appropriate policy framework. This means that a macroeconomic
adjustment needs to be undertaken to create a more open and competitive environment for
public enterprises. Once this action is taken, public enterprises will become market-oriented
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firms without favoured status or a monopoly position. With the creation of the framework
public enterprises will have the opportunity to carry out more managerial reforms oriented to
seeking the delicate balance between autonomy and accountability in addition to performance
improvement. Finally, the most prominent mode of public enterprise reform is privatisation,
an action that could be expected to bring about the fulfilment of the following objectives: a
more productive and efficient use of the assets by the new private owners, the overall
strengthening of the market environment, and the unburdening of government (1991: 3-4).

Similarly, it is claimed by Ramamurti, most developing countries have, since the 1980s, been
committed to using both privatisation and ‘improving the quality of government control’ as
their most popular means of dealing with state-owned enterprise reform issues (1991). In
Turner and Hulme’s view, the wave of public enterprise reform has mainly committed
developing countries to a ‘private sector solution’ (1997: 175). By integrating what Shirley
and Nellis (1991), Ramamurti (1991), and Bozec, Zéghal and Boujenoui (2004) have
identified, it can be seen that there are generally three major approaches used in dealing with
public enterprise reform: ‘commercialisation’, ‘liberalisation’ and ‘privatisation’.

Of these approaches, the application of commercialisation is an encouragement to public
enterprises to operate for the achievement of financial profit in the way private enterprises do.
The implementation of liberalisation is to create a competitive market in which public
enterprises have to foster efficiency through participation in this competitive market. And,
finally, the change to privatisation provides the enterprises with the potential to maximise
their profits. Of course, there are various objectives for conducting these strategies, but they
all have one thing in common. They all urge enterprises that are either still in or have
previously been in the public sector to seek greater profits. Most importantly, it is evident
that ‘reform of the state enterprise sector and privatisation can be mutually supporting
strategies in the large objective of creating a more efficient and productive economy’ (Shirley
& Nellis, 1991: 3).

Figure 4-3 shows how each strategy has a different effect on public enterprises in the matter
of their operational objectives. When commercialisation, liberalisation and privatisation have
been put into practice they have had an impact on public enterprises in some specific respects.
First, the relationship between government and the enterprises is now significantly different.
Shirley and Nellis point out that the previous relationship between government and public
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enterprise is redefined when management reforms are undertaken (1991: 21).

This is

confirmed by Bozec, Zéghal and Boujenoui (2004: 79) who point out that enterprise boards
have, on the whole, evolved towards a set of structures and mechanisms that have the
potential to improve enterprise independence and governance, although this feature has
typically been more obvious in the privatised enterprises. It is also claimed by Thynne and
Wettenhall that recent reforms, in various countries, have sought to address a number of
assumed defects in the past administrative arrangements, and so have aimed to provide public
organisations with more significant legal and managerial power (2004: 610).

Commercialisation

Liberalisation

Seeking
More Profits

Privatisation

Maximising
Profits

Figure 4-3: The Effect of Different Reforms on Public Enterprise Objectives

Has the implementation of liberalisation and privatisation changed the dominant role of the
government in national economics?

There is considerable evidence showing why

liberalisation and privatisation has been conducted in many Western countries since the 1980s,
and showing, also, that the government’s role has changed as a consequence of the
developments. In Lane’s words, ‘in the new system the national government must combine
two roles, namely that of umpire in a deregulated economy with a competition regime, and
that of the owner of the equity of the public firms, wholly or partially’ (2002: 63). By
comparison, Asian and Pacific countries’ evidence is different, since their privatisations have
not necessarily absolved the governments of further interventions in national economic affairs
(Larmour, 1995: 117).

On the other hand, the implementation of privatisation has generally been harmful to the
workforce and industrial relations in the privatised enterprises. According to Australia’s and
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Britain’s experience during the 1990s, the reality was, as Svensen and Teicher said, ‘the
downsizing of workforces usually takes place prior to privatisation’ (1998: 364). For example,
there was a type of fear at British Airways when it announced it would reduce its labour force
by a third in the run up to privatisation (Casale, 1992: 110). A similar case arose with the
privatisation of British Telecom (Ferner & Colling, 1991: 403). Evidence emerged of a
similar pattern in Australia. For example, a considerable number of employees were forced to
leave Telstra and other public enterprises prior to their privatisations (Svensen & Teicher,
ibid).

Perhaps, the worst result of privatisation programs is that a huge reduction of the labour force
in privatised enterprises undermines the strength of the associated trade unions. Once the
government and/or its appointed agencies are replaced by private owners following the
accomplishment of privatisation, new employers could be expected to no longer have any
need to play the good/model employer role that they once did on behalf of the government. In
Svensen and Teicher’s words, ‘Privatisation therefore redistributes wealth and power in
regressive ways and presents unions with enormous challenges’ (1998: 365). This is probably
the most critical reason why many unions have taken up campaigns against privatisation.
However, some writers did not agree with such thinking. For example, it was claimed by
Marsh, ‘the change in ownership involved in privatisation has had a major effect on trade
unions in one or two cases, … but a more limited effect elsewhere’ (1992: 234).

4.6 Conclusion: The Normative Framework
This chapter shows that the management of public enterprises has generally been politicised
in some specific ways and in ways the management of private enterprises is not. Conclusions
drawn from the research literature discussed in this chapter have been summarised in a
normative framework shown as Figure 4-4. This framework has been created for the purpose
of assisting with an examination of how far, and in what ways, the management of public
enterprises has been significantly influenced by the political environment in which the
enterprises are placed and in which they operate their business.

The framework firstly shows there is an environmental aspect which, in most countries, is the
establishment, evolution or development of public enterprise organisations that owes much to
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the variability of its political environment. This brings about a situation such that whenever a
big change takes place in the political environment, the change inevitably has a significant
impact on public enterprise business activities overall, as well as on the way such activities
are managed. Secondly, the framework suggests that the relevant issues surrounding public
enterprise management in most countries relate to four critical aspects. These aspects are: (1)
mechanism – the mechanism for public enterprise control; (2) cognition – the government’s
attitude towards its relationship with public enterprises; (3) employees – the impact of
industrial relations; and (4) prospect – the implications of reform and privatisation.

1.Mechanism
Intention
&
Relationship

Industrial
Relations

Organs
Measures

3.Employees

2.Cognition
Public
Enterprises

Political Environment
Reforms
&
Privatisation
4.Prospect

Figure 4-4: A Framework for Analysing Public Enterprise Management

Taiwan has recently been transformed into a political democratic country. After winning the
presidential election in 2000 the DPP government, which replaced the KMT government,
specifically committed to governing the country in a democratic way. The Taiwanese state’s
nature has changed already, and this has meant that the political environment in which the
public enterprises run their businesses has changed significantly as well. Therefore, the
question arises: has the change of government promoted a different or more democratic way
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of managing public enterprises?

Using the normative framework developed from the

discussion in this chapter (Figure 4-4), this question will be examined comprehensively in the
following chapters, by analysing several aspects of the interaction between government and
public enterprises such as the government’s control mechanism, the nature or characteristics
of government-enterprise relationship, the impact of industrial relations, and the implications
of reform and privatisation.

Note
4-1 According to Batstone, Ferner and Terry (1984: 10), the ‘political contingency’ can be defined as the forces
acting on the state enterprise. The political contingency would be expected to affect the formulation of
strategy in the public corporation in an even more complex and uncertain way than is the case in the private
sector. And, if the political contingency determines the logic of action of the public corporation, then it is
also likely that it will affect management’s labour relations strategy.
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5. The Control Mechanisms
________________________________________________________
This chapter aims to examine whether the Taiwanese government’s long-established control
mechanisms for managing state-owned enterprises (SOEs) have been changed by the current
DPP government after its promise to promote a democratic approach to governance in Taiwan
(note: the ‘state-owned enterprise’ and the term ‘SOE’ that have both used in this chapter and
subsequent chapters is reserved for the public enterprises owned by relevant ministries of the
Taiwanese central government). It begins with a description of how the KMT government
employed certain mechanisms to deal with state-owned enterprise management issues. Then,
it examines what special developments have taken place in terms of these mechanisms since
the DPP replaced the KMT as the party in power in May 2000. Following these discussions,
relevant evidence is used to show that the state-owned enterprises and their activities have
encountered more and growing pressures from different branches of government. In brief,
this chapter discusses how governments of the two parties have used the same mechanisms of
state-owned enterprise control to implement their own objectives although, for the DPP, not
the objective of democratic governance.

5.1 The KMT Governance and the Use of the Mechanisms
5.1.1 An Executive Yuan-dominated system

In Taiwan, the entire government system has long operated by means of a so-called fivebranch government structure; this is prescribed by the ROC Constitution and the relevant laws
relating to the government structures. However, in practice, the operation of the five-branch
system during the martial-law-rule period was as Chang and Lam describe it; it was a oneparty dominated and Executive Yuan-led system (Chang & Lam, 1996: 117). From its
inception it was particularly evident that “power was concentrated in the hands of the
executive, with the legislative reduced to a rubber-stamping ‘legislative bureau’ of the
executive branch of the government” (Kau, 1996: 288). Consequently, the Executive Yuan
(including the Premier and relevant Ministers) has generally enjoyed a superior position and
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was able to implement its policies largely without considering its accountability to the
Legislative Yuan, the Control Yuan, the Examination Yuan and the Judicial Yuan.

At the outset the KMT was clearly the predominant party and effectively used an authoritarian
approach to rule the country and administer the activities within government. As a result, a
system of competitive party politics that many Western countries knew was not present at all.
Within the government, the KMT generally placed its elites in all the key positions of
different government organisations. In this way the entire government was under the party’s
firm control, because then the KMT could easily use its party apparatus to systematically
penetrate every sector of the government. In addition, the KMT imposed a regimen of strict
discipline and tough controls on all its members working within the government. Through
such control measures the KMT government was able to ensure its policies and directives
could be implemented effectively by all agencies of the government (Chang & Lam, 1996:
117-119).

Simultaneously, the Executive Yuan applied a ‘unitary administrative system’ as an effective
way of ensuring all its policies and critical directives could be, and would be, implemented by
its subsidiary ministries, local governments and public enterprises (including the SOEs). In
the operation of the unitary administrative system all administrative powers of government
organisations and public enterprises were clearly delegated from the Executive Yuan. The
Executive Yuan maintained a dominant power position and significantly influenced
legislative, financial and personnel issues in relation to the organisations (Chang & Lam,
1996: 121-122). Consequently, the situation was, as Painter describes: ‘as a result the state
apparatus, across all its personnel and management systems, reflected the core characteristics
of the regime: its ideological purpose, military styles of disciplines, and central forms of
control. These instruments of control and management provided the setting for a singleminded pursuit of developmental goals’ (2004: 373).

There is little doubt that the parliamentary function at the time was the way Liao describes it.
“A legislature in an authoritarian system usually is portrayed as a ‘Rubber Stamp’, and it
therefore has only symbolic meaning, no substantive functions” (Liao, 2005: 390). The
Legislative Yuan certainly did not have a significant impact on influencing the decisionmakings of the Executive Yuan, except in a small number of cases in which a few Legislative
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Yuan members tried hard to discommode the government through the questioning of its
corruption and wrong-decision events that happened within the government (ibid).

Also, the Control Yuan during that time had only a weak position in terms of its use of
checking and balancing powers in regard to any decisions/activities of the Executive Yuan.
In fact, its real function could be considered a political joke: the Control Yuan was
appropriately described as a ‘Paper Tiger’ when exercising its legal actions towards the
Executive Yuan. Why was this so? It was because the Control Yuan conducted a number of
correction and impeachment cases and sought to have the Executive Yuan take responsibility
for some bad policies and/or inefficient activities; yet, the Control Yuan only dared to correct
or impeach low and middle-level officials of the government and the SOEs, not the more
responsible top-officials and politicians. This poor record meant that the effect of the Control
Yuan on the Executive Yuan was negligible in terms of doing its checking and balancing act
against the Executive Yuan.

It was noted in Chapter 3 that the KMT government had established, and was already using, a
well-organised system of managing the SOEs during the martial-law-rule period. The control
mechanisms involved the central government dealing with state-owned enterprise
management activities through the four main branches of the government: the Executive Yuan,
the Legislative Yuan, the Control Yuan and the Examination Yuan. The above Yuans were
all empowered to exercise some essential controls over the SOEs. The measures they could
employ included personnel appointments, staff employment regulations, pricing policies,
budgeting and accounting, reports and questions, audits, and censures and impeachments,
among others.

It was notable that the Executive Yuan, the Legislative Yuan, the Control Yuan and the
Examination Yuan were all legally empowered to exercise their individual powers over the
state-owned enterprises, but the actual functions of the above four Yuans clearly illustrated
that the Executive Yuan always enjoyed a superior position when it came to exercise control
over the enterprises. Take the CPC, TPC, CHT, CHP and TRA that are examined in this
study as examples. They enjoyed a quite favourable environment in which to run their
businesses during this time, because they were generally required to run according to the
directives from the Executive Yuan rather than the directives from the other three Yuans.
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During the martial-law-ruled period the President of the Taiwanese state (he was also the
chairman of the KMT) was the most powerful leader; and certainly so compared with the
Premier, especially in terms of his numerous fundamental powers of government (Winckler,
1984: 485-6). The Presidents of the KMT regime, such as General Chiang Kai-shek and his
son Chiang Ching-kuo, were definitely the most powerful leaders, dominating Taiwan’s
politics and all the operations of government during their years in office. However, it was
notable that they were rarely involved in influencing matters decided by the Executive Yuan;
for example, decision-making about the pricing policies and top-level official appointments to
the SOEs.

In theory, such decisions relating to SOE management were made by the KMT ‘central
committee’ - the KMT’s core decision-making body, rather than by the President himself.
However, in practice, most decisions were made by the Executive Yuan in advance. In other
words, within the KMT decision-making system the Executive Yuan was the body
empowered to take charge of SOE management activities. And, indeed, it is important to note
that General Chiang Kai-shek and his son Chiang Ching-kuo were generally committed to
making the decisions about some issues they thought very critical, such as international
relations issues, Mainland China affairs and internal politics. This meant that the Premier of
the Executive Yuan was left with more power and autonomy to deal with the decisions
concerning other government issues, issues thought to be of little significance to the security
of the state and the party government.

5.1.2 Limited effect of earlier political democratisation on the mechanisms

On entering the 1980s the KMT government faced some important challenges from domestic
politics and the international community. In response to the challenges, in 1987 martial law
was lifted as the KMT aimed to use this reform to maintain the legitimacy of its political
regime in Taiwan. This major reform had an impact on Taiwan’s political development; but it
also had an impact on matters of SOE management because the change created a new political
circumstance in which the legislators had more chance to exercise influence on the
government and its enterprises. Therefore, it became clear that SOEs needed to pay more
attention to the legislators’ attitudes and standpoints. It was as Chao and Myers describe:
‘Government business now requires more time to be finalised.

The Legislative Yuan

scrutinises the budget more closely and passes laws checking the government’s power.
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Leading officials no longer have their way in managing the government’ (Chao & Myers,
1994: 230).

Once Taiwan began on its path towards becoming a democratic country the environment
which SOEs previously enjoyed and operated in changed as well. Most especially, SOEs’
top-level managers came to understand that they now needed to deal with the standpoints of
the Legislative Yuan and the Control Yuan. Despite this, the KMT remained a very powerful
political regime and the Legislative Yuan members and the Control Yuan members only
slightly increased their influence on the SOEs. In brief, such a situation resulted from two
main trends: (1) the rise of the DPP; and (2) the reshaping of the KMT’s internal-power
structure.

Clearly, the rise of the DPP and related developments is one of the most critical factors
changing the way Taiwan is governed (Fell, 2005). Since its establishment in 1986, the DPP
has gradually developed as a significant opposition party to combat the KMT in Taiwan’s
political arena. In later years, in an attempt to win more support from the general public, the
DPP adopted an approach of aggressively criticising the KMT government on its negative
record such as its undemocratic way of governance, its political corruption and its failure to
provide social welfare. And, the DPP was very successful in using the strategy to increase its
party legislators within the Legislative Yuan (Fell, 2005). Actions to carry out the strategy
included the DPP legislators in the Legislative Yuan frequently targeting some problem and
inefficient events that related to the SOEs.

The achievement of the DPP legislators reflected a new political reality. Any political party
could now make itself more popular with the general population if it would determine to take
some actions aimed at checking and monitoring issues that related to the Executive Yuan and
its subsidiary organisations. The DPP legislators’ gains in the Legislative Yuan not only
increased the party’s political popularity but also imposed more and more pressures upon the
KMT legislators in the Legislative Yuan.

Accordingly, numerous KMT legislators also

believed that the popularity of the DPP legislators might have, at the same time, discredited
the KMT legislators in their political functions and popularity in the eyes of the general public.
They were scared they might not be re-elected if they did not commit themselves to doing the
same thing as the DPP legislators did, namely, criticising the policies and activities of the
Executive Yuan (Cheng & Chou, 2001: 52).
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The lifting of martial law not only promoted Taiwan’s transition towards political democracy,
it also reshaped the KMT internal-power structure in later years.

The subject ‘internal

factions’ already existed within the KMT even when the party was under the leadership of
General Chiang Kai-shek and his son Chiang Ching-kuo. However, at that time the KMT
allowed only some local factions, and their corrupt practices continued to exist in Taiwan’s
local political activities. Why was this so? It was because the KMT believed it needed to rely
on grass-roots supporters in Taiwan’s local regions for assistance with winning local and
national elections.

Therefore, a clear patron-client alliance was established between the KMT and these local
factions in Taiwan’s political context. The local factions generally received an amount of
reward/benefit in return for expressing their political support towards the KMT. Some typical
examples were, as Cheng Ming-tong outlines: monopolistic economic activities in local areas
with special permits from the government; special loans and credits with especially
favourable terms from the state-owned commercial banks; local government public contracts;
land speculation in connection with urban planning and zoning for construction projects (cited
in Fell, 2005: 58).

The above situation with Taiwanese local factions remained unchanged until President
Chiang Ching-kuo passed away in 1988. After that, Taiwanese-born Lee Teng-hui succeeded
as President.

Soon, President Lee became aware that he was suffering from a strong

opposition alliance organised by the internal KMT mainland factions. In an attempt to defeat
the alliance, and also to secure his leadership in both the government and the KMT, President
Lee decided to use these local factions as a great resource to help him defeat the mainland
factions within the KMT. Encouraged by him, a number of local factions which had existed
and operated in Taiwan’s local politics for several decades eventually entered the KMT and
also the core KMT decision-making body – the Central Committee (Cheng & Chou, 2000).
As a consequence, President Lee was able to successfully reshape the KMT internal power
structure and make himself the supreme leader, ruling the country and the KMT.

During the time of President Lee’s governance, numerous candidates recruited from the local
faction members were selected to represent the KMT in order to win the Legislative Yuan
member elections (Fell, 2005: 59); and, many of them were elected as members of the
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Legislative Yuan. Once they entered the Legislative Yuan they copied into national politics
the role they had previously played in local politics. Not surprisingly, various corrupt actions
were later found generated in national politics.

The situation was, as Fell says: ‘As

democratic competition became more intense and the KMT became more Taiwanised, the
power of corrupt local factions and conglomerates moved up to the national level, leading to
increased vote-buying, gangster-party links and party-consortium collusion’ (2005: 58-9).

The rise of the Legislative Yuan had a positive side. There was a clear message sent to the
SOE managers that the enterprises and their daily activities should be more accountable to the
Legislative Yuan. In some ways the actions by the Legislative Yuan members were positive
in regard to such matters as encouraging and/or requiring these enterprises to be operated
more efficiently. Regrettably, on the other side, the rise of the Legislative Yuan meant SOE
managers were now in an unprecedented situation, because the Legislative Yuan members
could take advantage of their legal powers and/or informal influence to affect the SOEs. Even
worse, in some cases, they somewhat distorted their normal business activities.

The legislators frequently forced the SOEs to conduct a number of public infrastructure
and/or community service projects in the electoral regions in which the legislators belonged.
For example, the enterprises were forced to provide the public (especially the local residents)
with a number of community services in order to ensure a smooth implementation of their
production programmes. The relationship between the enterprises and local people was
improved by helping the people with a variety of financial benefits (Ke, 1995: 73-74).
Needless to say, the non-profit projects had a negative effect on the enterprises and their
commercial performances, but in the views of the legislators such projects were necessary to
assist with building their political popularity in their electoral regions, which would, in turn,
help them win the next elections.

Although the Taiwanese government’s mechanisms of dealing with SOE control activities
remained essentially unchanged during the late 1980s and the 1990s, SOE managers were
aware that they were now running their businesses in an increasingly unfavourable and
complicated environment. They were no longer allowed to operate their business with the
only consideration being following the directives of the Executive Yuan: they needed to be
concerned as much about the attitudes of the Legislative Yuan members and the Control Yuan
members.
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Without the capacity to decisively affect any decisions made by the KMT government, the
opposition DPP was only capable of having limited influence on the KMT government, by
simply embarrassing it about its ways of governance. However, increasingly, the Legislative
Yuan was able to make SOE managers understand that they needed to pay more attention to
the attitude of Legislative Yuan members. Summing up, it can be said that the Taiwanese
government’s mechanisms for dealing with SOE control remained without any significant
change during the KMT governance period. This was the reality because the effect of the
Legislative Yuan, the Control Yuan and others on the SOEs was relatively sporadic and weak,
despite the fact that their influence on the SOEs appeared to have been growing a little over
the same period.

5.2 Practices of the Mechanisms under the DPP Governance
5.2.1 The DPP government keeps the mechanisms intact

Significantly, the DPP’s defeat of the KMT in the 2000 presidential election was a huge
milestone in Taiwan’s democratisation process. It is widely argued by academic writers that
the DPP’s Chen Shui-bian was able to win that election mainly because the KMT was divided
into two groups; the Lien Chan and James Soong groups, and both took part in the election.
Chen was able to win this election with merely 39 percent of votes (Chang, 2005; Hsieh, 2001;
Rigger, 2001). The researchers’ arguments are basically correct regarding the DPP’s victory
in this election. However, it is also the case that there can be little doubt that the KMT’s
previous record, its undemocratic way of governance and political and economic corruption,
at the time, must also have been regarded as critical factors that encouraged a considerable
numbers of Taiwanese to decide not to continue to vote for the KMT’s candidate in that
election (Fell, 2005: ch.5; Rigger, 2001: 954).

Since it was established in 1986, the DPP has had a history of attacking the KMT activities
that have involved clear corruption either within the government or the SOEs. Notably, when
Chen Shui-bian was campaigning in the 2000 presidential election, Chen announced that his
new DPP government would not allow such types of issues to occur again within the
government if he won the election (Chen, 2000). This declaration impressed a considerable
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number of Taiwanese, making them very sympathetic towards the DPP, and they strongly
believed that his DPP government would not do the same things as the KMT had done. This
meant there were high expectations that the DPP government would no longer allow any
possible corruption to occur within either the government or the SOEs.

However, there is sufficient evidence to show that the DPP government has not yet changed
the long-standing mechanisms for dealing with SOE control which were used by the previous
KMT government to deal with the same matters. There are several explanations for this.
First, the government’s mechanisms for SOE control have been both regulated and designed
according to Taiwan’s relevant laws. Therefore, any changes of the control mechanisms need
to be finalised by the Legislative Yuan.

Due to the fact the DPP government has always

suffered from having only a minority of seats in the Legislative Yuan, this has meant that the
DPP government finds it impossible, or very difficult, to persuade the Pan-KMT dominated
Legislative Yuan to amend even some of the relevant laws and thereby change the existing
control mechanisms.

The second reason lies in the fact that the DPP government has still had to rely on the KMTestablished, well-organised state bureaucracy to assist in its operation of the whole
government, despite the fact that it has replaced the KMT as the party in power. In the case
study completed as part of this project numerous government officials I interviewed argued
that the change to the DPP government has really scared a huge number of officials of the
state-bureaucracy. For example, over 20 percent of the top-level administrative elite (ie.
deputy secretaries and department directors) working for the central government’s ministries
were forced to leave during the first years of the change to DPP government (cited in Chiu &
Hsu, 2004). In such unfriendly circumstances, with such politically sensitive attitudes, most
state bureaucrats would have preferred a passive or obedient attitude in their workplaces. In
their views such an attitude can be seen as a clear loyalty towards the newly established DPP
government. Once this thinking had taken root in their minds, the state bureaucracy showed
no intention of changing any parts of the control mechanisms that they had used for several
decades

Thirdly, as the KMT government did earlier, when it used SOEs to deal with its multiple
objectives, the DPP government also has a belief that SOEs could be used as a great resource
to achieve multiple objectives, especially objectives concerning the maintenance of their
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political popularity and the political regime itself. It was noted by numerous interviewees that
the DPP government does not fully trust top officials who were appointed and trained by the
previous KMT government and still continue to work in the SOEs. Accordingly, since the
DPP has been in power most board chairpersons have been replaced by appointees from
amongst DPP politicians or from DPP supporters. In this way the DPP has learnt from the
KMT experience and has used these positions as a reward to satisfy its own supporters.

The DPP government did try a selection panel by which either private sector managers or
academic experts were selected into the group of SOE board chairpersons. This occurred
when Premier Yu Shyi-kun selected such professionals to be the chairperson of the CHP and
the TTL. Regrettably, they are the only cases of this practice. The panel worked only once.
After that, the panel measure for openly selecting board chairperson from either the private
sector or the academic sector was abandoned, and all chairpersons of the SOE boards have
since been decided by considering mainly the personal and political backgrounds of the
appointees and their relations with either President Chen Shui-bian or the DPP rather than by
their professional backgrounds.

The DPP government very much resembles the KMT government in having strongly
manipulated or sometimes distorted the pricing policies of SOEs. Such evidence further
confirms that the DPP government has no intention of making any changes to the existing
mechanisms for SOE control. This is because it has found such mechanisms for exercising
control very useful in helping achieve its various political objectives. For example, the CPC
and the TPC were not allowed to appropriately reflect fluctuating costs of imported oil in their
pricing during the last few months of 2005, even though the crude oil price had reached a
record high level on the international market. This was because, at that time, the DPP was
seeking to win the ‘three-in-one’ elections - country magistrate/municipality mayors,
country/city council members, and township chiefs – being held on 3 December of that year
(Merit Times 12 January 2006; the action was confirmed by nearly all interviewees).

Summing up, the action to replace the majority of chairpersons of the SOE boards with the
DPP politicians and DPP supporters, by which means it was possible to distort the decisionmaking about the prices of services and products, is a clear indication that the DPP
government has no intention of changing any part of the KMT-established SOE control
mechanisms. The evidence shows that the DPP government has moved away from its earlier
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promise of aiming to allow SOEs to improve their operational autonomy, and this is because
it has clearly seen that the long-established KMT SOE control mechanisms are very useful
tools for dealing with the enterprise management activities and also the accomplishment of its
multiple objectives. Currently, without any change in the mechanisms, the SOEs and their
everyday activities are under the close scrutiny of relevant governmental branches and
agencies of the state.

5.2.2 A weapon used by the opposition alliance

The result of the year 2000 presidential election has seen the collapse of the KMT political
regime, but the KMT has still continued as a critical player in Taiwan’s politics (Hsieh, 2001).
Since losing its political position the KMT has been thinking how it can regain its political
power from the DPP. To this end, it has united the PFP and other non-party politicians and
provided a reason for organising the Pan-KMT alliance. By this means the Pan-KMT alliance
has enjoyed a majority of seats in the Legislative Yuan. Moreover, the Pan-KMT alliance has
taken advantage of the DPP’s weakness in the Legislative Yuan and used it as a weapon to
carry out a series of attacks against the DPP government, especially against its numerous
policies and administrative affairs, which includes some critical issues regarding SOEs, of
course.

In the past few years during sessions of either the full assembly or a relevant committee of the
Legislative Yuan, the Pan-KMT alliance has generally paid a great deal of attention to critical
issues relating to SOEs and their everyday activities, notably the annual budget bill,
management corruption, commercial performance and other such vital matters. In particular,
the Pan-KMT alliance has frequently determined to delay, or sometimes boycott altogether,
the finalisation of budget bills and critical legislation bills concerning the SOEs. Such actions
of the Pan-KMT alliance have put a huge amount of pressure on the enterprises and their
normal everyday business activities.

It is confirmed by numerous interviewees selected for this research that the action of the PanKMT alliance has severely damaged the SOEs and their business activities. Typical examples
of how damage has been done include: the prices of enterprise services and products being
frozen inappropriately; and, the policy and/or social obligations imposed on them being
increased unreasonably. Obviously, during the DPP governance years the actions the Pan95

KMT alliance has taken in the Legislative Yuan have significantly influenced the
management and everyday business of the enterprises. Why has the Pan-KMT alliance
committed to doing this? The answer seems simple. In its view, this was just one of its
numerous actions against the current DPP government.

Similarly, some attacks have also occurred in the Control Yuan, due to the fact this Yuan’s
members have also been dominated by the Pan-KMT alliance.

5-1

According to the ROC

Constitution and other laws relating the Control Yuan and its powers, all the Yuan members
are empowered to take action using correction and impeachment powers, in order to prevent
and remove any possible corruption and/or inefficient practices that may have happened in
either the government or the public enterprises. They can exercise investigative, correction
and impeachment powers to carry out their jobs.

With the domination of the Pan-KMT alliance, the Control Yuan members have become more
aggressive in enacting their control and auditing powers over the DPP government. For
example, in 2004 the Control Yuan investigated a total of 464 cases, proposed 165 correction
actions, and impeached 51 government officials involved in 18 cases. Of these cases, a
considerable number were related to SOEs and their managers and/or employees.

This

outcome means that the influence of the Control Yuan on the SOEs has become much
stronger and more obvious in the past few years.

In law, the Control Yuan’s subsidiary NAO is required to present the audit report of the
central government (including the SOEs) to the Control Yuan and the Legislative Yuan
respectively. In reporting, the Pan-KMT alliance members in the Control Yuan would record
some negative conclusions in the audit reports, and then transform them into various
correction and impeachment cases. The cases would then be used to severely attack the bad
records and inefficiency of the DPP government, as well as relevant officials who were
involved in these cases.

By regulation, the final verdict of a correction or impeachment case is dependent on whether
the case has violated either legislative principles or ‘misconduct action’. What is a typical
‘misconduct’ case?

Regrettably, the term ‘misconduct’ is so far without a clear legal

definition. As a result, ambiguity in use of the term has generated danger for employees
working in either the government or the SOEs. If a Control Yuan member hated some
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particular person working in one of the above organisations, he or she could possibly use such
a correction or impeachment case to punish them. This has really created fear among many
officials and SOE employees because, if someone is impeached by the Control Yuan, he or
she will need to quit their jobs; and, sometimes, he or she will lose relevant employment
rights and financial benefits as well, in particular, retirement and compensation money.

The above events that have occurred in the Control Yuan can be interpreted to mean that the
Pan-KMT members in the Control Yuan have become more powerful in influencing the SOEs
and their many business issues through use of such legal weapons as auditing, investigation,
corrective measures and impeachment. Although it is law that all the Control Yuan members
must be excluded from the party they belonged to when they are exercising their powers, in
practice, the effect of some individual political parties (this means the Pan-KMT alliance) on
the Control Yuan has become more obvious in the past few years.

Summing up, the DPP government’s weakness in the Legislative Yuan and the Control Yuan
clearly reflects a political reality. ‘Although the president is empowered to appoint the head
of government, or premier, lacking the support of a legislative majority neither president nor
premier can govern effectively’ (Rigger, 2001: 944). Moreover, it also means that ‘the loss in
the presidential election does not mean that the KMT will no longer play a significant role in
Taiwanese politics’, and ‘Given Taiwan’s constitutional form of government, … the KMT
will continue to exert a great deal of influence on Taiwan’s politics’ (Hsieh, 2001: 930).

5.3 State-owned Enterprises under More and Growing Pressures
5.3.1 A previous ‘one-line and top-down’ type

It was noted previously that, within the government’s mechanisms for SOE control, the effect
of the Executive Yuan on the enterprises was very powerful and constant during the period of
KMT authoritarian-governance. At that time, the Legislative Yuan, the Control Yuan and the
Examination Yuan were in a disadvantageous and weak position in relation to the control
mechanisms. This means that their influence on the SOEs and everyday enterprise activities
was relatively weak and sporadic when compared with that of the Executive Yuan. It is
notable that the Presidents of the KMT government (they were also the chairmen of the KMT)
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were the most powerful national leaders when compared with the premiers of the Executive
Yuan and other politicians. Nonetheless, the Presidents (ie. Chiang Kai-shek, Chiang Chingkuo) were rarely involved in the decision-making processes that concerned critical issues
relating to the SOEs.

In the late 1980s and 1990s, Taiwan’s democratic development provided the Legislative Yuan
members and the Control Yuan members with a favourable environment in which to exercise
influence on both the government and the SOEs. During this period, the trend towards
political democracy made the SOEs aware of how the changing political environment had
gradually influenced the way they did their business. And, it meant that they could no longer
attempt to run their businesses only according to the directives coming from the Executive
Yuan. On the contrary, they needed to pay more attention to the attitudes of the Legislative
Yuan and the Control Yuan, since the effects of the two Yuans on them had increased
considerably.

The Legislative Yuan and the Control Yuan increased their power over the Executive Yuan in
the late 1980s and the 1990s but the KMT still remained the predominant party. Especially,
President Lee Teng-hui was a paramount leader in Taiwan’s politics. His leadership and
powerful influence clearly meant that no political party or politician was capable of
challenging him or the KMT government. Accordingly, the effect of the Legislative Yuan
and the Control Yuan on the Executive Yuan (including Premier, relevant Ministries and
SOEs) was increased during that time, even though they were still unable to change the
established situation in which the Executive Yuan was the dominant player.

With regard to SOE management activities, President Lee was not often involved in making
critical decisions, such as determining the pricing policy of products and services or the
positions of top officials of the enterprise boards. Interestingly, President Lee was only
involved in the appointment of board chairpersons of several large-size SOEs, such as the
CPC, the TPC, and the CBC. In other words, the majority of the chairpersons in SOEs were
generally decided by the Premier alone, although sometimes they were decided as a result of
negotiations between the Premier and President Lee. This clearly meant that the Premier of
the Executive Yuan did have significant power in terms of affecting SOE management
activities.
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To sum up, during the KMT governance period until it lost political power in May 2000,
Taiwan’s SOEs generally operated in a quite stable political environment, which satisfied
them considerably. During that period, the SOEs (eg. the CPC, the TPC, the CHT, the CHP,
the TRA

5-2

and others) usually made their own decisions or ran their day-to-day activities

under a ‘one-line and top-down’ type of pressure imposed mainly by the Executive Yuan,
since the influence of the state’s President, the Legislative Yuan, the Control Yuan and the
Examination Yuan on them was relatively weak and sporadic.

5.3.2 The current ‘multi-directions’ type

There is sufficient evidence provided above to clearly illustrate that the current DPP
government has not yet given any serious attention to changing the mechanisms for exercising
government control over SOEs even though it has been in government since 2000. With the
DPP government, it is evident that the Executive Yuan (the Premier and relevant Ministers)
has enjoyed significant power on the matter of managing the SOEs, although President Chen
has frequently been involved in the same issues.

During the same time, within the Legislative Yuan, the DPP legislators have actively paid
attention to the SOEs and their day-to-day activities. It is also evident that the Pan-KMT
alliance legislators have similarly paid attention to these issues. Not surprisingly, the PanKMT legislators and the DPP legislators have a common assumption behind their actions.
They all believe that action they take within the Legislative Yuan will help them win in the
next election.

The DPP President Chen Shui-bian very much distinguished himself from the Presidents of
the KMT government, by becoming involved in taking over the Premier’s power in matters
involving the appointment of SOE board chairpersons; in fact, President Chen alone decided
nearly all of the appointments. The Premiers within the DPP government - the Executive
Yuan – such as Tank Fei, Chang Chun-hsiung, Yu Shyi-kun, Hsieh Frank and Su Tsengchang, actually had only a limited function, simply in order to accomplish the legal
procedures for such appointments.

Quite possibly, they have some complaints about

President Chen’s decisions, but there is nothing openly said 5-3
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During my field study in Taiwan, numerous government officials interviewed argued that
President Chen has regarded the political loyalties and personal backgrounds as being the
most critical factors to consider when deciding who should be the chairperson of a SOE.
However, they claimed that the previous KMT government generally paid more attention to
the professional backgrounds of the appointees, taking into account who were well qualified,
and therefore rightful board chairpersons and top-level officials to lead the SOEs, despite
acknowledgement that the KMT also considered political backgrounds of the candidates to be
vital when deciding the appointees for SOE board chairpersons (note: the details about the
subject will be discussed in Chapter 6 later).

Under the command of President Chen the DPP government has severely distorted the
mechanisms for SOE control.

It can be seen in some cases that some SOEs have been

compelled to carry out various strange missions. Two events that have happened in 2007
seem to confirm such a situation. It was reported by the local press that several SOEs were
forced to rename their companies. For example, the Chinese Petroleum Corporation (CPC)
was renamed as the CPC Corporation, Taiwan; the Chunghwa Post Corporation (CHP) was
renamed as the Taiwan Post Corporation; the China Shipbuilding Corporation was renamed as
the Taiwan Shipbuilding Corporation (China Times 13 February, 3 March; United Daily
News 13 February). 5-4 In addition, the CPC, the TPC and some central-government agencies
were also compelled to evaluate projects designed for the purpose of moving their office
headquarters from Taipei city south, to Kaohsiung City as soon as possible (China Times 2 14
March; United Daily News 2 March).

The actions of renaming companies and moving office headquarters have resulted in no
benefit at all to the SOEs; in fact, these actions have brought, or will no doubt bring, a number
of negative effects on business in terms of either their domestic or their international markets.
The rationale behind President Chen’s and the DPP’s thinking is a belief that such actions are
essential in order to build a clear identity for Taiwan that shows it as an independent
sovereign state, and also to help win more political support from the general public who live
in the Southern Taiwan region. Obviously, President Chen and the DPP are now taking
actions aimed at winning the seventh Legislative Yuan member election in January 2008, and
the 2008 Presidential election also.
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For its part, the Pan-KMT alliance in the Legislative Yuan has always tried its upmost to take
whatever possible actions it could to stagnate and/or boycott the approval and finalisation
process of annual budget bills and other critical issues relating the SOEs. In most cases the
Pan-KMT alliance has achieved its objectives successfully. In the past few years, this has
resulted in the Pan-KMT dominated Legislative Yuan having a stronger and more continuous
influence on the SOEs. A similar trend has also occurred in the case of the Control Yuan. Its
subsidiary NAO also has become more active in exercising auditing power over the SOEs.

The above discussion clearly illustrates that Taiwan’s current governmental mechanisms for
controlling SOEs have already digressed somewhat from what previously existed, in terms of
their operational characteristics. Notably, their operational characteristics have transformed
from a previous ‘one – line and top-down’ type that was the practice during the KMT period
into a ‘multi – lines’ type under the DPP governance in the current era. As a result, the
present day SOEs (eg. the CPC, the TPC, the CHT, the CHP and the TRA) have been forced
to run their everyday businesses in what is a rather ambiguous, unfavourable and somewhat
chaotic situation. In particular, the enterprises are now encountering a growing number of
directives from different government branches of the Taiwanese state. Clearly, the effects of
the President, the Legislative Yuan and the Control Yuan on the SOEs have grown
significantly in the past few years.

5.4 Concluding Remarks
This chapter has briefly highlighted how Taiwanese governments of different parties have
used much the same types of mechanisms for state-owned enterprise control over the past
several decades. In fact, the DPP government has not yet changed the control mechanisms.
There are several reasons for this. First, the DPP government has had to govern the country
with a legislative minority, and the Pan-KMT alliance has been able to continue its
dominance of the Legislative Yuan. Second, the DPP government has had to rely on the
KMT-established state bureaucracy for government administration and the state bureaucracy
has no desire to change the control mechanisms which have been in use for several decades.
Finally, while the DPP understands previous manifestos are impossible to implement, it has
found the KMT mechanisms for managing state-owned enterprises very useful and effective
for exercising its control.
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Over the last several decades the Taiwanese governments of different political parties have
been concerned about the administrative reform and the improvement in the state-owned
enterprise’s performance. The KMT government and the current DPP government have in
common sought to achieve this goal by carrying out a series of reforms in practice (see Chang
& Lam, 1996; Cheung, 2003; Lin, 2005). While a variety of measures have been undertaken
aimed at increasing the efficiency of the state-owned enterprises (the details will be explained
in Chapter 6), the government’s control mechanisms imposed on the state-owned enterprises
and their everyday activities have never ever been on the reform agenda. Accordingly, the
control mechanisms have remained intact over this period.
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Figure 5-1:
Changing Characteristics of Government’s Control over Taiwan’s State-owned Enterprises

Certainly, during the previous KMT regime the Executive Yuan could enjoy a dominant role
when compared with the Legislative Yuan, or other Yuans, in dealing with critical issues
related to state-owned enterprises and their activities. The left side of Figure 5-1 shows the
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dynamics of the government’s control mechanisms over state-owned enterprises during the
period of KMT rule. It indicates that the effect of the Executive Yuan over the state-owned
enterprises during the KMT-ruled years was very strong, while the effect of the President was
indirect and relatively sporadic; and, the effect of the other Yuans was also relatively weak
and sporadic.

With the DPP government replacing the KMT government after winning the presidential
election in 2000, the Taiwanese government’s control mechanisms have remained essentially
unchanged, even though they are a little different in their operational characteristics. For
example, President Chen Shui-bian of the DPP government, unlike the Presidents of the
previous KMT government, has been frequently involved in manipulating the appointments of
top-level officials as well as other aspects of decision-making within the state-owned
enterprises. Furthermore, the DPP’s position as a legislative minority has allowed the PanKMT dominated Legislative Yuan and the Control Yuan to exercise a powerful influence on
state-owned enterprises. It can be seen from what has occurred during the past few years that
the Pan-KMT alliance within the Legislative Yuan has been able to frequently and effectively
boycott annual budget bills and other critical bills relating to state-owned enterprises. In other
words, the effect of the Legislative Yuan and the Control Yuan on state-owned enterprises has
become much stronger and the practice more consistent.

Taiwan’s state-owned enterprises are now facing growing pressure from different branches of
the government. Through the DPP governance period they have had to be run in a quite
ambiguous and somewhat chaotic situation because they are now subject to diverse directives
from various government branches. The pressures the enterprises are encountering have
changed from the previous ‘one-line and top-down’ type into a ‘multi-directions’ type. In
contrast, during the KMT governance period, the state-owned enterprises were generally
encountering a ‘one-line and top-down’ type of pressure imposed by the Executive Yuan,
since the effects of the President and the other Yuans were relatively weak and sporadic in
nature. The changed trend can be seen in Figure 5-1. The right side of the Figure indicates
how the government’s control over state-owned enterprises has been transformed, showing
that the overall effect of the President, the Legislative Yuan and the Control Yuan on the
enterprises has become stronger and more continuous.
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Notes
5-1 The Control Yuan members mentioned in this section mean the ‘Third Control Yuan members’ who were
nominated and appointed by the President Lee Teng-hui, with the consent of the Legislative Yuan, and their
six-year period lasted from February 1999 to January 2005. The Control Yuan currently does not have any
members, since the candidates of the ‘Fourth Control Yuan members’ nominated by President Chen Shuibian have several times been vetoed by the Pan-KMT dominated Legislative Yuan.

5-2 The TRA, as a departmental enterprise, is different from the CPC, the TPC, the CHT and the CHP in some
aspects in terms of corporate body status and corporate autonomy. The detail of the differences will be
explained in Chapter 6.

5-3 An allegation was reported that Pei Wen-yan, a former president of the CPC, was finally selected as the
chairman of the CPC board in 2006 as a result of bargaining between President Chen and Premier Su (China
Times 2 June 2006). However, this was the only case selected in this way. In other cases the top-level
positions in state-owned enterprises have been decided by President Chen himself.

5-4 The re-name project initiated by the DPP government is currently stagnated by the Pan-KMT alliance in the
Legislative Yuan. This is because the Pan-KMT alliance has adopted the budget-reviewing power and used
it successfully to boycott the finalisation processes of several state-owned enterprises in the list during a
budget-reviewing session within the Legislative Yuan in May 2007.
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6. The Government–Enterprise Relationship
________________________________________________________

At its establishment in 1986 the DPP was conceived as a political party committed to
promoting a democratic way of administering the Taiwanese government. With such a
commitment it was expected that the DPP government would not adopt the KMT’s
authoritarian way of managing state-owned enterprises. This chapter, therefore, examines
whether this expectation has actually become a reality over the past few years. To do this,
there is first a detailed discussion of what impact the previous KMT governance approach had
on the state-owned enterprises and their corporate autonomy. Then, it turns to examining
whether the current DPP government has allowed the enterprises greater autonomy to run
their businesses and make their own decisions. Finally, the remainder of the chapter presents
the conclusion that the relationship between government and state-owned enterprises that
previously existed during the time of KMT governance has continued.

Nonetheless,

distinctive features have emerged and it is shown that there are some differences in the ways
the two parties have dealt with the relationship.

6.1 Effects of the KMT Governance on Corporate Autonomy
6.1.1 Top-level positions applied as training base or political reward

In Taiwan, both state companies and statutory corporations legally resemble privately owned
companies in that they are required to have an enterprise board and, also, that board must
enjoy an authoritative and critical position in dealing with the numerous corporate decisions
of day-to-day management and business activities. Taking the firms for this case study as
examples, the CPC, TPC, CHT and CHP, all are classified as either a state company or a
statutory corporation. As a result, each of these SOEs is compulsorily required to have its
own board, and the board is in charge of the numerous decision-makings relating to the
management and business activities within the enterprise under its supervision.
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In contrast, the TRA, also especially selected for this case study, resembles Taiwan’s other
departmental type of SOE such as the Keelung Harbour Bureau, the Taichung Harbour
Bureau, the Kaohsiung Harbour Bureau, the Hualien Harbour Bureau, the Bureau of Labour
Insurance and the Bureau of National Health Insurance. These enterprises do not enjoy full
corporate body status in the way the CPC, TPC, CHT and CHP do. In particular, a directorgeneral instead of an enterprise board is empowered to govern each of the enterprises
according to relevant civil service laws.

It is generally understood that a public enterprise board should include both ‘full-time’ and
‘part-time’ members.

Of these, the full-time members are required to give up any

appointments in other institutions, while the part-time members are allowed to hold outside
directorships considered not likely to prejudice the discharge of their duties in relation to the
public corporation (Robson, 1962: 218). In this respect, a Taiwanese SOE board has a variety
of full-time and part-time members including a chairperson, a general manager, and a number
of full-time and part-time members (also called directors). Currently, everyone of the board
members is appointed to take his or her position by the shareholder Ministry and relevant
Ministries, and is then responsible for supervising the enterprise on behalf of the Ministry.

It was particularly evident during the KMT governance period that the government preferred
to appoint three types of persons as directors of SOE boards. These persons included: (1), the
chairpersons, general managers and deputy-general-managers within the SOEs, (2) top-level
officials working in relevant Ministries, and (3) academic experts who might have good
relations with the KMT, or, sometimes, a KMT member who worked in a local university. Of
the members of an enterprise board, the chairperson, general manager and deputy-generalmanager were entitled to be full-time directors of the board. In contrast, the other directors
representing relevant Ministries or selected from the academic sector were only given parttime directorships.

Numerous events also shown that the KMT completely dominated all top-level position
personnel issues of the SOEs. There are two principal reasons for this domination. The first
is because the KMT always used SOEs as bases for training politicians and state bureaucrats
for them to accumulate managerial and planning expertise (Chu, 1992: 134; McBeath, 1998:
167). It is notable that, during the KMT-ruled time, several Premiers and numerous Ministers
came to their political positions after serving as chairpersons within SOEs. Traditionally,
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within the KMT government the MOEA Ministers were often recruited from the chairpersons
of either the CPC or the TPC, or the MOEA’s other SOEs. In contrast, the MOTC Ministers
and Deputy-Ministers were sometimes recruited from the chairpersons of either the CHT, the
CHP, or the director-generals of the TRA or MOTC’s other departmental-type SOEs; while
the MOF Ministers were often recruited from the chairpersons of several state-owned banks.

Given the fact that the top-level positions of the SOEs are seen as bases for training its
politicians, the KMT government preferred to select one of two types of professionals to the
positions of either board chairperson or the director-general of the SOE. They selected either
(1) top-level officials of the state economic bureaucracy; or (2) top-level managers of the
SOEs (eg. general managers, deputy-director-generals).

Such an arrangement clearly

indicates that the KMT government was very much concerned with the issue of how to
appoint so-called appropriate persons of ability to the top-level official positions of the SOEs
in order to guarantee these selected persons could govern the enterprises efficiently.

Secondly, the KMT government was also perceived as using a number of top-level positions
of the SOEs to reward its elites or supporters (see Wen, 1989; Wu, 1989). Such events
happened particularly during the 1950s and the 1960s, because in Taiwan at that time the
Mainlanders controlled the government and SOEs, so that many Taiwanese saw the SOEs as
bastions of Mainlander power and privilege (Crane, Lin & Zhang, cited in Liou, 1992: 414).
This situation changed following Taiwan’s transition to political democracy in the late 1980s,
so the above division between the Taiwanese and Mainlanders was no longer as pronounced
(Hsueh, Hsu & Perkins, 2005: 5-6).

Nevertheless, it was still evident that the KMT

government would sometimes use the top-level positions of several small-scale SOEs to
reward its politicians.

In summing up, the top positions of Taiwan’s SOEs were clearly and directly subject to the
KMT’s political manipulations.

Nonetheless, the KMT government was very much

concerned with how to appoint appropriate persons to lead SOE boards. Why was the KMT
government so concerned about this? Probably such a situation existed because the KMT
government had long regarded SOEs as a vital part of the state, and so thought it necessary to
select so-called rightful and qualified persons to lead the SOE.
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For many years, the above features relating to the composition of an SOE board basically
remained unchanged until the ‘Administrative Law of State-run Enterprises’ was amended in
2002. After the DPP replaced the KMT in the position of government power, it decided to
make a significant change to the composition of an SOE board consistent with its previous
promise of making the so-called industrial democracy a reality in the Taiwanese SOEs. After
that change, the associated trade union within each SOE now became entitled to assign its
representatives to the board (see Table 6-1).
Table 6-1: Four Taiwanese State-owned Enterprise Boards
Co.
Total No.
Board Composition
3 full-time members (i.e. the chairman, general manager and a
CPC
12
deputy-general-manager of the CPC); 9 part-time members are
appointed on behalf of the relevant Ministries or the TPWU,
respectively.
4 full-time members (the chairman, general manager of the TPC are
included); 10 part-time members are appointed on behalf of the
TPC
14
relevant Ministries or the TPLU, respectively.
2 full-time members (i.e. the chairman, general manager of the CHT);
CHT
15
13 part-time members are appointed on behalf of the MOTC, private
investors or the CTWU, respectively.
3 full-time members (i.e. the chairman, general manager and a
CHP
15
deputy-general-manager of the CHP); 12 part-time members are
appointed on behalf of the relevant Ministries or the CPWU,
respectively.
Sources: CPC, TPC, CHT, and CHP in 2004 year

6.1.2 Decision-making process under strict scrutiny

It has been generally acknowledged that there are two basic organisational patterns for an
enterprise board – a ‘policy’ type and a ‘functional’ type. In Hanson’s classification, within a
policy-type board the directors generally have no individual administrative responsibilities,
and so day-to-day decisions within the enterprise are delegated to the managerial officials. In
contrast, with a functional-type board, the directors/members are individually responsible for
different aspects of the business of the enterprise (1959: 396-97). Accordingly, a policy board
may include full-time and part-time members, while, by comparison, all full-time members
make up a functional board.

Using Hanson’s dichotomy, a Taiwanese SOE board seems more like a blend combining
some features of both the theoretically functional type of board and the policy one. A
Taiwanese SOE board is generally comprised with both full-time and part-time members, and
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it is also legally entitled to exercise a variety of powers over some critical decisions relating to
the enterprise’s management and business activities.

In general practice, the board

chairperson of a SOE is the most powerful top-level official in charge of governing the
enterprise and its business decision-makings and activities. In contrast, the general-manager
is the second most powerful top-level official in dealing with the same matters, while the
actual amount of power he or she can exercise is generally based on the permission and/or
personal trust of the board chairperson. On the other hand, the part-time members are entitled
to only attend regular board meetings and they are not in change of dealing with any
management activities.

Theoretically, the boards of the CPC, TPC, CHT, CHP or other state companies and statutory
corporations are empowered to take responsibility for making a variety of decisions to do with
critical policies and also the day-to-day activities of the enterprise. Nevertheless, evidence
from the past years shows that the SOE management issues have been inevitably subject to
the tight checking procedures of the government. Such a situation resulted from two major
factors: the first is the KMT’s political ideology; the other is its history of failure that
happened in Mainland China before 1949. As has been noted previously in Chapter 1, these
two factors were significant in the KMT government’s belief that it needed to maintain tightcontrol over the SOEs, since in this way the enterprises could assist it to successfully achieve
its political, social and economic objectives.

However, even though a popular stance, the KMT’s authoritarianism significantly
undermined the corporate autonomy of the SOEs and their boards, especially in terms of their
ability to deal with a number of critical decisions relating to their everyday management and
business activities. Enterprise pricing and rates policies can serve as a very typical example
of the KMT’s exercise of power. During the KMT governance period the pricing policy
and/or price-calculation formulas for services such as oil and petroleum, electric power,
telephone communications, post delivery and railway transportation provided by the CPC,
TPC, CHT, CHP and TRA respectively were always under the KMT government’s scrutiny.
In many cases, the enterprises and their boards had no powers to decide their product and/or
service prices themselves.

For instance, in 1991 the KMT government began to operate a price formula for the
calculation of the prices of petroleum and electricity services and products (cited in Ke, 1995).
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However, in the following years, while the formula was in effect, the CPC and the TPC were
found to hardly adjust the prices of their services or products at all in response to quite
evident changes in their real costs.

A practical process emerged to handle the official

requirement. The CPC or the TPC was allowed to design and submit a draft pricing policy.
Later, the Minister of Economic Affairs would decide whether the draft could go further, or
whether it should go back to the enterprise. If the draft went further, and was subsequently
submitted to the Executive Yuan, the Premier could then make a final decision to either
approve or reject the decision of the enterprise board.

Later, in September 2000, the KMT government abolished the ‘Domestic Petroleum Price
Formula’ that had applied to the CPC, in order to cope with the implementation of the
‘Petroleum Administration Act’ that took effect in the same year. This legislation meant that
Taiwan’s domestic petroleum market became a so-called free-market system in which the
prices of domestic petroleum products were required to appropriately reflect fluctuation in the
costs of imported oils. However, the KMT government remained the real decision maker
behind the free-market mechanism. In practice, the CPC was to fix its different product
prices only after having received an informal approval from the government.

In contrast, the TPC’s price of electric power has always been calculated by reference to the
‘return rate of capital investment’ of the TPC (it is legalised to be kept between 9.5% - 12%)
according to the ‘Electricity Power Administration Act’. In other words, the TPC is never to
operate its business without making significant financial profits. Despite this, the electricpower prices were actually decided by the Executive Yuan rather than the TPC.

Not

surprisingly, the price decisions for oil, petroleum and electric-power that were provided by
the CPC and the TPC were frequently manipulated as a means of coping with some different
considerations and objectives during the KMT period. Interestingly, the KMT government
never forced the CPC and TPC to operate without annual commercial profits, since their
financial profits were a major part of the government’s budget revenues.

In addition, the KMT government was found to frequently require the CPC, TPC, CHT, CHP
and TRA to help bring about the fulfilment of such political objectives as universal service for
all Taiwanese. This was particularly because they have all played a significant role in
building and maintaining Taiwan’s infrastructure sector and so any changes in their
operations and/or services prices are, by law, required to have received the approval of either
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the Executive Yuan or the Legislative Yuan. Therefore, they have had no choice but to
continue their numerous non-profit universal services and, undoubtedly, such non-profit
obligations have reacted negatively on their commercial profitability. 6-1

Finally, there is need to mention what role the chairperson generally played in a Taiwanese
SOE board during the KMT governance period. It is valuable to note Australian experience
as a reference in this respect. In Australia, a Commonwealth authority, a Commonwealth
company or a government business enterprise, is an entity in which the chairperson is
generally expected to do tasks such as ‘providing leadership to the board and the authority,
communicating with stakeholders and the chief executive, evaluating the performance of the
board and individual directors, … ‘ (Kalokerinos, 2007: 15). In contrast, the chairperson of a
Taiwanese SOE board is entitled to exercise a number of powers to deal with many critical
issues in the enterprise and the board. For many years, the KMT government established a
number of clear directive-guidelines for dealing with the decision-making powers of the board
chairpersons of the SOEs. These guidelines did not work very well. In practice, the decisionmaking autonomy that the chairpersons enjoyed was restricted to a relatively narrow area of
operation, for example, the decision on the appointment of low and middle-level managers,
the routine decisions of managerial and commercial activities, and the decisions of fixedmoney investment projects, and such like.

6.2 Has the DPP Government Improved Corporate Autonomy?
6.2.1 Appointment of top-level positions decided with different considerations

As he campaigned ahead of the 2000 presidential election, the DPP candidate, Chen Shui-bian,
announced that his new government would allow SOEs more autonomy to deal with their
management and business activities if he were to win the election (Chen, 2000). However,
this has never come about. There are numerous events that have taken place over the past few
years that show that the DPP government has not promoted corporate autonomy for SOEs at
all. The following events illustrate how and why the DPP government has continued to
manipulate the top-level positions of the SOEs in order to handle its political considerations
and/or objectives.
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Table 6-2: List of CPC Chairpersons during the DPP Period
Name
Personal Background
Note
1. Chen, Regis C. W. A KMT-trained state economic
He began to build up friendly
bureaucrat; a former chairman of a relations with President Chen
Taipei City government-owned
during the period he was the
enterprise at the time Chen Shuichairman of the Taipei City
bian was the Mayor of Taipei City government-owned enterprise;
his period was ended due to his
bad health
2. Kuo, C. T.
A local Taiwanese entrepreneur
His period was ended in
who has a friendly relationship
January 2006
with the DPP
3. Pan, Wenent P.
A lifetime CPC employee and
* The current chairman
former general manager of the
CPC during the KMT period

Table 6-3: List of TPC Chairpersons during the DPP Period
Name
Personal Background
Note
1. Hsi, Shih-chi
A lifetime TPC employee and was
His period lasted for
appointed as the chairman previously
several years, since the
by the KMT government and
DPP government at that
continued in the position following the time found difficult to find
change to the DPP government
a suitable person to replace
him
2. Lin, Wen-yan
A pro-DPP bureaucrat; a former
He has a very close
director-general of a Taipei City
relationship with President
Government-owned enterprise, at the
Chen; but, his period lasted
time Chen Shui-bian was the Mayor of for only few months
Taipei City
3. Lin, Neng-pai
A pro-DPP scholar; a former Minister His period lasted for only
of the DPP government
few months
4. Lin, C. C.
A lifetime TPC employee; a former
His period lasted for only
general manager of the TPC before
few months
taking the chairman position
5. Huang, Ying-shan A pro-DPP scholar; a former chairman His period was very short,
of the state-owned Taiwan Tobacco & since he was later
Liquor Corporation
appointed as the MOEA
Minister
6. Chen, K. M.
A lifetime TPC employee; a former
* The current chairman
general manager of the TPC before
taking the chairman position
First, it has broken its political promise by manipulating the appointment of either the
chairpersons or the director-generals of the SOEs. This was particularly evident during the
early years of its governance, when it was determined to replace the majority of board
chairpersons of the SOEs with DPP politicians, DPP supporters or pro-DPP scholars.
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6-2

In

this regard, the events not only illustrate that the DPP government has used the top positions
of the SOEs as political rewards for its politicians and supporters in a manner similar to that
used by the KMT, but they also confirm what has been argued by some, that the DPP
government has not wholly trusted the Taiwanese state bureaucracy which was established by
the previous KMT government (Chu & Hsu, 2004). Typical cases of what has occurred have
happened in the CPC, TPC and CHT (see Table 6-2, 6-3, 6-4).
Table 6-4: List of CHT Chairpersons during the DPP Period
Name
Personal Background
Note
1. Chen Steven Y. A lifetime employee of the
He was retired soon after the
Directorate General of
DPP government was elected
Telecommunication (the
predecessor of the CHT); the first
chairman of the CHT board
2. Mao, Chi-kuo
A KMT-trained state economic
His period did not last long
bureaucrat; an excellent scholar
3. Ho, Chen-tan
A lifetime and pro-DPP public
He has very close and personal
servant; a former director-general
relations with President Chen; he
of the Taipei City Government, at was the Deputy-Minister of
the time Chen Shui-bian was the
Transportation &
Mayor of Taipei City
Communication before taking
the chairman’s position
* The current chairman
Table 6-5: List of CHP Chairpersons during the DPP Period
Name
1. Hsu, Samuel, J. S.

2. Lai, Chin-chi

3. Ho, Nuan-hsuan

Personal Background
The first chairman of the
CHP board; a business expert
with a high reputation before
taking the chairman position
of the CHP; it was said that
he had no links with the DPP
before taking the chairman’s
position
A state bureaucrat trained
previously by the KMT
government
A state bureaucrat trained
previously by the KMT
government
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Note
He decided to leave after a threeyear term (July, 2002 - December
2005)

His period began in May 2006; he
was forced to leave before ending
his term
He was assigned to temporarily hold
the director-general position for few
months and served concurrently as
the Deputy-Minister of
Transportation & Communication
* The current chairman

As indicated, the chairpersons of Taiwan’s SOEs during the KMT governance period were
traditionally either selected from the state economic bureaucrats or promoted from the
presidents and other top-level managers of the SOEs. However, there is evidence from the
CPC and the CHP to indicate that the DPP government has tried to change the way of
selecting an appropriate person, one who is suitable to be employed as a chairperson of a SOE
board. Such typical examples included: Mr. Kuo was appointed as the CPC chairman and Mr.
Hsu, Samuel, J. S. was appointed as the CHP chairman (see Table 6-2, 6-5).
Table 6-6: List of TRA Director-generals during the DPP Period
Name
Personal Background
Note
1. Chen, Te-pei
A lifetime TRA employee and He was forced to retire, due to his
appointed previously by the
failure to stop a series of accidents
KMT government
2. Huang, Der-chyr
A state bureaucrat trained
He was forced to leave, due to his
previously by the KMT
failure to prevent a series of
government; he served as a
accidents
department director of the
MOTC before taking the
director-general position
3. Shiu, J. W.
A lifetime TRA employee; he
He was forced to leave, due to his
served as the deputy directorfailure to prevent a series of
general of the TRA before
accidents
taking the appointment of the
TRA director-general
4. Ho, Nuan-hsuan
A state bureaucrat trained
He was assigned to temporarily
previously by the KMT
hold the director-general position
government
for a few months and served
concurrently as the DeputyMinister of Transportation &
Communication
5. Chen, F. N.
A lifetime TRA employee; he
He was forced to leave, due to the
served as the deputy directoroccurrence of a serious accident
general of the TRA before
taking the appointment of the
TRA director-general
6. Fan, Chih-ku
A lifetime TRA employee; he
* The current director-general
served as the deputy directorgeneral of the TRA before
taking the appointment of the
TRA director-general
Thirdly, the DPP government has frequently replaced or dismissed either the chairpersons or
the director-generals of the SOEs compared with the previous KMT government’s behaviour.
The practice has been, whenever President Chen Shui-bian was dissatisfied with individual
chairpersons or director-generals in terms of their managerial performance or political
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attitudes, he just dismissed them very quickly.

6-3

The evidence of what has happened in the

TPC and TRA over the past few years confirms this. In fact, President Chen has replaced the
TPC chairpersons and the TRA director-generals respectively six times since May 2000 (see
Table 6-3, 6-6). In contrast, similar rate of change never occurred during the KMT period.

Finally, the DPP government has frequently used SOEs as a means to improve its political
popularity. It was reported by the local press that the reason Mr. Pan, Wenent P. – the former
general manager of the CPC during the KMT governance time – was appointed as the CPC
chairman in January 2006, was because President Chen was at that time hoping to recover his
poor popularity after the DPP’s severe defeat at the ‘three-in-one’ election held in December
2005 (China Times 2, 5 June 2006; United Daily News 3 June 2006).

With this

understanding it becomes clear why Mr. Chen, K. M. was appointed as the TPC board
chairman and Mr. Lai, Chin-chi was appointed as the CHP board chairman: the appointments
were made with the same political considerations (see Table 6-3, 6-5).

6.2.2 Decision-making with political contingency

In the past, the KMT government frequently used the SOEs (e.g. the CPC, TPC, CHT, CHP
and TRA) as a means of taking critical government action to bring about its political, social
and economical objectives. For example, it is evident that during that time decisions relating
to pricing, rate policies and other such critical issues were frequently manipulated by the
government. Nonetheless, the KMT government was able to carry out a balanced-objectives’
strategy and so effectively balance both political objectives and commercial profits which the
state-owned enterprises were required to achieve.

To accomplish this in practice, an

integrated goal combining budget revenue, public welfare, and economic development
objectives, was set up by the government for each SOE.

In general, the CPC, TPC, CHT and CHP (excluding the TRA) during the KMT period were
able to effectively run their businesses in a general state of good performance, thanks to the
considerable financial profits that were achieved as well. Although the prices of their services
or products were frequently manipulated by the government and in their day-to-day
businesses they were ordered to accomplish a number of non-profit social and/or public
obligations as well, most of the Taiwanese SOEs during the KMT governance years were
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similar to most private-owned companies in being able to make considerable financial profits
from their commercial activities (Bellows, 1994; Lee & Lee, 1992; Liou, 1992; Wu, 2004).

Since its election in 2000, the DPP government has been expected to allow SOEs more
independence in running their businesses and more autonomy to make their own decisions.
However, the expectation has never come to be a reality. Evidence from events that have
occurred since the change to the DPP government clearly illustrate that it has already
forgotten its promises of allowing the enterprises more independence and/or greater autonomy.
In the following paragraphs, an account of several typical events that have happened in the
past few years will help explain why the DPP government has decided to change its approach
and continue to exercise control over the decision-making processes of the enterprises.

First, it is evident that the DPP government has continuously employed the CPC and TPC as
means of helping to accomplish its political objectives, especially that of winning elections.
Unfortunately, as a result of the DPP government’s actions, both the CPC and TPC have
suffered serious financial losses. For example, a situation occurred in 2005 in which the CPC
and the TPC were not allowed to appropriately reflect fluctuating costs of importing oil in
their product pricing, even though the crude oil price had reached a record high level on the
international market. This was because the DPP was seeking to win the ‘three-in-one’
election being held on 3 December of that year (Merit Times 12 January 2006; the event was
also noted by numerous interviewees).

Similarly, the DPP government also has been involved in distorting the price of mobile-phone
communication provided by the CHT. It is notable that Taiwan’s market in mobile-phone
communication had already been liberalised in 1997 and, also, the CHT was privatised in
August 2005 (the government’s share is now below 50 %). Due to the above changes,
currently there are three major players in Taiwan’s mobile-phone market with the CHT being
the biggest one.

Nevertheless, apparently, during the time of the three-in-one election

mentioned above, the CHT was secretly required to reduce its price of mobile-phone services.
Given the CHT’s cutting of prices, the other two privately owned communication companies
had to concurrently reduce their prices in order to compete with the CHT. Why did this
happen?

It was noted by numerous persons interviewed by the author that the DPP

government had expected that such manipulation of the CHT’s price-decision would play a
vital role in increasing its political popularity and thus help win the three-in-one election.
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It is regrettable to note that another similar event happened later in 2006. The CPC and the
TPC were again forbidden to appropriately reflect the real costs of their products because, at
this time, the DPP aimed to win the ‘Mayor Elections for Taipei City and Kaohsiung City’
being held in December of this same year. Eventually, the political manipulation by the DPP
government meant both the CPC and the TPC suffered serious deficits for that year (China
Times 26 May 2007; The Central News Agency 17 December 2006; TVBS 20 December 2006;
United Daily News 4 December 2006). In the case of the CPC, given that it still occupies
over 70 percent of Taiwan’s domestic oil market, another producer (the privately owned
‘Formosa Petroleum Corporation’) does not dare to adjust its prices before knowing what
CPC’s price will be.

The DPP, when it was still an opposition political party, claimed there was a secret and unjust
linkage between the KMT-owned enterprises and public enterprises. Regrettably, once it had
taken over government power, it quickly learnt the KMT-style of requiring SOEs to do
something favourable for the party and the government. For example, it was reported by the
local press that the board chairpersons of the CPC, TPC and other public enterprises were
invited by a top-level DPP politician to enjoy a dinner on 26 July 2005 at which the
chairpersons were told, informally, to buy more commercials from the ‘Taiwan Daily News’,
a pro-DPP news company, in order to save it from bankruptcy (see China Times, 5 August;
United Daily News, 4, 5 August).

Finally, the DPP government has required some particular SOEs to carry out a number of
diplomatic tasks. During the period of KMT governance, especially when President Lee
Teng-hui ruled Taiwan, several state companies were frequently required to help promote
Taiwan’s diplomatic relations with foreign countries, in particular some Asian and Latin
American countries. The DPP government has continued this in order to strengthen Taiwan’s
diplomatic relations with these countries (see Chung 2007). For example, the CPC was to
provide several South Asian countries suffering from the tsunami disaster of December 2004
with financial donations amounting to 100-million New Taiwan Dollars (equal in value to
about 4 million Australian Dollars). Also, it was reported by local news in 2007 that the TPC
was asked to build a hydro-power-generation plant (it cost a value of 300 million USD) for
the Republic of Honduras (see China Times, 23 August; United Daily News, 23 August).
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6.3 An Authority Model Relationship Remains Unchanged
6.3.1 Rationale for retaining such an authority model

It was noted in Chapter 4 that the government-public enterprise relationship appears to be like
a pendulum swinging between an ‘authority model’ on one side and an ‘enterprise model’ on
the other (see Figure 4-1). Therefore, if a government’s attitude is to exercise powerful
control over public enterprises then an authority model will most likely be adopted in the way
its relations with the enterprises are conducted. Conversely, if a government has a different
attitude, an enterprise model will most likely be used and the enterprises given a greater
degree of operational autonomy for making their own decisions.

During the KMT period the decision-making autonomy enjoyed by the SOEs was generally
maintained within a limited-operational area. It was evident that the SOEs (eg. the CPC, TPC,
CHT, CHP and TRA) were all given a considerable degree of operational autonomy for
dealing with their everyday management and business activities. However, it is clear that the
relationship between government and SOEs during that period was generally maintained in
the manner of a so-called authority model rather than as an enterprise model, since the
decision-making of the enterprises was not fully independent of the government scrutiny (see
Figure 6-1).

Why did the previous KMT government commit to distorting the management activities of
the SOEs during its decades of governance? Not surprisingly, it was because the KMT had
long regarded the SOEs as a vital part of the government structure and so employed the
enterprise sector as a means of achieving its multiple objectives, especially in relation to
maintaining its political regime in a safe condition. Knowing this, it is easy to understand that
the KMT government’s numerous controls over the SOEs would always emphasise its
authority, and that exercising that authority would be more important than giving more
autonomy to the enterprises.

In contrast, with the change to the DPP government came the expectation that SOEs would be
regarded differently, and would be given more autonomy to deal with their management and
operational activities as well as in their relations with the government (the Executive Yuan
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and relevant Ministries). However, evidence discussed above regarding the CPC, TPC, CHT,
CHP and TRA clearly illustrates that the relationship between government and SOEs has
remained unchanged during the DPP governance period and the DPP government has
continued to manipulate the board appointments and decision-makings of the enterprises in
significant ways.

In other words, the government-enterprises relationship that has been

operating during the DPP governance period can be depicted as following an authority model
rather than an enterprise model as shown in Figure 6-1. The reality is that the previous model
of the relationship that existed during the KMT period has continued.

The
Government’s
Attitude

Authority
Model

Enterprise
Model

Corporate

Government
Control

(Priority)

Autonomy

Figure 6-1:
The Relationship Model between Government and State-owned Enterprises in Taiwan

Why has the DPP government decided not to promote a new or more democratic way to
manage SOEs? This question can best be answered by referring to relevant evidence obtained
from the CPC, TPC, CHT, CHP and TRA. The evidence indicates that such a situation might
well be attributed to the political fact that the DPP government has always suffered from
being a legislative minority in the Taiwan’s parliamentary body (the Legislative Yuan).
Therefore, the DPP has found the SOEs a very useful resource in defending its political
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regime against attacks from the Pan-KMT dominated Legislative Yuan. Because it has had to
use the enterprises in this way, the DPP government has had to continue its relations with the
SOEs in the manner of an authority model rather than an enterprise model.

Evidence from many countries has shown that corporate-type public enterprises can generally
be thought to have a number of advantages in their daily decision-making, especially in
regard to budgetary, accounting, personnel and management issues as well as corporate
autonomy, compared with the decision-making process in use concerning the same issues in
departmental-type public enterprises (see Hanson, 1959, 1962; Mascarenhas, 1996; Robson,
1962; Seidman, 1954).

However, the standpoint mentioned above does not provide an appropriate explanation for
what has happened with Taiwan’s SOEs over the past several decades. There have not been
any obvious differences in organisational autonomy across the various types of SOEs. In law
and in theory there should have been a number of differences evident between a state
company (eg. the CPC, the TPC), a public/statutory corporation (eg. the CHT, the CHP) and a
departmental-type SOE (eg. the TRA) in terms of the degree of autonomy they should have
enjoyed in their operations.

However, no significant variations have actually occurred

between them in the respect.

6.3.2 Some features of the relationship have varied

During my field study in Taiwan it was confirmed that people such as chairpersons,
presidents, and other top managers of the CPC, TPC, CHT and CHP and the director-generals,
deputy-director-generals and other top managers of the TRA generally played a significant
role within the KMT government by helping structure some major policies about Taiwan’s
national infrastructure, economic growth and industrial development.

The ‘Ten Major

Constructions’ undertaken during the 1970s, which covered a number of plans designed and
conducted by several particular SOEs, can serve as typical cases. These plans included: the
development of a heavy-chemical industry (by the CPC), the construction of nuclear-power
plants (by the TPC), and the building of an electric-powered railway system (by the TRA) and
other similar.
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Why did many SOE top-level officials enjoy such a significant role in helping shape the
government’s national policies?

It is widely recognised that the Premiers and relevant

Ministers of the previous KMT government had generally been trained through and/or
recruited from the top-level officials of the SOEs. That is, numerous KMT government
Premiers and Ministers came to their positions in the Executive Yuan from their positions
within the enterprises. In consequence, thanks to their common political background, most
KMT politicians generally trusted the top-level officials of SOEs, and trusted them to be
involved heavily in the decision-making process of the KMT government.

The part played by the TPC in shaping Taiwan’s electric-power policy will serve to explain
the most typical case. Taiwan has always suffered from a serious shortage of domestic energy
resources. In the past, the KMT government committed to employing nuclear energy, an
alternative to traditional sources of energy, aiming to overcome the serious obstacle power
scarcity created for Taiwan’s economic and industrial development. Why did the KMT
government commit to this? Certainly, the TPC contributed to the decision to take this action.
Traditionally, the top-level officials of the TPC had played a significant role in helping the
KMT government shape its national energy policy. They had thus persuaded the KMT
politicians to believe that the development of nuclear energy would be the best and/or only
way for Taiwan to continue its economic growth. In fact, the KMT government was rather
successful in using this approach to maintain a cheaper price of electric power in Taiwan,
compared to the price in Japan, South Korea, Singapore, Thailand and Malaysia (cited in
Hwang, 2006).

Later, in the 1990s, another huge challenge came to Taiwan from the international community:
the ‘Kyoto Protocol’, which requires an industrialised country to reduce its emissions of
carbon dioxide and five other greenhouse gases by 5.2 percent from 1990 levels, between
2008 and 2012 (quoted in Hwang, 2006). In order to deal with such a huge challenge the
KMT government and the TPC, once again, were in agreement and believed that another new
nuclear-plant would be the best approach for them. Therefore, a fourth nuclear-plant project
was embarked on. In this case, the KMT committed to building the nuclear-power plant
seeing it as necessary for maintaining Taiwan’s continuing economic development. The DPP,
in contrast, has ideologically questioned whether there should be a direct link between nuclear
energy and economic development in Taiwan (Rang & Kuo, 2003).
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In October 2000, the DPP government decided to cancel the construction of the fourth
nuclear-power plant. Not surprisingly, this decision was controversial and later initiated a
serious dispute between the DPP government and the ‘Pan-KMT’ dominated Legislative
Yuan. After a four-month negotiation period, an agreement was reached between the two
sides to resume the plant’s construction. However, this agreement did not last long. Later, in
2002, the DPP government announced another controversial policy; namely, the ‘Renewable
Energy Development Plan’, by which 10 percent of Taiwan’s total electric-power will be
replaced by renewable energy sources by 2010. In taking this route, the DPP government
expects that an ultimate goal of transforming Taiwan into a nuclear-free country will be
achieved (Gao, 2006; Hwang, 2006).

According to the DPP government’s plan, all of Taiwan’s current nuclear energy producing
plants will be replaced with other alternative power sources such as wind, hydro, and solar
energy plants in the future (Kuo, 2003). In implementing the plan, three currently-operating
nuclear plants and the fourth nuclear plant under construction will be retired as soon as
possible, regardless of the side-effects their early retirement will have on Taiwan’s economy
(Rang & Kuo, 2003). Of course, the opposition Pan-KMT alliance has strongly questioned
the DPP government’s policy, regarding it as a political deception; and the plan impossible to
achieve because of the many dilemmas beyond the DPP’s control and imagination that will
need to be confronted and overcome (Kuo, ibid). Notably, the TPC has been incapable of
changing the DPP government’s mind in this respect; rather, it has followed the government’s
lead and tried to achieve the government’s goals. 6-4

The case of the DPP government’s commitment to building a nuclear-free Taiwan clearly
reflects that this government has greatly reduced the significance of the SOEs in the process
of shaping national policies when compared with the approach of the previous KMT
government. There are two major reasons for the change according to numerous officials
working in the selected government agencies and SOEs in Taiwan I interviewed during my
field trip. First, the DPP government has been perceived as not fully trusting top-level
officials trained and appointed by the previous KMT government who are presently working
in the government and the enterprises. Secondly, the DPP’s different political ideology has
actually helped create the situation as well.

6.4 Concluding Remarks
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This chapter has provided a brief history of how the top-level positions are appointed and
other decisions are made in the cases of several Taiwan’s stated-owned enterprises (the CPC,
TPC, CHT, CHP and TRA) noting how they have been politically manipulated by the
previous KMT government and still are by the current DPP government. Both the DPP and
KMT have in common the need to deal with and/or cope with their particular political
considerations or political contingencies. Briefly, it may be said that Taiwan has experienced
significant changes in its political development since the late 1980s but, on examining what
has recently occurred between the government and state-owned enterprises, it is evident that
the relationship between the two has not yet changed in any significant way.

The previous KMT government generally decided all appointments of board chairpersons and
other top-level officials in every state-owned enterprise on grounds of loyalty of the
individuals to the government party. The KMT’s domination also affected the enterprises and
their boards in terms of enterprise decision-making autonomy. Taking pricing policy as an
example, it was shown in the discussion that state-owned enterprises could not determine the
prices of essential products and services they provided without the government’s permission.
In regard to pricing issues, exercising control was always seen by the KMT government as
being more important than giving more autonomy to the enterprises. Quite evidently, the
relationship pattern between government and state-owned enterprises could be classified as
the ‘command-type’ described by Thynne (1998), or as the similar ‘authority-model’
described by Stretton (1984).

Top-level officials of state-owned enterprises played a significant role in the KMT
government’s policy making process, helping structure its major national policies relating to
such as heavy industries, energy development, and other public infrastructure. In particular,
numerous KMT politicians were trained through and/or recruited from the top positions of
state-owned enterprises; therefore, they generally maintained a trustful attitude towards,
and/or a friendly interaction with, the top-level officials of state-owned enterprises. In such a
favourable environment the state-owned enterprise officials could comfortably play a
significant part in the decision-making processes within the KMT government.

Since coming to power the DPP has invariably adopted the KMT way of dealing with stateowned enterprise management.

Numerous board chairpersons have been replaced by
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appointees from the DPP politicians or from DPP supporters. It is obvious that the DPP has
learnt from the KMT experience, and used senior state-owned enterprise positions as rewards
to satisfy its own supporters. This means, therefore, that the DPP has determined to maintain
its regime through the use of the same means the KMT used before it. Also, notably, the DPP
government has moved away from its previous promise and has not allowed state-owned
enterprises more autonomy in their operational decision-making relating to the prices of
products and services for example, and so has attempted to use state-owned enterprises as a
means of achieving multiple objectives.

It is evident that the DPP government has used the government-enterprise relationship pattern
in a similar way to that used during the KMT governance era. The DPP government has
preferred to maintain the traditional relationship with state-owned enterprises using an
authority model rather than changing to an enterprise model. The DPP government has
continued to regard government control, rather than corporate autonomy, as the priority when
dealing with state-owned enterprise management issues.

However, while the DPP

government resembles the previous KMT government in its way of dealing with the
government–enterprise relationship, the KMT government allowed state-owned enterprises
considerable influence in helping structure national policies. The current DPP government, in
contrast, has severely reduced the significance of the enterprises in this respect.

Notes
6-1 The TRA has been in a particularly poor situation, suffering long-term financial deficit since the late 1970s.
Currently, it owns a number of mainline and sub-line services (three of these lines are for passenger
transportation only) and totally 216 stations/stops for passengers and cargo transportation services. All the
sub-lines and about 40 stations/stops have never given the TRA any financial benefits, but the TRA has
never been allowed to close down the non-profitable sub-lines and stations/stops.

6-2 The TRA differs from the CPC, CTC, CHT and CHP, the TRA in its organisational form as a departmentaltype of state-owned enterprise. According to Taiwan’s current legislation, a director-general rather than an
enterprise board is assigned to be in charge of managing it. In addition, it is a legal requirement that anyone
who does not have the qualified-status of being a top-level state bureaucrat is incapable of being appointed
as the director-general and to other top-positions of the TRA.
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6-3 There is an allegation that Mr. Lai, Chin-chi was dismissed from the chairman’s position of the CHP due to
his reluctance to agree to the renaming of the CHP, when there was a request to change the name
‘Chunghwa Post Corporation’ to ‘Taiwan Post Corporation’. The renaming action sought by the DPP
government was aimed at intensifying national identity - Taiwan is a wholly independent country and has no
links with China.

6-4 According to statistics published by the TPC in 2004, its three nuclear-power plants produced over 20% of
Taiwan’s total electric-power.

125

7. The Pattern of Industrial Relations
________________________________________________________

In this chapter the question of whether the change to DPP government has changed the pattern
of industrial relations in Taiwan’s state-owned enterprises is examined. There is first a
review of the principal features of industrial relations as they existed prior to 1987 when
Taiwan was still ruled by the KMT and under martial law. Then, the development of
industrial relations during the post-martial-law period through to 2000 when the KMT held
political power is explored. Finally, how the current DPP government has influenced the
features of industrial relations in the past few years is considered. The information obtained
about the three periods is then used to establish whether the DPP government has differed
greatly from the previous KMT governments in regard to the way industrial conflicts within
state-owned enterprises have been handled. Attention has been focused on the trade unions
associated within the five Taiwanese state-owned enterprises especially selected for this
research. They are: the TPWU, TPLU, CTWU, CPWU and TRLU.

7.1 The KMT Control over the Unions during Martial-law Period
7.1.1 Rationale for exercising control

Taiwan’s public enterprise employees were allowed to organise and join their own trade
unions during the period when martial law was in effect; however, the unions did not have a
level of autonomy that would give them sufficient strength to carry out actions contrary to
government wishes in order to achieve some of their stated objectives. Their weak position
during that period was due to two major factors that defined their relations with the KMT
government: (1) the effective manipulative actions undertaken by the KMT’s party networks;
and (2) the effective repression imposed by the government’s labour laws and policies. The
KMT government used an authoritarian way to deal with trade union issues because it aimed
to achieve both goals of economic development and political stability (Pu, 1994: 86-92). In
particular, the authoritarian approach made the trade unions and labourers more obedient and
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disciplined, and by this means Taiwan’s later economic growth was stimulated (Amsden,
1985; Deyo, 1992; Harggard, 1988; Kleingartner & Peng, 1991).

Such a situation was not unique to Taiwan.

A labour-intensive and export-orientated

industrialisation policy was adopted in many Asian countries during the post-war period as a
strategy to promote their goals of economic and industrial development (Deyo, 1987a;
Galenson, 1992). The Asian governments believed they should maintain their labourers in a
rather weak and demobilised situation as part of an attempt to create an environment pleasing
to foreign capital and domestic businessmen. Accordingly, the situation at that time was as
Lim Hyun-chin described it: ‘East Asian manufacturing for export has been based largely on
the effective economic deployment of labour, the only significant development resource
available to these small, resource-poor countries, and on maintenance of competitive labour
costs’ (cited in Deyo, 1987a: 182).

For example, the South Korean and Taiwanese

governments were generally determined to keep most of their populations politically
demobilised (Lee & Lee, 1992: 113) for which Koo provides an explanation: ‘the major
comparative advantage of the two countries is low-wage labour of relatively high quality, the
success of export-oriented and labour intensive industrialisation has depended on maintaining
a low-wage and disciplined labour force’ (1987: 174). In attempting to achieve these goals,
as a result, it could be widely acknowledged that ‘an important contribution to business
success by the state in Taiwan, as in Korea, has been its direct control and repression of the
labour movement’ (Whitley, 1992: 156).

In Taiwan, during the post-war period, SOEs in upstream sectors were used to support the
private downstream sectors which depended on them for inputs, because SOEs were able to
provide and offer a ready supply of reasonably priced raw materials and products to the
private sectors (Yu, 1985: 3). Accordingly, the CPC, TPC, CHT, CHP, TRA and other SOEs
generally played a pivotal role in promoting economic development and industrialisation
since they provided a majority of essential services and products. In an attempt to prevent
any possible disruption to essential services and products by the unions, the KMT government
manipulated the unions over several decades. Such a situation happened in other Asian
countries also, as Deyo described: ‘labour discipline has been an important prerequisite for a
development strategy that centers on manufacturing for world market’ (1987a: 191).
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Apart from the goal of promoting economic development, the KMT’s repression of trade
unions was aimed at maintaining Taiwan’s internal security. In the view of many of the KMT
elite, social organisations such as trade unions, student organisations and farmer associations
had damaged the KMT’s authority when in mainland China before 1949. Therefore, in order
to avoid the same thing occurring in Taiwan, the KMT determined to prevent trade unions
from being penetrated by the CCP. ‘The government attempted to eliminate or control all
potentially independent groups to ensure that opposition forces could not coalesce around
them’ (Wade, 1988a: 38). It is also claimed by Cheng Wei-yuan that ‘the initial reason for
the tight security measures against unions and potential labour organisers was national
security’ (Cheng, 2001: 135). All together, during that period the unions associated with
SOEs were kept in a weak and inconsequential position. In addition, it was also the KMT’s
belief that it needed martial law to justify the importance of exercising control over labour
unions and student organisations which previously undermined the KMT authority on the
mainland (Haggard, 1988: 275). Given that these were some of the effects of martial law, a
monopoly on political power certainly enabled the KMT to impose severe restrictions on
trade unions (Bello & Rosenfeld, 1992: 221). The KMT could manipulate the trade unions in
significant ways and so remove any possible opposition before it seriously developed within
these SOE trade unions.

7.1.2 An administrative arm of the ruling party

Initially, just after its move to Taiwan in 1949, the KMT government had a distrustful attitude
towards trade unions (Asia Watch Committee, 1987: 133).

At that time, the KMT

government banned all unions from organising within public enterprises due to its desire to
counteract the potential activities of the CCP within them. After 1950, however, the KMT
altered this negative approach and trade unions were encouraged to organise within public
enterprises and some large-size private enterprises. This great change clearly illustrates that
the KMT adopted a new view toward trade unions, now believing these unions could actually
aid the government in mobilising workers for defence purposes in the event of a CCP attack
(Lee, 1989: 17).

Manipulating the trade unions at this time meant the KMT creating a specialised department the Department of Production Enterprises - in association with its national and local division
offices, and putting it in charge of party affairs in those trade unions. This department was
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organised into 7 sub-departments, 6 directed departments, and 113 district departments. Each
of the various levels of the department was responsible for party affairs in an enterprise and
its trade union. Its functions were to ensure not only political mobilisation for supporting the
KMT but also production mobilisation (Lee, 1992: 72-73). From the above, it is clear that
independent labour activity was not allowed to develop during that authoritarian period.

In addition to using party networks to control the unions, the KMT government employed the
state’s intelligence system to monitor all employees working for the government and the
public enterprises. Accordingly, any union member who might conspire to violate the KMT
could easily be monitored. During the same period the KMT also actively manipulated
elections within the unions.

The KMT was very successful in nominating its elites to

participate in these union elections and, using its tight networks, the KMT always won the
elections within the unions without difficulty. Therefore, nearly all top and critical positions,
such as presidents, board directors and member representatives of the associated trade unions
within public enterprises, were occupied long-term by KMT elites. Moreover, the KMT’s
control over the unions meant it could easily use them to campaign for its candidates and so
help win national and local elections (Lee, 2000:108).

Simultaneously, Taiwan’s labour laws assisted the KMT government in maintaining the
unions in a weak situation. For example, the Labour Union Law (LUL) only allowed trade
unions to perform the following functions: (1) to help the government to prevent communists
from infiltrating the workplaces, mobilising workers in case of attacks by communists from
mainland China, and assuring political and production stability; (2) to help the government to
administer the employees’ welfare programs; (3) to help the government in promoting
international relations; (4) to provide social and recreational services to their members; (5) to
mobilise workers to vote for the KMT candidates in national and local political elections (Lee,
1989: 17-22). Such weak functions meant unions being concerned primarily with provision
of member services rather than with the representation of worker interests (Kleingartner &
Peng, 1991: 433).

Allen Kerr’s study (1992) of the British health service and local government indicates there
are five main reasons in that country why public employees join a union, including: a
member’s commitment to trade unionism, the fact that most colleagues are members, the
union’s involvement in negotiating pay and conditions, member’s services that are available,
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and fears for the future. By contrast, the unionisation of Taiwan’s SOEs during the martiallaw period was not attributable to any of the reasons mentioned above, but to the KMT
government’s encouragement of the LUL. The KMT government sought to represent itself as
a good and/or model employer to the private sector.

Thus, a high percentage of the

employees in SOEs were unionised as a result of the government’s intervention, so the union
density of the TPWU, TPLU, CTWU, CPWU, TRLU and other SOE trade unions was always
maintained at a very high level of over 90%. Nevertheless, even such high union density did
not promote unions in terms of exercising power against the government.

Although the Collective Agreement Law (CAL) was put into effect, this law was only a
paper–exercise in regulating the employment conditions and terms for the labourers.
According to this law, any collective agreements concluded in violating the provisions of
relevant laws should be considered invalid. The KMT government particularly regarded
public enterprise employees as part of the civil service, so their many employment terms and
conditions were decided solely by the government rather than as a result of any collective
bargaining process between the enterprise and the associated trade union. Therefore, the
significance of collective bargaining during the martial law period was relatively meaningless
as far as regulating the employment relations between the enterprises and the associated trade
unions was concerned.

Finally, the Settlement of Labour Disputes Law (SLDL) also damaged trade unions in any
application of industrial action against the government and the enterprises, because this law
made it very difficult for the unions to use industrial action to campaign for their rights and
benefits.

As Kleingartner and Peng describe it: ‘Western experience is that collective

bargaining without the right to strike, or without some other credible disputes resolution
machinery, all too frequently turns into what has been called collective begging’ (1991: 439).
Winn voiced much the same opinion, claiming: ‘there are no strikes in Taiwan’ (1987).
Consequently, without the right to undertake any legal industrial action or even street
demonstration, the trade unions could do little other than ask for a favourable collective
agreement with the government and their working enterprises during the period Taiwan was
ruled by martial law.

Certainly the above evidence of what happened during the martial-law period illustrates why
and how the KMT government was so determined to manipulate trade unions as an
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administrative arm of itself, and to severely distort their legal functions. Frequently, the KMT
supported its elite candidates for the positions of top officials of the trade unions in order to
gain control of the unions. However, the underlying reasons behind the KMT’s actions lie
with the unpleasant experiences it had had in mainland China before 1949 (San, 1993: 372).
Although the membership and union density of the associated trade unions had always been
maintained at a very high level, their bargaining strength was very weak. As Lin said, ‘the
strength of the labour movement in Taiwan has been constantly over-estimated by the
unionisation figures’ (Lin, 1988: 387). In Lee’s view, unions were merely an administrative
arm of the ruling party (Lee, 1989: 24) and the weak position of the unions remained
unchanged until after martial law was lifted in 1987.

Although the KMT government exercised many controls over the unions and labourers, its
governance did not generate a lot of large-scale industrial conflicts. In Deyo’s view, this was
because the KMT government was determined to carry out a ‘softer’ welfare-based
corporatist control (1987a: 183). This type of control meant that a number of pieces of
legislation were enacted that effectively guaranteed employment benefits as well as essential
welfare for Taiwanese labourers. One typical example was the Labour Standards Law (LSL)
enacted in 1984, which provided guarantees of essential employment conditions regarding
working time, wages, labour contracts and other critical issues (Chao, 1988).

The

implementation of the LSL shows that the KMT government was sensitive to the practice of
promoting harmony with trade unions. It was also evident during the period of economic
development, that Taiwan’s workers enjoyed better social security than the workers of other
Asian countries (see Galenson, 1992: ch. 4; Deyo, 1992). Therefore, until 1987, the KMT
government was rather successful in preventing the Taiwanese trade unions from advocating
militant unionism, maintaining industrial relations in a rather uncontentious state (Bello &
Rosenfeld, 1992: ch.13).

7.2 Development of Autonomous Unions after Martial Law
7.2.1 A new environment towards trade unions

The development of the DPP and the lifting of martial law, both of which happened in the late
1980s, significantly transformed the long-term pattern of industrial relations that had existed
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in Taiwan (Chu, 1996; Hiao, 1992a; Kleingartner & Peng, 1991). The trade unions no longer
appreciated the KMT’s governance, they became more concerned with their members’ rights
at work, less tolerant of infringements or threats of such rights caused by the management,
and more willing to unite, negotiate or even protect their rights (Huang, 1988: 283).
Apparently, as Hsu Cheng-Kung remarked of the unions: ‘they are more conscious of their
legislative rights and tend to be active in employing collective actions to protest the unfair
practices in the workplace and the government policy’ (cited in Bello & Rosenfeld, 1992:
225).

Such a big political change in Taiwan provided trade unions with a new and favourable
environment to develop their own strength, and further evade the domination of the KMT
government and its party. At the same time, the DPP politicians usually appeared to be
supportive of many protests organised by the unions and other social groups, although there
was no clear sign that the DPP had formulated a concrete political stand in relation to them
(Hsiao, 1992a: 160-162; 1992b: 70; Tien, 1989: 51). It is argued by Ho that the alliance
between unions and the DPP had become possible because of two main reasons: numerous
union members despised the KMT domination over them, and the DPP was seen to be taking
advantage of the political support coming from them (Ho, 2006:116-7). Of course, the unions
had also learnt many lessons from their experiences of how the DPP conducted attacks against
the KMT government (Chu, 1992: 100). For example, the street protests conducted by the
DPP had encouraged these unions to conduct some similar actions against the KMT
government.

Certainly, the KMT’s previous domination over the unions was significantly undermined and
this forced the KMT government to notice that it was now paying a price for the past abuse of
SOE trade unions. However, Taiwan’s democratisation could also be viewed as a doubleedged sword for the unions in terms of promoting their organisational advantages and their
members’ interests. Galin, in her study of Israel’s situation, points out that, ‘it would be a
mistake to assume that the freedom enjoyed by trade unions under democracy guarantees their
capabilities under democratic regimes’ (1996: 60).

Taiwan’s experience in later years has much resembled Israel in this respect. Although
Taiwan’s recent political development greatly enhanced trade unions’ awareness of what can
be done in working to achieve rights and benefits in a favourable political environment, it also
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brought about a number of negative side effects. Taiwan’s private employers became eager to
develop their political strength and required the KMT government to conduct a series of
liberalisation and privatisation plans, which is acknowledged unfavourable to public
enterprise employees (Hwang & Chiao, 1996). Accordingly, the later situation was as Chu
claimed it was: ‘the post-transition state, however, has not become more pro-labour’ (1996:
495).

Since the late 1980s, with implementation of these liberalisation and privatisation projects, the
Taiwanese state has gradually lost its dominating role in the country. The result matches what
Cheng describes: ‘democratisation deprives the state of most of its discretionary coercive and
remunerative power to get capital and labour compliance’ (Cheng, 2001: 141). In particular,
the implementation of the privatisation policy has seriously shocked the associated trade
unions and their huge membership, because of the realisation that the policy will inevitably
significantly damage the current rights and benefits associated with their employment
conditions. Accordingly, a wave of fear has spread amongst these public employees. And,
the associated trade unions have come to understand that they must rely on their own strength
to protect their members’ rights and benefits in a democratising Taiwan. This is of particular
concern as they deal with the huge challenges resulting from the government’s privatisation
plans.

7.2.2 Increased autonomy of trade unions

In order to further evade the KMT’s influences over trade unions and their activities, the
unionists determined that if they wished to improve the situation, the first thing they should
do was to get the trade unions to boycott the KMT’s candidates who participated in the
union’s elections (Hsiao, 1992a: 160-162). Later, a number of independent unionists came to
take part in union elections for the purpose of removing the KMT’s manipulation over their
unions.

In this way, a considerable number of non-KMT or independent unionists

successfully defeated the KMT’s nominees in election campaigns for some critical positions
(such as the president, board directors and member representatives) in several associated trade
unions within the SOEs. While the KMT unionists retained their positions in the other state
enterprise trade unions, these KMT unionists became more autonomous, especially in dealing
with the matters related to their unions and members’ rights and benefits.
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In addition to undermining the domination of the KMT, the trade unions were determined to
find political alliances and/or involve themselves in political actions. Therefore, the unions
became active in mobilising their members to support particular candidates during national
elections. For example, the TPLU, CPWU and TRLU generally preferred to maintain a close
tie with the KMT’s candidates in this respect, while the TPWU and CTWU preferred not to.
It was particularly evident that the TPWU adopted a positive-intervention strategy during the
election for the Legislative Yuan members in 1992. In this election, the TPWU required its
members to support 8 candidates (no matter which political party they belonged to) to win
their election campaigns. All 8 candidates were later elected and became Legislative Yuan
members (cited in Pu, 1994: 130). The TPWU expected that the Legislative Yuan members
who were supported by the TPWU would later assist it to promote the union members’
interests from the government’s hand.

The associated trade unions within the SOEs actively undertook a series of collective actions
to express their demands toward the KMT government, so that their relations with the KMT
government were no longer maintained in an uncontentious pattern as they once were. In
brief, a new pattern of industrial relations emerged within the SOEs, and it could be attributed
to two main issues: (1) the ineffective implementation of the LSL (Farh, 1995: 271-273;
Kleingartner & Peng, 1991: 429-430; San, 1993: 378), and (2) the implementation of the
government’s privatisation policy (Lin, 1998).

The KMT was always sensible to avoid Taiwanese labourers’ discontent and prevent the trade
unions’ militancy. For example, the LSL was enacted in 1984 for regulating some essential
employment conditions regarding working hours, wages, labour contracts, and other
important matters. However, there is evidence that both the public and private employers
somewhat ignored the legal rights of employees. The reality was as Bello and Rosenfeld said:
‘great on paper, these reforms were not designed to be seriously enforced’ (1992: 225). The
SOEs were found to evade some items of the employment conditions of their employees,
which meant that the government was unable to demonstrate the good-employer role to the
private sector. In the past, these unions had kept many of their discontents in their minds only
and had not dared to show their anger to the government. However, the lifting of martial law
allowed the unions to take action that required the government to directly practice the LSL as
a reality.
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At the same time, the KMT government’s privatisation policy resulted in a series of union
campaigns. According to British experience, the impact of privatisation on employment
relations and conditions issues in its privatised nationalised industries has been somewhat
negative. There, it was generally the case that a privatised enterprise would regard any cut in
its workforce to be necessary if it made it more efficient and attracted more investors on the
stock market (Casale, 1992: 109; Thomas, 1984: 61). A fear that the same might happen in
Taiwan had been widespread amongst Taiwan’s public enterprise employees.

They were

very frightened that they might lose their previously-enjoyed benefits following privatisation,
benefits such as handsome salaries, fringe benefits, and security of a government job (Liu,
1993).

Such fear has already been confirmed as a major factor in a series of conflicts between the
KMT government and the associated unions that took place in the late 1980s and later early
1990s (Pu, 1994: 146-154). In these conflicts, it was seen that these unions did not favour
strikes against the government and they were not attempting to damage the welfare of the
general public. In general, the unions only threatened to withdraw their services/products
from the public if the government did not offer reasonable concessions. With such logic, the
political exchange between the KMT government and trade unions featured a negotiation
process.

In these negotiations the KMT government insisted on giving priority to the avoidance of any
disruption to essential services and products provided by the SOEs. So, the KMT government
did not undertake long-term negotiations with these unions in these disputes, but reacted to
settle them quickly. In this way, the KMT government generally promised the unions certain
benefits as a compromising strategy to end these conflicts, provided the concessions were not
contrary to existing legislation. On the other side, the unions ended their protests peacefully
after receiving a positive response from the government. In Pizzorno’s work, he argues that
‘capacity’ and ‘willingness’ are two factors that predict the success of the equilibrium
mechanism for industrial conflict (1978: 285). Certainly, this understanding can be used to
explain the above evidence that both the KMT government and the trade unions were willing
to, and had the capacity to, avoid any collapse of the bargaining process in sorting out their
conflicts. Accordingly, the KMT government’s ultimate goal of maintaining ‘social security’
and ‘social order’ was achieved, while the unions’ economic objectives for their members
were gained too.
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Summing up, it can be seen that during post-martial-law years the interactions between the
KMT government and the SOE trade unions were occasionally played as a ‘political
exchange’ process. The only case of militant action was that of the rail-drivers’ strike which
took place in 1988. On Labour Day (1 May) in that year the trade union associated within the
TRA called a one-day ‘collective vacation’ and shut down the entire railroad system in
Taiwan for a whole day (cited in Lee, 1989). However, as in the other cases of conflict, the
KMT government offered the associated trade unions some considerable concrete concessions
as part of a compromising strategy that also required the unions to end the conflicts quickly.
There is evidence that a number of political-exchange type cases had already happened when
the government and trade unions were conducting negotiations to end these conflicts.
Through this exchange type approach, the KMT government successfully prevented a
disruption of essential services or products provided by these SOEs; for their part, the unions
achieved a considerable economic benefit from the government as a reward for promising to
maintain industrial peace.

7.2.3 A new arena of political combat

The associated trade unions conducted a series of street demonstrations against the KMT
government but they did not engage in so-called revolutionary actions. The unions were only
interested in getting more positive responses from the KMT government rather than
challenging its legitimacy.

As Hsiao wrote: ‘although some participants in the protest

movements feel deprived by the system, most activists appear to understand that they have
more to lose if the existing political and economic system is weakened drastically’ (1992b:
70). In general, the unions resembled other social organisations that emerged over that time,
and were inclined to maintain positive-communication relations with the KMT government,
because they apparently saw no advantage in aligning openly with the DPP (Hsiao, ibid).

Taiwan’s political environment at that time might have made all political parties aware that
winning the support of a large number of labourers was one of their priorities in order to win
political campaigns. The opposition DPP during that period was very active in trying to
receive more political support from these trade unions, so the DPP politicians frequently
appeared to be supportive of many street protests organised by the trade unions within the
SOEs (e.g. the TPWU, TPLU, CTWU, CPWU and TRLU). The response of the ruling KMT
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was, as Lee said, to recognise that ‘one implication of increasing democratisation is the
necessity for the governing party to heed the demands of its citizens or face the possibility of
being voted out of office’ (2000: 105). For this purpose, the KMT changed its previous
labour policy in attempting to maintain its popularity within these trade unions. Therefore, in
aiming to gain more votes from the working groups in national and local elections, both the
KMT and the DPP members in the Legislative Yuan involved themselves in urging the
Executive Yuan to do more for labour rights and welfare (Huang, 1988: 287).

Although the KMT’s domination over the unions was subsequently undermined, it would be
inappropriate to conclude that the associated trade unions within the SOEs had truly excluded
any interventions coming from the different Taiwanese political parties.

In his article

Aspalter points out that Taiwanese political parties have, since the 1990s, begun to capitalise
on welfare issues in times of high electoral competition in an attempting to help their
members win (Aspalter, 2001). This evidence has included labour issues. Both the ruling
KMT and the opposition DPP were deeply concerned with winning more political support
from the unions (Chu, 1996: 508-510). Accordingly, such unions as the TPWU, TPLU,
CTWU, CPWU, TRLU as well as other state enterprise trade unions became a new arena of
combat for these two parties. The situation during the post-martial-law years was, as San said,
‘Today all political parties are actively seeking the support of labour. Consequently, union
leadership has become another arena for the ruling and opposition parties in which to do
battle’ (San, 1993: 374).

Also, these unions have determined to build more political friendship and use this friendship
to protect them and their members. This action is easily understood by referring to what
Banks described in regard to British trade unions: ‘to achieve its objectives a trade union
movement must undertake political actions’ (Banks, 1974: 64). In Britain’s experience, trade
unions have traditionally had a close link with British Labour Party. Therefore, this link
might have implied an expectation that the government would provide the trade unions with a
better political situation to protect their benefits if the Labour Party could win power in
national election. Regrettably, there was little critical difference between the KMT and the
DPP in their policies concerning labour issues at that time (DPP, 1993). Consequently, the
best way these unions could act was to build their own strength and to exercise their
bargaining power with both the government and political parties.
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7.3 Industrial Relations during the DPP Period
7.3.1 Industrial democracy and union autonomy

When the DPP took over political power from the KMT in 2000 it had been optimistically
predicted by some writers that Taiwanese trade unions would have then moved into a new era,
due to the DPP’s previous promise to act favourably towards unions and allow them to further
their interests.

For example, Lee argued that the democracy movement would create a

positive effect in workplaces by moving towards greater industrial democracy and employee
participation (Lee, 2000: 106). Chen, Ko and Lawler suggested that the DPP government
would tend to be more pro-labour compared with the previous KMT government (Chen, Ko
& Lawler, 2003). Why did they have such optimistic viewpoints concerning the future of
trade unions?

Probably, they were very attracted by Chen’s manifesto for the 2000

presidential election.

For that election, the DPP clearly made several promises in relation to SOE and labour issues:
firstly, the DPP government in the future would adopt a non-KMT strategy in dealing with
SOE management issues. Secondly, the necessity of Taiwan’s continuous privatisation plans
would be re-evaluated, and the DPP government would not undertake any privatisation plans
that involved the sacrifice of their employees. Finally, the DPP government would bring
industrial democracy into realisation within SOEs (see Chen, 2000). In addition to the above
promises, the DPP had previously established long-term close ties and good friendship with
the associated trade unions within the SOEs while it was still in opposition. Certainly, the
above promises easily led to expectations that the DPP government would commit to a more
pro-labour strategy than the previous KMT government had, particularly in dealing with
issues relating to ‘autonomous development of trade unions’ and ‘industrial democracy’
(Chen, Ko & Lawler, 2003: 327).

Some of the DPP government’s promises have been put into practice. First, the presidents of
several major SOE trade unions (ie. the TPWU, TPLU, CTWU, CPWU and TRLU) have
been invited to take part in several consultant committees within the Executive Yuan and the
President Office, and in these committees these union leaders have been able to express their
viewpoints, especially in regard to some policies or legislation related to labour and
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privatisation issues. Also, in June 2000, the DPP government made so-called ‘industrial
democracy’ into a reality within Taiwan’s SOEs (Wei, 2003: 55). For that, the revised
‘Administrative Law of State-run Enterprise’ has now required that at least one fifth of the
directors of a state-owned enterprise who represent state capital shall be recommended by the
relevant labour union (see Article 35). With this legislation, in practice, the TPWU, TPLU,
CTWU and CPWU, would each be able to nominate its representatives into the board
directors of the CPC, TPC, CHT and CHP respectively. The advantage that has come to the
unions is as a top official of the CTWU described it: ‘a fifth of the seats is far from being
influential in board meeting, but it allows workers’ opinions to be heard and allows the
decision-making process to be transparent’ (Chung Ping-tang cited in Hwang, 2005: 18).

Taiwan’s continuing political development has given the unions a significant lever with which
to more independently deal with their own organisations and activities. Nevertheless, this has
not meant that Taiwan’s major political parties no longer intervene in the affairs of these
unions. In particular, the TPWU, TPLU, CTWU, CPWU and TRLU have all been so-called
giant-size unions with an extremely large number of members, meaning that whenever a
political party would effectively dominate a particular trade union the party would probably
receive huge support from its large membership. The ruling DPP and the opposition KMT
have, therefore, both continued to be involved in the internal elections of these unions. Their
goal has been to put these unions under their control. These unions, in consequence, have
remained an arena for political parties to do battle, as Sam (1993: 374) mentioned previously,
has argued.

Although the DPP and the KMT have both involved themselves in these unions, they have
found it difficult to dominate the unions. Over the past few years, the DPP members have
occupied the ‘president’ positions of the TPWU, TPLU and CTWU, meanwhile the
‘president’ positions of the CPWU and TRLU have been held by KMT members.
Nevertheless, the union leaders I interviewed in Taiwan (ie. Mr. Chuang Chueh-an, Mr. Shih
Chao-hsien, Mr. Tsai Liang-chuan and Mr. Chen Han-ching) all insisted that they will no
longer allow their unions to be manipulated by either the DPP or the KMT, despite each of
them still having a personal background that involves belonging to either the DPP or the
KMT. In their minds, their unions’ first stance would be always aimed at promoting their
own union members’ benefits rather than the interests of the political parties they belong to.
Moreover, they have clearly understood that if they fail to defend their members’ benefits in
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bargaining with the government, their union members would consequently withdraw their
support from them.

7.3.2 Limited significance of collective bargaining and conflicts

Numerous writers have verified that the implementation of collective bargaining in Taiwan
during the KMT period did not work effectively in dealing with employment relations
between employers and their employees (Pan, 2001; Wei, 2003). An official report published
by the CLA in 1998 clearly indicated that fewer than 300 collective-bargaining agreements
were in effect in a population of around 3,600 trade unions in Taiwan (quoted in Chen, Ko &
Lawler, 2003: 332). Moreover, both the weak position of trade unions and the vital effect of
the LSL in dealing with employment conditions for Taiwanese labourers gave little room for
employers and employees to engage in collective bargaining (Pan, 2001: 71-77; San, 1993:
374-75; Wei, 2003: 48-50). The poor results have been seen notably in the private sector but
also in the SOEs.

Such ineffectiveness of collective bargaining has remained unchanged, even in the DPP
governance period (Pan, 2001; Wei, 2003). In particular, the DPP government’s weakness
because of its minority position in the Legislative Yuan has meant that it has never had any
power or capacity to revise some of the relevant laws or to bring the collective bargaining
institution into force within SOEs.

As a result, collective bargaining has remained an

insignificant function of these associated trade unions when they deal with critical issues
relating to their members’ rights and benefits.

In the past few years a number of conflicts have happened between the DPP government and
these trade unions. That is, the DPP government’s measures mentioned above that apparently
benefit these unions, have not prevented them from undertaking these collective conflicts
against it. On examination, it is evident that this was because the DPP government has
broken one of its political promises and continued the KMT privatisation policy. Regrettably,
these unions have found that once the DPP government was elected it decided to continue a
series of privatisation plans that had been listed for implementation by the previous KMT
government (Chen, Ko & Lawler, 2003). Therefore, these associated trade unions felt that
they have already been cheated and betrayed by the DPP government.
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Taiwan’s privatisation policy has, since the KMT period, been conceived by the SOE trade
unions as a serious attack on them and their members’ interests. Union members have been
afraid of losing their employment rights and benefits, benefits which usually have not been
enjoyed by private sector employees, since privatisation would mean inevitably cutting jobs
and salaries following the privatisation of their enterprises (Dean, 2002; Hwang, 2005).
According to Hong’ study focusing on 29 former public enterprises, it is true that privatisation
could greatly contribute to each of them in terms of increasing of employee productivity,
because about 25 percent of the former employees were shed following the enterprise being
changed as a private one (Hong, 2002: 103). In addition, relevant evidence also shows that
the strength of the SOE associated trade unions would be decreased with privatisation (Chen,
Ko & Lawler, 2003: 331). Such fears have made the TPWU, TPLU, CTWU, CPWU and
TRLU understand that they should work together to attempt to stop the DPP government’s
privatisation policy and/or corporatisation plans;

7-1

otherwise, their members’ interests will

be significantly damaged through the privatisation or corporatisation processes expected to
take place in the coming years.

Inevitably, there have been several conflicts between the DPP government and the associated
trade unions in the past few years (see Table 7-1). As already stated, the previous KMT
government during the post-martial-law period had been much concerned with having
industrial peace with these trade unions. When dealing with significant conflict it usually
offered some concrete concessions and used a compromising strategy designed to end the
conflicts quickly. In contrast, the DDP government has seemed not to always offer the unions
concrete concessions when dealing with street-protests or strikes they have organised.
As Table 7-1 shows, in the case of the CTWU attempting to stop the privatisation of the CHT,
the DPP government did not offer any concessions. In addition, to aggressively defeat the
union the DPP government blamed it by way of manipulating local mass media in order to
make the general Taiwanese public believe what the DPP government was saying, namely,
that the union members (all are SOE employees) have enjoyed too many unfair benefits of
employment for too long, and it was the right time to change this situation and adopt an
approach that included privatising the SOEs.
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Table 7-1: Major State-owned Enterprise Industrial Conflicts Occurring during the DPP Period
Unions

Dates

TRLU

11/Sept/2003

CTWU

23/Sept/2003

CTWU

27/Nov/2003

TPLU

5/May/2004

CTWU

19/Oct/2004

CTWU

5/Dec/2004

CTWU

17/May/2005

CTWU

9-10/Aug/2005

Key Issues

Results

The TRLU voted to go on a strike
over the Lunar New Year holiday
in 2004, in an attempt to force the
DPP government to stop its
‘corporatisation’ plan for the TRA.
The CTWU held a 5,000-person
street demonstration aimed to stop
the first-step in the sale of the
CHT’s ADR in US.
The CTWU held another street
demonstration aimed at stagnating
the continuity of the CHT
privatisation plan.
The TPLU blamed the TPC’s
shortage of manpower for causing
a series of deaths amongst its
employees in the past ten years. It
threatened to strike if the DPP
government would not allow the
TPC to recruit a considerable
number of new employees.
The CTWU held a 4,000-person
street demonstration and some
union officials also went on a 72hour hunger protest.
The CTWU held a strike and
attempted to force the DPP
government to review its plan for
privatising the CHT.
The CTWU held a second strike
aimed at stoping the second-step in
the sale of the CHT’s ADR in US.
The CTWU carried out a third
strike aimed at stoping the final
step of the CHT privatisation plan.

1. The DPP government agreed not
to conduct its ‘corporatisation’
plan of the TRA;
2. The TRLU cancelled its strike
plan.
The CTWU failed to stop this
ADR sale.

The DPP government did not offer
any concessions to the union.

1. The DPP government allowed
the TPC to recruit 1,000 new
workers in its ranks;
2. The TPLU agreed to cancel its
strike plan.

The DPP government refused to
review its plan for privatising the
CHT.
The DPP government refused to do
review.

The CTWU failed and the CHT
successfully sold its ADR in US.
1. The DPP government sold the
majority of the CHT’s shares
into the private sector in August,
and the CHT has become a
private company;
2. The CTWU failed to stop the
CHT’s privatisation.

Sources: TPLU, CTWU, and TRLU
Note: ADR (American Deposit Receipt)

In viewing the industrial conflict case of the CHT, some union leaders (ie. Mr. Chung Chuehan, Mr. Chen Han-ching, and Mr. Tsai Liang-chuan) have claimed that the previous KMT
government (a so-called authoritarian regime) was able to express a benevolent attitude
towards the trade unions, while the current DPP government (a so-called democratic regime)
uses unfriendly means when dealing with such conflicts between the government and trade
unions.
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7.3.3 Continuous commitment to political participation

In the past, the KMT government always treated SOE employees as a resource for helping
maintain its political power; therefore, although the KMT manipulated these unions, at the
same time it was rather benevolent towards them and provided them with a number of
employment benefits such as handsome salaries, fringe benefits, good welfare, and the
security of a government job. It was especially evident that employees rarely worried about
being made redundant. In contrast, the DPP government has preferred to embrace a rather
hostile attitude towards SOE employees. With such an attitude the DPP government has been
determined to work on the principle that SOE employees should be treated under the same
employment conditions as employees working in the private sector, even though SOE
employees are working with a vital part of the government (this finding was noted by
numerous interviewees).

The DPP traditionally relied on much financial support from small and middle-business
companies when it was still an opposition party. With this background, it is not surprising
that the party as government has urged the undertaking of many plans and measures for
reducing the benefits currently enjoyed by the employees of SOEs, and, to this end, the DPP
government has treated civil servants and SOE employees in a very unfriendly manner when
compared with the previous KMT government. Now, these SOE trade unions have come to
understand that Taiwan’s democratic development (especially the change to the DPP
government) in recent years may have helped them to gradually evade control of political
parties, government, and employers, but it has also had number of negative effects for them
and their members at the same time.

These trade unions seem to be in a rush to work out how to overcome this big challenge on
them and their members imposed by the change of government.

The introduction of

democratic elections has been widely accepted by the Taiwanese as the popular method for
them to choose their preferred party or politicians to organise the Taiwanese government.
This political trend has simultaneously promoted the unions’ awareness of the importance of
taking part in political elections if they are going to protect their members’ rights and benefits.
As a result, these associated unions have quickly recognised that it is essential to participate in
political elections for an effective approach, remembering particularly that they had
previously used this strategy to protect their members’ benefits during the post-martial-law
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period under the KMT rule. With this understanding, the TPWU, TPLU, CTWU, CPWU and
TRLU have frequently united with the other SOE trade unions and they worked together in
the recent national elections held in Taiwan. They have had a common goal which has been
to build a political linkage with some Taiwanese politicians who would be expected to help
them in many issues.

There are two types of national elections held regularly in Taiwan – (1) the presidential
election, and (2) the election of the Legislative Yuan members. Of these two types of
elections, the SOE trade unions have generally mobilised their own members to get involved
in the Legislative Yuan member election. In contrast, they have preferred not to endorse any
candidates in the presidential election. This has probably been because once elected the
President has not had a significant impact upon their members’ rights and benefits.

Evidence gained from my field study in Taiwan clearly confirms that the TPWU, TPLU,
CTWU, CPWU and TRLU have all paid a great deal of attention to influencing the election of
Legislative Yuan members over the past two decades. A political reality that they have all
acknowledged is that the annual budget and critical law bills relating to SOE, privatisation
and labour issues are legally finalised by the Legislative Yuan. This situation has led to them
to believe that if they could get more political friends within the Legislative Yuan, these
legislators would have help in protecting their members’ rights and benefits. In particular,
these legislators would ask the Executive Yuan to do something that would be beneficial for
their members, especially in cases when the enterprises in which their members are working
have been the scene of either privatisation or corporatisation plans.

It was observed during the previous KMT period that the associated trade union leaders
believed that the privatisation of SOEs would severely damage the welfare of the general
public in their daily lives. Even with the change to the DPP government, these unions have
continued to try to make the general Taiwanese believe such a standpoint and get them
committed to helping these unions stop any privatisation plans conducted by the DPP
government.

These unions have tried hard to convince the general public that privatisation

would produce more damage than more benefits for them.

In Britain during the 1980s it was observed that the unions associated within national
industries tried to transform public opinion and so gain political support for stopping the
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privatisation plans of the Conservative government. Their common strategy was to make the
general public believe that privatisation would severely damage the public interest (Thomas,
1984; 63; Ogden, 1991: 23), but none of the unions succeeded in making the majority of the
British people believe their suggestions (Letwin, 1988: 6; Thomas, 1984: 62). Similarly in
Taiwan, none of the associated trade unions has ever been successful in accomplishing the
goal of transforming public opinion as a political weapon to use against a government to stop
any privatisation plans. Even though the CTWU conducted a series of street demonstrations
and strikes aimed at stopping the DPP government’s plan of privatising the CHT, it totally
failed in achieving that goal. In contrast, evidence has emerged of a similar pattern in
Australia. While the unions have been hardly successful in terms of campaigning against
privatisation, there was still a notable exception that occurred in the NSW Electricity Industry,
when the NSW government’s plan to sell the State electricity industry was finally abandoned
in 1997, due to opposition of the State Labor Party and the union actions (see Svensen &
Teicher, 1998; Macdonald & Bray, 2002). However, in September 11 2007, the Iemma
government announced that the NSW government is going to sell off or lease the retail and
generation assets of the State electricity industry, despite in the face of strong union
opposition. 7-2

7.4 Concluding Remarks
This chapter has highlighted how far, and in what way, the development of industrial relations
has occurred in Taiwan’s state-owned enterprises over several decades.

It is evident that

during the martial law period the KMT government enacted a number of pieces of legislation
intended to ensure that labourers worked under strictly controlled conditions. With this in
effect, the KMT ensured that state-owned enterprises could maintain their operations
continuously, without interruptions caused by actions of the associated trade unions.
Therefore, the associated trade unions were, in reality, as an arm of the government and used
for political, economic and social policy purposes.

They played only a limited role in

fulfilling the interests of their members. Notably, the unions were unable to undertake any
industrial action against either the KMT or the government; they were assigned to delivering
welfare services to their members rather than representing worker interests.
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The lifting of martial law clearly provided the unions with a much more favourable
environment, one in which they came to exercise more bargaining power with the government
and with their own employers. The state-owned enterprise trade unions developed significant
autonomy for their organisations and were able to improve their members’ rights and benefits.
In practice, the trade unions chose to adopt the street demonstration as a major means of
putting political pressure on the KMT government for the achievement of their goals. In
responding to such conflicts, the KMT government usually sought to avoid any disruption to
essential services/products provided by the state-owned enterprises and did not undertake
lengthy negotiations with the unions involved; instead, it reacted by offering some
concessions to the unions in order to end the protests quickly, especially if the concessions
were not contrary to existing policies and laws.

At the same time, the KMT’s domination of these trade unions gradually diminished and the
DPP became actively involved in the unions’ internal elections. It is evident that the DPP was
taking the same approach the KMT once did in order to increase the popularity of the DPP in
the state-owned enterprise unions, and in an attempt to win more political support from them
during national or local elections. Certainly, both the ruling KMT and the opposition DPP
were highly competitive in their efforts to win political support from these unions.
Accordingly, the associated trade unions within the state-owned enterprises became another
arena for political party combat.

Following the change to the DPP government in 2000 came optimism that the associated trade
unions within the state-owned enterprises would grow and develop in a more favourable
environment, since the DPP had long been perceived to have a pro-labour stance. Regrettably,
the DPP’s pro-labour inclination has not been transformed into direct labour support. It can
be seen that several state-owned enterprise trade unions have been forced to use their
extensive membership as a political weapon for putting political pressure on the DPP
government in order to achieve their goals, in the way they once did against the KMT
government.

While Taiwan’s politics have been democratised for many years, both of Taiwan’s major
political parties have continued to intervene in the trade unions associated with state-owned
enterprises, particularly through involving and/or manipulating their internal elections,
organisations and decision-making. Not surprisingly, they have had the common aim of
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transforming the trade unions into a significant source of continuous support during recent
elections. Given such political circumstance it is not surprising these trade unions have
remained a major arena of combat for both political parties.

Note
7-1 For example, the TRLU vote to go on strike over the Lunar New Year holiday in 2004 was aimed to stop the
TRA corporatisation plan initiated by the DPP government. It is evident that the CHT was to be privatised
only few years later after which its predecessor – the ‘Directorate General of Telecommunications, MOTC’
– had been corporatised into a statutory corporation. With this acknowledgement in mind, the TRLU
strongly claimed that the TRA corporatisation plan would be the first step for assisting the government to
carry out its TRA’s privatisation plan later. In addition, the TRLU has perceived that the accomplishment of
the TRA privatisation will inevitably damage the TRLU’s members on their job security and the others
employment benefits in the future. With an attempt to protect its members’ employment rights and benefits
in advance, the TRLU had to have taken action to stop the implementation of the TRA corporatisation plan
from very beginning time.
7-2 See Matthew Warren, Privatise energy sector ‘a priority’, The Australian, 12 September 2007, p. 7.
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8. The Practice of Reform and Privatisation
________________________________________________________

In this chapter the question examined is whether Taiwan’s transition towards political
democracy over the last two decades has had any links with recent reform and privatisation
issues involving the state-owned enterprises, and whether there are any associated
consequences apparent over the same period. To do so, first the subject of state-owned
enterprise reform which has always been a matter of popular concern in Taiwan’s national
politics during the post-war period, is reviewed. Second, the chapter examines how far and in
what ways the KMT government dealt with the state-owned enterprise reform issues during
the late 1980s and the 1990s, when the government was encountering challenges as a result of
pressure from US and European countries combined with the demands resulting from the
local political democratisation process. This is followed by an examination of how the
current DPP government has dealt with the same issue since taking over the position of
political power in May 2000. Finally, the remainder of the chapter evaluates the outcomes of
a series of reforms and privatisation measures that have been carried out over the last two
decades.

8.1 State-owned Enterprise Performance and its Link with Reform
8.1.1 A review of performance

Over the last several decades there has generally been a positive standpoint among academics
in their discussions of the performance of Taiwan’ SOEs. For example, the enterprises have
been less efficient and less profitable than comparable private enterprises, but it has been
noted that the SOEs have, nevertheless, made significant contributions to the development of
the Taiwanese state (Liou, 1992); the SOEs have not made large losses, and thus have not
imposed heavy burdens on government budgets (Bellow, 1994); and, it is inappropriate to
consider the role of the SOEs merely in terms of an efficiency standard since, at different
times, they have been used especially for the public policy purpose of promoting industrial
and economic development (Wu, 2004). In particular, Lee and Lee (1992) have emphasised
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this, saying that because the KMT government’s exported-oriented development strategy
imposed a market discipline on them, the enterprises were able to maintain efficiency and
competitiveness.

Of the above writers, Liou has made the most pertinent summary of the contribution of the
SOEs to economic development. He said that: first, SOEs helped economic growth in the
early post-Second World War years; second, they significantly assisted in promoting
successful changes to Taiwan’s economic structure in the following decades; and third, as
protectors of the people’s livelihood, they have made an important contribution to national
economic stability (1992: 407-408). In addition to Liou’s conclusions, it should be said that
Taiwan’s public enterprises (including SOEs) have also always made a significant
contribution to government revenues. According to official statistics, the surpluses of the
public enterprises contributed between 20 and 30 percent of government revenues from 1955
to 1987, and then between 15 and 20 percent over the last two decades (see Taiwan Statistical
Data Book 2004).

It was evident during the period of KMT rule that the majority of Taiwan’s SOEs (especially
some large-scale SOEs such as the CPC, TPC, CHT, CHP, and a number of state-owned
banks and insurance companies) generally performed well in comparison with private sector
companies. There are several explanations for this. First, the KMT government always
valued SOE surpluses, as they were a vital part of its budget revenues, and it thus forced them
to maintain and/or improve their operational efficiency and, therefore, profitability. Second,
as is widely argued by numerous writers such as Lee & Lee (1992), Cheung (2002), Wade
(1990) and Wang (1997), many SOEs at the time operated as upstream industries, supplying
essential energies, raw materials and intermediate goods for downstream private enterprises,
and this also forced them to maintain a high level of efficiency. A third explanation relates to
the recent liberalisation of banks, petroleum, gas and power generation, and telephone
services which began in the 1990s, reforms which forced the SOEs to maintain or improve
their competitive position against private rivals.

In Chapters 5 and 6 it was noted that the KMT government, during the martial-law period,
always used an authoritarian approach to managing the SOEs, in order to use the enterprises
to achieve its multiple political, social and economic objectives. However, even though this
was the case, there was no undermining of SOEs’ efficiency.
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Apparently the KMT

government was quite able to maintain the operations of the majority of SOEs at a generally
high level of efficiency and profitability. It was able to do this during the martial-law period,
a time when the government was concerned that it have the power to require the SOEs reform
of their management and operations if necessary.

8.1.2 The KMT conducted reforms even during martial-law period

The KMT was highly concerned about its party government’s capacity and it enacted a series
of administrative reform projects even during the authoritarian era prior to the lifting of
martial law in 1987 (Cheung, 2003: 96-98). During that time, none of the opposition parties
or private enterprises had enough power to challenge the authority of the KMT, not even on
its activities within the government, or such subjects as the operation of the SOE system. In
addition, another situation existed at this time. Notably, the CPC, TPC, CHT, CHP, and TRA
all operated as monopolies in Taiwan’s major domestic markets, providing the national gas
and petroleum, electric power, telephone services, postal delivery and rail transportation
services. It was also the case that many other essential products and services such as sugar,
salt, banks, tobacco and wine products, long-distance road transportation for passengers were
provided by other monopolistic SOEs, and there were state-owned banks too.

Even so, the KMT voluntarily committed to taking a series of steps in order to improve the
efficiency and performance of the management, operations and production activities of the
SOEs.

The KMT’s motivation for these reform actions was always linked to more

widespread administrative reforms undertaken during the authoritarian-governance period.
This is explained by Lin who writes:
Government reform has been underway in Taiwan for 50 years, with each successive wave being
characterised by a different scope and set goals. In each instance, nonetheless, the effects targeted
improvements at the administrative level in order to enhance performance and improve service to
the public. In comparison, political reforms or reforms at the political level were less prominent
(2005: 216).

Why was the KMT government inclined to conduct both administrative reform and SOE
reform even during the martial-law period? According to numerous key persons interviewed
in Taiwan as part of this research, the KMT government had made clear it wanted to maintain
the government’s capacity and performance at a generally high level. In the minds of most of
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the KMT elite this, after all, was the key source of the authoritarian government’s legitimacy
to most Taiwanese people. The logic was that the government’s performance record would
play an important role in promoting its popularity and therefore would be the means of
receiving further political support.

In theory, a government may have a need to conduct administrative reform when it encounters
one of the following circumstances: (1) the administration is obviously failing to meet the
demands put on it; (2) the administration, though meeting current demands, is not equipped to
tackle extra demands; (3) the administration, even with reserve capacity, is unable to meet
anticipated future demand; and (4) the administration, while it may have reserve capacity and
the ability to meet anticipated future demands, does not adopt the most effective methods
(Caiden, 1969: 131-132).

The above principles argued by Caiden are useful for explaining why the KMT government
determined to reform the SOEs, even during the authoritarian period when martial law was
used to rule Taiwan. The reality was that, within the KMT government, the SOE sector was
always regarded as a vital part of the Taiwanese state. Therefore, whenever it was perceived
that the SOEs might be unable to accomplish the multiple objectives and/or functions that the
government expected of them, it was thought there was a need for the enterprises to undertake
some essential reforms in order to deal with the shortcomings seen to be occurring in their
management, operations or production activities.

During this period, KMT politicians and top-level officials within the KMT government who
were in charge of managing SOEs, generally perceived that undertaking reform could be
significant in the maintenance or promotion of the legitimacy of the KMT government in
Taiwan. With this cognition, whenever they saw any new measures or techniques had been
successfully applied by private enterprises to either resolve their weaknesses or improve their
performance and profitability, they believed these measures or techniques then needed to be
introduced into the SOEs.

Therefore, a number of well known techniques such as

Management By Objectives (MBO), Quality Management Circle (QMC), Performance
Evaluation, and others were put to work in the SOEs.

Most significantly, the KMT

government established a well-designed system by which it could maintain the operation of
the SOEs in a modern and well run state.
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Theoretically, four major approaches can be applied when implementing administrative
reforms. There are: (1) reforms imposed through political revolution; (2) reforms introduced
to remedy organisational rigidity; (3) reforms through the legal system; and (4) reforms
through changes in attitude (Caiden, 1969: 144-56). In using Caiden’s classifications, the
KMT government’s experience of reforming SOEs during this period was quite similar to the
second type. The KMT government only undertook a series of micro-level measures, instead
of macro-level measures, for dealing with the matter of reforming SOEs, and it always
preferred to employ a number of new measures, techniques or technologies to remedy the
SOEs’ shortcomings and increase their management, operations and production efficiency.

When evaluating the administrative capacity of a government, Gargan claims that ‘capacity’
can be determined by the interaction of three factors: (1) the system’s political environment,
(2) the quality of the system’s public-administration practitioners, and (3) the current state of
public administration (Gargan 1987 quoted in Sun & Gargan, 1993). Basing their evaluation
on these three factors, Gargan and Sun Tung-wen go on to point out that the Taiwanese
government (the KMT government at that time) was capable of achieving, and had effectively
achieved, a good record of administrative capacity; this capacity was clearly due to the
interplay of the above three factors (Sun & Gargan, 1993).

In summing up, it is evident that the KMT’s governance prior to the lifting of martial law in
1987 was relatively effective, in terms of requiring the majority of the SOEs to maintain their
operational efficiency and/or performance at a generally acceptable level. This impressive
achievement of the KMT government is useful for verifying what Sun and Gargan have
suggested. The truth is that, although the KMT used an authoritarian way to administer the
Taiwanese state during the period, it was always concerned about its capacity to administer
the whole government efficiently.

8.2 The KMT’s Reforms during the Post-martial-law Period
8.2.1 The KMT’s new challenges

It has recently become obvious that ‘reform’ has once again become a hot subject, being
emphasised by many governments around the world since the 1980s. This situation is as
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Massey described it: ‘the nature of governmental institutions, the functions they carry out and
the manner in which these roles are performed, have been subjected to an unprecedented
series of changes’ (Massey, 1997: 1-2). Since he wrote, the situation has not changed and
governments are having to commit to a variety of new approaches in dealing with the
demands for reform. In Liou’s view, this trend has meant that government’s economic
functions and manners have been expected to adjust particularly in the following aspects: (1)
regulatory reform, (2) privatisation policy, and (3) decentralisation policy (Liou, 2001). In
brief, more and more pressures from domestic politics and economics and also pressure from
the international community have forced many governments to commit to making reforms
(Cheung, 2002, 2005; Cheung & Scott, 2003; Faramand, 1999; Massey, 1997).

A similar type of unprecedented situation has emerged in Taiwan too. The KMT government
in the late 1980s began to face both external and internal pressures which meant it needed to
carry out some steps for adjusting or changing its long-existing economic regulatory system
connecting with the business of the SOEs. First, the internal pressure came from the fact that
the lifting of martial law had, significantly, raised more questions about whether SOEs should
continue their key position in Taiwan’s politics and economy (Bellows, 1994; Cheung, 2002;
Liou, 1992). Despite the impressive records the SOEs had achieved in the past for supporting
public welfare and government revenues and other critical functions, opposition politicians
were unreasonably critical, maintaining that the SOEs could not achieve the same level of
profitability that private enterprises usually achieved. Also evident at this period (Bellows,
1994; Liou, 1992) was a growth in the number of Taiwanese who believed that the SOE
system needed to be changed or even privatised; they regarded privatisation as a necessary
step to reduce the role of the KMT in Taiwan’s economic affairs and believed it would be a
de-politicising measure as well.

Simultaneously, some foreign countries (ie. US and European countries) were aggressively
putting more pressure on the Taiwanese government (the KMT government at the time) to
open Taiwan’s domestic market, allowing foreign companies to enter it easily (Ke, 1995;
Siew, 1992). Taiwan’s internal political development and the political pressure coming from
foreign countries worked together, so that the KMT government had no option but to conduct
a series of steps for liberalising or deregulating Taiwan’s variety of domestic markets which
had always been connected with the businesses and profits of the SOEs (Chang & Lam, 1996;
Clancy, 1998; Ke, 1995; Liou, 1992; Liou, 2000; Wang, 1997).
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Certainly, the KMT

government learnt many lessons from what had happened in other, particularly some Western,
countries, so that in later years, Taiwan’s major domestic markets came to be significantly
liberalised.

The KMT government’s motivation behind its reform steps during that time clearly shows the
presence of the principles set out by Caiden: ‘As discontent increases and anxieties mount, the
majority may well come to perceive the need for remedial action’ (1969: 133-134). As
Taiwan was encountering both external and internal pressures at that time, the KMT
government clearly understood there were no ways to exclude such huge challenge, and so
perceived that it was now the time for promoting the entrepreneurship of the SOEs and for
assisting them to encounter the challenge.

In theory, the entrepreneurship of a public enterprise can be expected to proceed through the
following situations: (1) the emergence of new private enterprises which would make existing
public enterprises more competitive, and (2) entrepreneurship within public enterprises which
can help direct the enterprises towards new dimensions of competition, and also encourage
the development of new technology and production methods, and the exploitation of market
opportunities. In particular, creation of a competitive environment is required and this can be
attained either through encouraging the entry of new firms or fostering the ‘incubator
approach’ within existing public enterprises (Lin, 1992).

Quite apparently, the KMT

government was committed to these two approaches and aimed to improve the
entrepreneurship of the SOEs throughout its later governance years.

Numerous writers have recently identified several major methods that have been applied by
many governments in the world to deal with the matter of reforming their public enterprises.
For example, Mary Shirley and John Nellis have stated that three major strategies have
popularly been introduced in most developing countries, notably (1) a macroeconomic
adjustment that involves the creation of a more competitive environment for public
enterprises, (2) management reforms, and (3) privatisation (1991: 3-4). Wettenhall points out
that ‘commercialisation’, ‘corporatisation’, or ‘privatisation’, have been popularly applied by
many governments and are three typical means of dealing with relevant critical matters of
public enterprise reform (Wettenhall, 1995). In Turner and Hulme’s summary, the wave of
public enterprise reform has committed many developing countries to a ‘private sector
solution’ (1997: 175).
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In Taiwan, through the late 1980s and the 1990s, the KMT government similarly adopted
three major ways for dealing with the SOE reform issues. First, it aimed to promote the
commercialisation of the SOEs, and this meant the SOEs were encouraged to apply new
methods or techniques which had been proved effective in the private sector in their
management,

operation

and

production

activities.

Second,

a

series

of

liberalisation/deregulation measures were undertaken with the aim of transforming Taiwan’s
domestic market into a competitive market, replacing the monopoly or oligopoly which had
previously favoured the SOEs. Finally, the KMT government began its privatisation policy
by selling some of the SOEs fully or partly into the private sector. With these strategies in
effect, the KMT government expected that it could transform Taiwan’s domestic market into
a free-competition one, and also force the SOEs to be more focused on improving their
market competitiveness.

8.2.2 The application of large-scale reform measures

The measures adopted by the KMT government for handling both the external and internal
pressures mentioned above were conducted using three major approaches. Firstly, the KMT
government, as it had done before, applied a number of new techniques for the purpose of
upgrading the commercialisation and profitability of the SOEs. A typical case was the
MOEA in 1992 requiring its own state companies to carry out the ‘Responsibility Centre
System (RCS)’ 8-1, and by which the MOEA’s state companies were required to run their
businesses to either improve profits or cut costs (cited in Ke, 1995). The implementation of
the RCS was quite useful so it was later introduced to the other SOEs owned by either the
MOF or the MOTC and other relevant Ministries.

A variety of new measures and techniques were put to work too. These included: the
‘Internal Control and Audit’, ‘Charter for Customer Services’, ‘Employee Involvement and
Participation’, ‘ISO 9000 & 14000 Series’ 8-2 (see Chu, Huang & Wang, 2001). Each of these
was applied one by one in all SOEs. Also, the so-called ‘Diversification-Businesses Strategy’
was introduced to several MOEA-owned state companies in order to improve their level of
financial profitability. What objectives did the KMT government expect to achieve through
the above measures? Taking the implementation of the ISO Series as an example, there is an
indication that the government might have four types of motivations: quality management
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related motivations, citizen requirements related motivations, organisational restructure
related motivations, and cost/benefit related motivations (Chu, Huang & Wang, 2001: 397).

It was also considered necessary to change the organisational form and legal status of some
departmental type SOEs, because they would be more likely to improve their
commercialisation level if this was done. Accordingly, several such SOEs were then changed
into either state companies or statutory corporations, using a ‘corporatisation’ approach.

8-3

Given the change of organisational form and legal status, it was expected that there would be
an increase in the level of autonomy these post-corporatisation SOEs would enjoy in running
their businesses and making their decisions. In the 1990s, there were three cases of stateowned enterprise corporatisation accomplished (see Table 8-1).
Table 8-1: Taiwan’s State-owned Enterprise Corporatisations in 1990s
Year

Title before Corporatisation

July 1995

Taiwan Salt Works, MOF
Directorate General of
July 1996
Telecommunication, MOTC
Aerospace Development Centre,
July 1996
Ministry of National Defense
Sources: MOEA, MOTC.

Title after Coporatisation
Taiwan Salt Industrial Corporation
Chunghwa Telecom Corporation
(CHT)
Aerospace Industrial Development
Corporation (AIDC)

Over the same period, all SOEs were also required to reduce their labour forces as much as
possible. This was really a tough mission since the enterprises had two major difficulties to
overcome. First, the enterprises had difficulty sacking their employees due to the fact their
employees’ work situations were protected by relevant civil servant laws. Second, as noted in
Chapter 7, Taiwan’s political development since the late 1980s provided the associated trade
unions with more strength to protect their members’ rights and benefits, and they were now
capable of taking some militant action against the government if they believed it necessary.
The KMT government, having an aim to maintain industrial peace, preferred the use of an
‘early-retirement with generous profits’ policy by which the enterprises could encourage aged
or aging employees to leave their jobs voluntarily.
Secondly, the KMT government employed so-called liberalisation/deregulation measures for
opening Taiwan’s domestics market (see Table 8-2). With these measures in effect, both
foreign companies and local private companies would be admitted to enter some markets in
which SOEs previously enjoyed monopolistic status.

156

Certainly, undertaking the

liberalisation/deregulation policy has had a significant impact on the SOEs. Their previously
enjoyed advantages in the market have now disappeared. In an attempt to provide some
individual SOEs (ie. the CPC and the TPC) with more capability to deal with the huge
challenges accompanying the implementation of the liberalisation/deregulation policy, the
government began to give the enterprises a greater flexibility to adjust their pricing policies.
For example, in 1991 the ‘Consultative Committee for Petroleum and Electricity Pricing
Policies’ was established within the MOEA and put in charge of working out formulae to help
the MOEA to set fair and appropriate prices for the CPC’s petroleum products and the TPC’s
electricity products respectively.

This action meant the government came to open its

decision-making ‘blackbox’ (Ke, 1995: 73). However, relevant evidence in the following
years indicates that the function of the committee was not significant, because the government
often despised it.
Table 8-2: Taiwan’s Liberalisations and Deregulations in 1980s and 1990s
Year
1987
&
1993

Contents & Outcomes
The limitation to own and run privately owned gas
and petroleum stations was lifted twice

The limitation to create private-owned banks was
lifted; 16 new privately owned banks have since been
allowed to run
The prohibition on owning and running privately
owned oil-refinery plants was lifted; the Formosa
1993
Petrochemical Corporation has since been allowed to
build its own refinery plant, but it has only been
allowed to sell its products to the CPC
First wave of opening the power-generation market;
1995
11 independent power providers (IPP) have since been
allowed to build and operate
All limitations on the domestic oil market in terms of
1996
oil refinery, transportation and selling were lifted
Second wave of opening the power-generation
1999
market; 4 independent power providers (IPP) have
since been allowed to build and operate
The limitation on the privately owned companies that
1996
provide such as internet-communication, cellular
phone, satellite-communication, fixed-line telephone
- 2000
were lifted totally
Source: MOEA, MOTC, MOF.
1991
-1992

Enterprises Affected
CPC

Government-owned Banks

CPC

TPC

CPC
TPC

CHT

Finally, a privatisation policy was adopted by the KMT government as one of its major means
for dealing with SOE reform issues. As a consequence of this policy, numerous SOEs and the
public enterprises previously owned by the Taiwan Provincial Government (TPG) were sold
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out to Taiwan’s private sector through the 1990s (see Table 8-3).

Accompanying the

implementation of the privatisation policy, so-called ‘contract-out’ and ‘outsourcing’ methods
were also introduced to the remainder of the SOEs. Certainly, the KMT government expected
that the application of these new methods would help the SOEs reduce their management,
operations and production costs.
Table 8-3: Taiwan’s Public Enterprise Privatisations in 1990s
Year
June 1994
June 1994
April 1995
May 1994
February 1996
May 1996 –
June 1997

Privatised Enterprise

Shareholder

China Petrochemical Development Corporation
BES Engineering Corporation
China Steel Corporation
Chung Kuo Insurance Corporation
Yangming Marine Transport Corporation
Taiwan Machinery Manufacturing Corporation
(its steel, shipbuilding and special-metal
factories) *
Chang Hwa Bank
First Commercial bank
Hua Nan Commercial Bank
The Medium Business Bank of Taiwan
Taiwan Life Insurance Company
Taiwan Fire & marine Insurance Company
Taiwan development & Trust Corporation
Taiwan Fertiliser Company
Farmers Bank of China
Chiao Tung Bank

MOEA
MOEA
MOEA
MOF
MOTC
MOEA

January 1998
TPG
January 1998
TPG
January 1998
TPG
January 1998
TPG
January 1998
TPG
June 1998
TPG
January 1999
TPG
September 1999
MOEA
September 1999
MOF
September 1999
MOF
Sources: CEPD.
Note 1: * each factory was privatised through selling out its assets into a private owner.
2: each of the others was privatised through selling their shares, since more than 50 % of each
shareholding has been sold out into private sector.

A considerable number of SOEs and public enterprises were sold to the private sector in the
1990s, but it seems inappropriate to conclude that the KMT government totally ignored the
significance of public/state-owned enterprises in Taiwan’s politics, society and economy
when it did so. The creation of the ‘National Health Insurance System’ occurred in 1995 and
may serve as a typical case to support this stand. In this case, a new departmental-type SOE –
the Bureau of National Health Insurance (BNHI) was created by a special Law which gave the
Bureau responsibility for looking after all health and medical matters of ordinary Taiwanese.
The case of the BNHI makes it clear that the KMT was very much aware of a political reality:
a Taiwanese government party should pay attention to the matter of health and medical care
of the general population, otherwise, it might well lose political support in the coming
national and local elections (Wong, 2003).
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8.3 The DPP Government Continues Reform
8.3.1 The approaches used by the KMT government have continued

The DPP and the KMT have shared similar concerns and many similar themes in terms of
government reform, despite their being very divergent on the question of Taiwan’s future and
its reunification with China or search for independent country status (Cheung, 2003: 90-91).
Since replacing the KMT government, the DPP has not yet shown any intention of changing
the approach used by the previous KMT government in respect of dealing with SOE reform
issues.

The DPP government has similarly preferred a number of new methods and

techniques and wishes to use these to transform the SOEs into so-called streamlined, efficient,
competitive and innovative organisations.

Certainly, in the expectation of the DPP

government, the application of these new ways would assist the SOEs to compete with their
private competitors in Taiwan’s domestic market.

A number of new measures and techniques such as ‘Knowledge Management’, ‘Corporate
Governance’,

‘Independent

Director

of Board’, ‘Risk Management’, ‘Knowledge

Management’, ‘Contract-out and outsourcing’, ‘E-Commerce’, and ‘Organisational Learning’
have been introduced one by one into the everyday activities of the SOEs over the last few
years. So far, there is too little relevant evidence to verify the link between the use of the
above measures and the performance/profitability of the SOEs. Nevertheless, according to all
governmental officials and SOE’s top-level managers I interviewed in Taiwan for this
research, the effect of applying these new measures and techniques in the SOEs is expected to
be very positive in terms of pushing the SOEs to manage and operate their businesses in a
good direction.

Second, it is also evident that the DPP government resembles the previous KMT government
in continuing a corporatisation approach by changing several departmental-type SOEs into socalled statutory corporations. Using this approach, the DPP government has changed the
organisational form and legal status of the enterprises and has expected the newly-created
statutory corporations to have a greater autonomy to manage and operate their businesses.
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Accordingly, two former departmental-type SOEs have been changed into statutory
corporations. They are the TTL and the CHP, as Table 8-4 presents.
Table 8-4: Taiwan’s State-owned Enterprise Corporatisations during the DPP period
Year

Title before Corporatisation

Title after Corporatisation

Taiwan Tobacco and Wine Monopoly
Bureau, Ministry of Finance
Directorate General of Posts, Ministry
January 2003
of Transportation and Communication
Sources: MOF, MOTC.
July 2002

Taiwan Tobacco and Liquor Corporation
(TTL)
Chunghwa Post Corporation (CHP)

Third, the DPP government also has continued the KMT step in the matter of further
liberalising Taiwan’s remaining domestic markets. Due to the fact that the KMT government
had already liberalised the majority of Taiwan’s various domestic markets through the 1990s,
the DPP government has had few things to do in this respect compared with what the KMT
government did before.

Nevertheless, it is notable that Taiwan’s previous regulations

imposing a prohibition on the importing of salts and sugars into Taiwan’s domestic market
were finally abolished by the DPP government in December 2003 and February 2005
respectively, dates that were scheduled by the previous KMT government.
Table 8-5: Taiwan’s State-owned Enterprise Privatisations during the DPP Period
Year
December 2000
July 2001
October 2001
November 2001
July 2002
September 2002
January 2003
January 2003

Privatised Enterprise

Shareholder

Taiwan Shin Sheng Daily News *
Taiwan Motor Transport Company *
Chung Hsing Paper Company *
Taiwan Machinery Manufacturing
Corporation (its remains) *
Central Reinsurance Corporation
Tang Eng Iron Works Company (its Steel,
Motor Vehicle and Track Vehicle Factories) *
Taiwan Railway-Goods Delivery Company *
Taiwan Agricultural and Industrial
Development Corporation *
Taiwan Salt Industrial Corporation (TSIC)
Taiwan Cooperative Bank (TCB)
Chunghwa Telecom Corporation (CHT)

GIO
MOTC
MOEA
MOEA
MOF
MOEA
MOTC
MOEA

November 2003
MOEA
April 2005
MOF
August 2005
MOTC
Sources: CEPD
Note 1: * means that each of them was privatised through the sale of its assets.
2: TSIC, TCB, and CHT were privatised through selling their shares, since more than
50 % of each shareholding has been sold out into private sector.

Finally, the DPP government has continued the KMT-designed privatisation policy although,
during the campaign period for winning the 2000 presidential election, it promised to re160

evaluate the necessity of conducting later privatisation plans in Taiwan. Why has the DPP
government abandoned its previous promise? Because the DPP government resembles the
previous KMT government. Both had problems finding more money for covering annual
budget revenues. Therefore, the DPP has just copied the KMT-way of gaining the money it
needs through selling out the shares or assets of the SOEs into the private sector. This is an
easy way to get budget revenue compared with earning revenue from other sources. With this
understanding, in Kong’s view, the DPP which was known for their sympathy to labour, has
continued with the privatisation programmes initiated by the KMT and has stood firm when
challenged by the associated trade unions (Kong, 2005: 178-9). Accordingly, it has already
sold out a number of SOEs into the private sector group (see Table 8-5).

8.3.2 Has the DPP government made any difference?

In the above sections, the discussions about how and in what ways the DPP government has
undertaken SOE reform and privatisation since its election in May 2000 have shown that there
have been very few significant differences between it and the previous KMT government in
this respect. It is especially notable that almost all the approaches or measures for reform
have been used before by the previous KMT government; measures such as
commercialisation, corporatisation, liberalisation, and privatisation, all have been continued
by the current DPP government as part of SOE reform.

In other words, the DPP government has not created any new ideas but has copied the
previous KMT way of conducting SOE reform. However, the DPP government has, perhaps,
found it more difficult to carry out some measures of so-called large-scale or macro-level
reform when compared the previous KMT government, since it has always suffered from
having a minority seats in the Legislative Yuan. This political weakness has meant that the
minority government has had no option but to focus more attention on conducting a number
of micro-level reforms, because such reforms have not been connected with a significant need
for amendment of the government’s relevant laws. For example, as a result of micro reforms,
numerous aged and/or aging employees have been encouraged to apply for voluntary earlyretirement settlements, and a policy of freezing employee recruitment has also been
introduced. The DPP government expects that, by such means, the labour costs of the
remaining SOEs will eventually approach the levels of the private sector in the future.
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Nevertheless, the DPP government has shown an aggressive attitude towards the matters of
reforming the SOEs or privatising them. Two recent events demonstrate this. First, in 2001,
the China Shipbuilding Corporation was forced to shed 47 percent of its employees and cut
the wages of its remaining staff by 35 percent after reaching an agreement with its associated
trade union, and this at a time when it was facing a threat of bankruptcy.

Second, in May

2005, it aggressively defeated a large-scale strike action organised by the associated trade
union, by which the CTWU intended to stop the last stage of the CHT’s privatisation. As a
result, the CHT was able to successfully sell the majority (over 50 %) of its shares out into the
private sector in August of the same year. Chapter 7 provides more detail about this strike
and explains why some union leaders have claimed that the KMT government was more
supportive of trade unions and offered more concessions to trade unions than the DPP
government.

8.4 Rhetoric and Reality of Reform and Privatisation
8.4.1 The control mechanisms have never been on the agenda of reform
According to discussions in previous sections, the so-called commercialisation achieved in
Taiwan has shown that the basic control mechanisms imposed on the SOEs, and also the
institutional relationship between the government and the SOEs, has remained unchanged.
Therefore, while the last several decades have seen a variety of methods employed by both
the KMT government and the current DPP government, with the aim of improving the
management and operation activities of the SOEs, the remaining SOEs have not enjoyed any
useful level of autonomy to deal with their product/service prices in a way that reflects their
real costs. They have continuously been required to help the government carry out a variety
of non-profit obligations and investment projects; and, the relationship pattern between the
government and the SOEs has currently appeared as the ‘command-type’ described by
Thynne (1998), or as the ‘authority-model’ described by Stretton (1984).

The CPC, TPC, CHT, CHP, TRA and the other SOEs are currently operating to meet
obligations to provide the general public with universal service supply, as well the promotion
of capital investments in Taiwan’s public infrastructures. As some local writers have recently
noted, such non-profit activities have reflected negatively on their commercial profitability (ie.
Chuang & Liu, 1999; Kao, 1998; Lee, 2002; Lin, 2002, 2004; Liu & Chuang, 1996, 1997;

162

Wang, Liu & Chuang, 1995; Wu, 2003). This situation has also been attributed to Taiwan’s
current legislation context. In law, 8-4 several specific SOEs are regulated as part of Taiwan’s
public utility enterprise or infrastructure sector. Currently, the many decisions they make
about their product or service prices are subject to final approvals of either the Executive
Yuan or relevant Ministries.

The above facts are useful in explaining why the application of the ‘Diversification-Business
Strategy’, as mentioned on page 155, has not significantly benefited the flexibility and
profitability of the SOEs in the way it was expected to. According to a case study focusing on
all MOEA-owned state companies (Yu, 1998), it was evident during the KMT governance
period that the use of this approach did not benefit these companies much in respect of further
promoting their business development in the domestic market (Yu, 1998), and such a poor
situation has remained during the DPP governance years. That such a situation continues can
be illustrated with the case of the Taiwan Sugar Company. The diversification-business
strategy has not encouraged this company to develop new business units, since its everyday
operations have not yet been cleared of the many restrictions imposed by the government
(Uen & Hur, 2003).

Also, application of the corporatisation strategy has not significantly improved the operational
autonomy and flexibility of several post-corporatisation SOEs. There is, for example, the
case of corporatising the ‘Directorate General of Telecommunication, MOTC’ into the CHT,
which was carried out during the KMT governance period. Such a change as a result of
applying the corporatisation strategy gave the post-corporatisation CHT only a small degree
of autonomy and flexibility to run its business and make its own decisions (Lin, 2003). There
were two reasons for this. First, the CHT was still required to operate for public purpose.
Second, the majority of its employees were entitled to have the same status civil servants have.
Both conditions inevitably prevented it from achieving progress on its operational efficiency
and profitability. This situation remained until the time the CHT was finally privatised in
August 2005.

It seems that the Taiwanese governments have achieved a considerable amount in the matter
of requiring the SOEs to reduce employee members as much as possible. The previous KMT
government and the DPP government have both adopted an approach combining both ‘hard’
and ‘soft’ approaches in order to achieve this goal.
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A policy of freezing employee

recruitment has been launched, making it more difficult for aged employees to continue to
work in their workplaces especially where their work burdens have been increased
significantly during the freezing process; further, aged employees have been encouraged to
apply for voluntary early-retirement settlements which have included some generous offers of
financial benefits as a reward. Despite these reduction processes, these enterprises were not
able to compulsorily shed their employees. Nevertheless, as shown in Table 8-6, the number
of employees working in the CPC, TPC, CHT, CHP and TRA respectively, has been
considerably reduced. This is perhaps the most significant achievement the governments
have obtained in the respect of requiring the SOEs to operate more competitively.
Table 8-6: Employee Variations in Five State-owned Enterprises (1995 – 2004)
CPC

TPC

CHT

1995 Year
20,763
30677
2004 Year
15,090
26,032
Redundancy
5,673
4,645
Percentage
-27.32%
-15.14%
Sources: CPC, TPC, CHT, CHP and TRA.

35875
28,518
7,357
-20.51%

CHP
29,993
24,557
5,436
-18.12%

TRA
16,981
13,839
3,142
-19.68%

8.4.2 Rethinking some of the political consequences of privatisation
Evidence in some Western countries clearly indicates that the accomplishment of privatisation
has had a significant effect on privatised public enterprise board characteristics and board
committees. In particular, the boards have generally evolved towards a set of structures and
mechanisms that have the potential to improve independence and governance (eg. Bozec,
Zéghal & Boujenoui, 2004). Regrettably, this type of positive effect has not been particularly
evident in Taiwan’s privatised public enterprises. Their enterprise boards are no longer
accountable to the government but, in many respects, the government still maintains its
influential role over the former public enterprises.

It is evident that the KMT government generally exercised powerful control over the
privatised public enterprises through its position as largest shareholder, by using this position
to continuously manipulate enterprise activities such as determining the critical members of
the company board, influencing the determination of corporate policies and plans, and giving
informal warnings.

In this way, numerous board chairpersons within the privatised

enterprises continued to be drawn from the KMT or pro-KMT elites. Even with the change of
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government in 2000, it is still evident that the DPP government has committed to dominating
the former public enterprises using the same ways as the KMT once did.

In these

corporations, as well as in the remaining SOEs, the DPP government has been able to remove
the majority of board chairpersons appointed by the KMT government and replace them with
its own elites and supporters.

According to official statistics published in 2005, the DPP government has retained an
influential role in 15 former public enterprises, because it still holds a significant proportion
of shares (about 20% to 40%) of each enterprise (MOF, 2005). This has meant it has no
difficulty controlling these privatised enterprises through manipulating board members or
their decision-making powers if it wants to do so. In fact, the DDP government has already
admitted that it will be able to continue to dominate the CPC, TPC, and CHT, even if it
reduces the government’s share of each of these companies down to a level of 34% in the
future (cited in Lee, 2002: 3-14). Perhaps such facts can be used to explain why Cheung says
that, in Taiwan, the implementation of privatisation cannot be regarded as a process to reduce
the role of the state in dominating the economy (Cheung, 2002).
Table 8-7: Privatisation’s Contribution to Government Budget Revenues (1996-2005)
Revenue by Privatisation
(A)
1996
54,295
1997
3,283
1998
120,253
1999
195,877
2000
296,640
2001
267,385
2002
85,058
2003
68,209
2004
99,632
2005
85,489
Sources: DGBAS; Unit: Million NT$.
Year

Total Revenue
(B)
1,134,829
1,194,260
1,225,264
1,317,197
1,985,645
1,394,643
1,300,163
1,361,637
1,349,453
1,333,619

Percentage
(A/B)
4.78%
0.27%
9.81%
14.87%
14.94%
19.17%
6.54%
5.00%
7.38%
6.41%

As with many governments in the world, the Taiwanese governments of different parties have
already acquired a considerable amount of revenue for annual budgets through selling the
shares or assets of public enterprises. This situation is certainly due to the fact that these
governments have always encountered the dilemma now to get revenue they need to cover
budget expenses annually from the other sources. Accordingly, both the KMT and the DPP
governments have committed to selling the shares and/or assets of the SOEs as a vital source
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of annual budget revenue. As shown in Table 8-7, over the last two decades the annual
revenue obtained by privatisation has made a significant contribution to annual budget
revenue of the Taiwanese central government.

The DPP government seems to be aware that continuing implementation of its privatisations
policy will probably undermine the government’s influence in Taiwan’s economy and society.
Previously, the DPP government had planned to privatise three state-owned banks: the Bank
of Taiwan, Land Bank of Taiwan, and Central Trust of China, 8-5 by the end of 2006 (Wang,
2004), but this plan was abandoned in December 2005. Currently, there is a suggested new
plan, one by which the government will merge the Bank of Taiwan, the Land Bank of Taiwan,
and the Export-Import Bank of the Republic of China and form a super-scale state-owned
bank. This turnaround has meant the DPP government is expecting that the super-scale bank
will be used to play the role of ‘fire-fighter’. The government will, effectively, use this bank
to maintain Taiwan’s bank industry in a stable state, including in the case of a possible
bankruptcy occurring in a privately owned bank.

8.5 Concluding Remarks
This chapter has highlighted that Taiwanese governments of different parties have been very
much committed to state-owned enterprise reforms over the last two decades, and that several
popular ways, such as commercialisation, corporatisation, liberalisation/deregulation, and
privatisation, have been practised in order to achieve their multiple objectives. It is also clear
that in what the current DPP government has carried out, just as the previous KMT
government did before it, it has sought to improve the efficiency of the entire state-owned
enterprise sector using the above approaches.

Nevertheless, some special features have

occurred in the way state-owned enterprise reform and privatisation has been carried out over
the same period.

First, action to promote the commercialisation of the state-owned enterprises has only slightly
assisted the enterprises, and this mainly by bringing about a number of limited improvements
in their operational efficiency and profitability. Similarly, a slight effect on these matters has
also featured with the several cases of corporatisation of former departmental type stateowned enterprises. The application of the corporatisation strategy has theoretically been
expected to have a significant effect on the corporatised enterprises, by obtaining for them the
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further autonomy and flexibility they need in dealing with their everyday management,
operation and production activities. However, evidence has shown that such expectations
have not yet been fulfilled.

Second, the previous KMT government and the current DPP government have both ignored
the necessity of redesigning a new set of mechanisms for state-owned enterprise control, and
a new institutional relationship between government and state-owned enterprises. In other
words, political control rather than corporate autonomy has continued to be emphasised in
terms of state-owned enterprise management. Currently, reforms that have been undertaken
have not yet assisted the enterprises by providing the potential to improve their autonomy in
business activities.

Their many decision-making activities are still subject to the final

approvals or scrutiny of the Executive Yuan and relevant Ministries. This means that, in
practice, changes such as commercialisation and corporatisation have achieved only limited
improvement in the enterprises’ operational autonomy. The principal reason is rather similar
to that discussed by Cheung in his summary of the administrative reform experience in some
Asian countries, namely that, “the ‘old’ public administration regime has largely coexisted
with the ‘new’ public management approaches and tools” (2005: 257).

These limitations have not meant that the Taiwanese governments have failed to achieve
some other benefits.

In fact, a series of actions to liberalise and deregulate Taiwan’s

domestic market has actually encouraged some individual state-owned enterprises to
significantly improve their efficiency and status as market competitors. The reason is simple:
the market they previously enjoyed has now opened to either foreign companies or local
private rivals following earlier market liberalisation. In attempting to build their capabilities
to compete with new rivals in the market, these state-owned enterprises have no option but to
do their best to increase the efficiency of their management, operation and production as
much as possible.

A final important point to note is that Taiwan’s privatisation process has not undermined the
government’s role in exercising its significant control over the former state-owned enterprises.
In western countries governments have generally exercised legal directives over former public
enterprises or national industries through the use of either regulatory bodies or administrative
regulation. In contrast, in Taiwan the previous KMT government and the current DPP
government have both been found to continuously manipulate former state-owned enterprises
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through the role of biggest shareholder, and in this way have dominated board appointments
and decision-making, in addition to the use of regulatory institutions.

Notes
8-1 A responsibility center has its own budget, is evaluated on its use of budget resources, and is headed by a
manager who is responsible for its performance. The center uses resources (measured in terms of costs or
expenses) to produce a service or a product (measured in terms of volume or revenues) (quoted in Hunger &
Wheelen, 2007: 157-8). In Taiwan it can be seen that three types of responsibility centres have currently
been used by state-owned enterprises for measuring their service and/or production performances including:
cost centres, expense centres and profit centres.

8-2 The ISO 9000 Series (composed of five sections from 9000 to 9004) is a way of objectively documenting a
company’s high level of quality operations. The ISO 14000 Series is a way to document the company’s
impact on the environment. A company wanting ISO 9000 certification would document its process for
production introduction, among other things. ISO 9001 would require this firm to separately document
design input, design process, design output, and design verification, which involves a large amount of work.
ISO 14001 would specify how companies should establish, maintain, and continuously improve an
environmental management system (quoted in Hunger & Wheelen, 2007: 154).

The International

Organization of Standardization of Geneva, Switzerland developed both ISO 9000 and 14000 Series on
quality and environmental assurance originally.

8-3 In Australia the term ‘corporatisation’ has been defined widely. According to the definition provided by the
Public Bodies Review Committee of the Victorian Parliament, ‘Corporatisation is seen by some as having
two interrelated components. First, it is the process of administrative reform, of the management style and
work practices, the organisational structure (control and accountability) and the financial structure of the
Government enterprise. Second, it is the process of creating a competitive market if one does not exist
(cited from Sly & Weigall, 1992: 34). In contrast, in Taiwan corporatisation looks more similar to the first
component rather than the second component mentioned above. Whenever a state-owned enterprise has
been corporatised, changes of these kinds have occurred: (1) the change of organisational type – a
departmental type enterprise has been changed to a statutory corporation; (2) the change of governance
body – a director-general has been replaced with a board in charge of governing the corporation; (3) the
change of legal obligations – a departmental type enterprise is not required to pay the taxes as private
enterprises do, but a statutory corporation is required to do that. In brief, the autonomy a statutory
corporation can enjoy has slightly increased when compared to what it enjoyed before corporatisation.
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8-4 These laws include Postal Act, Telecommunication Act, Railway Act, Administrative Law of State-Run
Enterprise, Energy Management Law, Electricity Industry Law, Petroleum Administration Law, Water Act,
Water Supply Act … etc.

8-5 The Central Trust of China no longer exists since it merged with the Bank of Taiwan in July 2007.
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9. The Human Dimension of State-owned Enterprise
Activities and Changes
___________________________________________________

In chapters 5 to 8 the essential aspects of state-owned enterprise activities and significant
related management issues that have taken place in Taiwan over the last several decades are
examined. It is clear that Taiwan’s political changes through this period have not yet brought
change to the government’s mechanisms for controlling state-owned enterprises nor change to
the government-enterprise relationship in any significant way. In addition, a series of reform
measures also have not yet provided the enterprises with sufficient corporate autonomy to run
their businesses and make their own decisions. Furthermore, it is also evident that both the
KMT and the DPP governments have been determined to intervene and/or manipulate the
associated trade unions within the enterprises in order to tap the unions’ enormous
memberships for crucial political support during national or local elections. Why would these
various aspects of managing the state-owned enterprises have remained intact without any
significant changes? To answer this question more comprehensively than has been done so
far, a livelier and more detailed assessment of the key persons or actors actually involved in
state-owned enterprise activities and the changes that have occurred during this period is
made in this chapter.

Chapter 9 investigates relevant actions of the Executive Yuan

politicians, the Legislative Yuan members, the state bureaucracy, the state-owned enterprise
boards and the union leaders, in order to understand better how their perceptions towards
state-owned enterprises have increased the complexity and fluidity of state-owned enterprise
management issues in Taiwan’s changing political environment but provided nothing of note
to promote autonomy for the enterprises.
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9.1 The Executive Yuan Politicians
9.1.1 Role of the Premier and minister in the control mechanisms

Within Taiwan’s governance system, the role of the Premier and ministers of the Executive
Yuan in managing state-owned enterprises is very closely connected with their ‘political
accountability’ a matter which, legally and politically, reflects their obligations to treat the
enterprises’ management issues as part of the state’s administrative activities. To conform
with a requirement to make accountability a reality, the Executive Yuan politicians conduct a
number of vital actions and through these attempt to effectively manage the activities of each
state-owned enterprise. In fact, the actions they are involved in are very similar to those
identified by Hanson as being appropriate for conducting the process of accountability: (1)
ensuring each enterprise works within the limits of clearly defined public policy; (2) having
each enterprise periodically checked for the pursuit of that policy; and (3) appointing the top
management of each enterprise (Hanson, 1962: 29).

In Taiwan, firstly, the Premier and ministers are empowered to determine and formulate
numerous policies which must then be followed by every state-owned enterprise as it sets in
place its business activities and makes the decisions related to them. In general, the policies
are designed to cover a broad spectrum of matters and impact a number of profit and nonprofit objectives. When the policies are finalised, the enterprises are made aware that their
accountability involves accomplishing the objectives of the policies. This is made clear
without any doubts.

Even after imposing such accountability procedures on the enterprises, the Premier and
ministers have generally still been reluctant to fully trust the enterprises especially in terms of
their capacity to run their organisations and businesses and deal with any potential risks. In
order to avoid any potential danger, the politicians have simultaneously committed to
exercising some additional control measures upon the enterprises through measures which
allow them to regularly and effectively monitor the enterprises, especially the enterprise
business activities. For example, critical decisions concerning such matters as the pricing of
enterprise products and large-scale enterprise investments have generally and legally required
the Premier and relevant ministers’ final approval.
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Finally, the Executive Yuan politicians are aware that they have little time to personally deal
with state-owned enterprise management issues. In order to overcome this obstacle they have
appointed a number of loyal and capable top-level officials to lead the state-owed enterprises
and their boards.

These appointments are very important, not only for the effective

management of the enterprises but also for the good governance of the enterprises.

9.1.2 Motivations of abusing the control mechanisms

The Premier and relevant ministers have clearly-defined roles and functions, respectively, in
terms of utilising the control mechanisms that relate to the state-owned enterprises and their
activities. In practice they have been frequently found to abuse the use of the control
mechanisms. In the past the KMT government sometimes abused the control mechanisms in
order to achieve multiple political objectives.

More recently the DPP government has

continued to abuse use of the mechanisms in similar ways.

As numerous senior officials and department managers have noted, the previous KMT
politicians were seen to abuse the control mechanisms for several reasons. First, they were
able to exercise a number of different types of ‘informal controls’ over the top-level officials
of the state-owned enterprises and boards, and this helped them to get what they wanted from
the enterprises in a timely and relatively easy way.

Secondly, the KMT Premiers and

ministers could carefully hide their activities and avoid having to answer the questions asked
by Legislative Yuan members (especially the opposition DPP legislators). Finally, it was
thought necessary to abuse the control mechanisms during the period when national or local
elections were held.

Both KMT and DPP politicians viewed such abuse essential and

effective for helping win these elections.

During the DPP period, it is quite notable that such types of abuse have become even more
popular and serious, when compared with what the previous KMT government once did. The
DPP government’s abusive use of the control mechanisms is behaviour which can probably
attributed to the political reality in which the DPP finds itself: the DPP has always suffered
from having minority of seats in the Legislative Yuan since it was elected to power in 2000.
The DPP understands that, if it is going to protect the political regime and deal with such
political weakness, it needs to use whatever means possible for accomplishing that goal.
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9.1.3 Rationale of continuously exercising control over former SOEs

It is evident in Britain’s experience that the privatisation of major public enterprises has had
two serious implications for public enterprises, namely (1) ‘denationalisation’ (the move from
public to private sectors) and (2) ‘liberalisation’ (the exposure of the enterprise to greater
competition, for example by relaxing statutory barriers to entry) (see Heald, 1985:8). The
British experience tells us that a government needs to establish a number of regulatory
authorities for the purpose of continuing to regulate some of the business activities of the
privatised enterprises, in order to protect the welfare and interests of the public. Nevertheless,
it is still considered inappropriate for the government to continuously interfere in the
decision-making and management of the privatised enterprises.

In the case of Taiwan also, it is evident that the government has established and continued to
operate a number of regulatory authorities and/or measures for assisting the regulation of the
business activities of former public enterprises. In many cases, either the KMT or the current
DPP governments have similarly interfered in the decision-making process of the former
public enterprises and aimed to manipulate their managements and decision-making by using
the role of government as the biggest shareholder.

An examination of such types of

interference and/or manipulations suggests that probably these actions can be attributed to the
following political considerations.

First of all, it is particularly evident that the majority of the previously privatised public
enterprises were essential public utilities and/or part of the public infrastructure. Despite the
fact that they have now become so-called private enterprises, their public aspects have not yet
disappeared so there is no consistency with the change from public-owned to private-owned.
In the circumstances in which they have operated, the KMT and the DPP governments have
both found themselves lacking the confidence in the capability of the regulatory authorities to
effectively protect the welfare and interests of the general public.

Secondly, it is clear that the significance of the privatised enterprises in Taiwan’s national
politics, economy and society has remained intact. Therefore, each of the ruling parties has
no doubts that it should continuously manipulate the privatised enterprises as part of its
political resource it enjoys and can use for assisting to win national or local elections. In
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using these resources, the previous KMT and the current DPP governments have needed to
continue to exercise great, and very powerful, control over the privatised enterprises through
the government’s position as the largest shareholder.

Finally, it is also evident that, in the last two decades, both the KMT government and the DPP
government, respectively, was very much inclined to use numerous top-level positions within
the privatised public enterprises as rewards to encourage the elites or political supporters to
remain loyal to the party. In summary, these two parties have shown a common motivation in
their political manipulations.

This was largely because each party has believed its

manipulations a useful and essential way to win political elections and also maintain its
political position as the government.

9.2 The Legislative Yuan Members
9.2.1 Role of the legislators in the control mechanisms

As members of the parliamentary body in the other countries generally have done, in Taiwan
the Legislative Yuan members have always played a vital part in the governmental
mechanisms for state-owned enterprise control. They are empowered to exercise a number of
crucial functions through the enacting of relevant laws connected with the enterprises, the
finalisation of the budgetary bills of the enterprises, and the reviewing of some critical
policies that relate to the enterprises. To exercise these powers, the legislators work their
parliamentary functions through the operation of either the sessions that are held twice each
year or through a number of standing committees that are held during the session periods.

Due to the fact the legislators are popularly elected to serve for three years, the first role they
play within the control mechanisms for state-owned enterprises is to represent the public by
checking the performance of the enterprises and so helping ensure the enterprises are operated
for the general public’s welfare and interest.

Secondly, it has been identified that the

legislators have frequently committed to having informal influences on the enterprises. In law,
the relevant ministers in charge of managing the enterprises, also shareholders of the
enterprises, are responsible to the legislators for the performance of the enterprises and other
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critical issues. This, means that the legislators are inappropriate people to be taking direct
actions against the state-owned enterprises.

As in other countries, Taiwan has established a so-called ‘accountability chain’ to work
within its control mechanisms for state-owned enterprises. Within the chain, the chairpersons,
the directors-general of the enterprises, are responsible to their master ministers; and later, the
ministers are responsible to the Legislative Yuan for the performance of the enterprises. In
addition to being able to question the Premier and relevant ministers on the matters of stateowned enterprises during the session or in the meetings of the standing committees, the
legislators are also empowered to vote or veto the acts and annual budgetary bills that relate to
the state-owned enterprises.

9.2.2 More obscure behaviours among the legislators

In theory, the Legislative Yuan members are thought to have a reasonably aggressive position
in regard to the state-owned enterprises, since they are empowered to check the enterprises as
part of being responsible to the Yuan and the general public for the business performance and
profitability of the enterprises. Nevertheless, in numerous practical situations, there have
been diverse viewpoints among these legislators in terms of their personal attitudes towards,
and the way they deal with, state-owned enterprise activities.

With all legislators being popularly elected, the election system itself has provided individual
pressure groups with a great chance by which they can exercise their influence on some
particular legislators. For example, consider the subject of whether the legislators should play
the role of a supporter or attacker towards the state-owned enterprises. Relevant information
obtained from interviews has shown that, if a legislator does not have a close or personal link
with the associated trade unions within the state-owned enterprises, this legislator is more
likely to attack the enterprises more aggressively. On the contrary, another legislator who has
always had a close link with the associated trade unions, is more likely to help the enterprises
to deal with some obstacles when the session and committees are being held in the Legislative
Yuan.

Why has such a situation occurred in the Legislative Yuan? It is considered a consequence
resulting from the unions’ lobbies. In the union’s view, to support the enterprises their
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members are working synonymously to promote their members’ interests. It can be seen that
a number of legislators have frequently been lobbied to approve the enterprises’ budgetary
bills and major investment projects in the Legislative Yuan. Both KMT and DPP members
are included among these legislators. Such findings show what is in their minds: namely, to
continue to win the support of the unions is believed to be more important than obeying the
directives of the party they belong to.

So, the legislators are on the track to produce the

results the unions have desired (Note: a detail of the interactions between the state-owned
enterprises and the associated trade unions is offered in the 9.5.1 section, later).

9.2.3 Paradoxical attitude of the legislators towards the privatisation

There were a considerable number of Legislative Yuan members who objected to the
privatisation policy to be applied as a major method for dealing with state-owned enterprise
reform when the KMT government introduced the policy in the early 1990s. Several reasons
help explain this situation. Firstly, some legislators who were supported by the associated
unions insisted that the policy was going to damage the enterprise employees. Secondly,
some KMT legislators vowed that the policy violated the state goals set out by the ROC
Constitution and also the KMT’s ideological principles. Thirdly, some legislators felt that the
change of an enterprise’s ownership would produce a disaster for the public’s welfare and
interests, since a private monopoly would come along with the accomplishment of
privatisation. Finally, some legislators considered that they were going to lose their powers
over the enterprises when the enterprises were no longer in the public sector.

While these doubts remained, the KMT government was still committed to a privatisation
policy. The KMT government subsequently sold out numerous state-owned enterprises and
also the public enterprises owned by the TPG into the private sector in the 1990s (see Table 83).

Basically, the KMT government was quite successful in that; firstly, it obtained a

abundance of revenues for the government budget annually; secondly, it was successful in
remaining continuous controls over the privatised enterprises through its position of largest
shareholder. The KMT government only failed to retain continuous control over two previous
state-owned enterprises: the China Petrochemical Development Corporation and the BES
Engineering Corporation, both of which have later come to be dominated by a private
consortium. For this, a number of legislators (especially the opposition DPP legislators)
blamed the KMT government’s privatisation policy saying it was aimed at selling state-owned
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enterprises into some private consortiums which the KMT has a close link with. The DPP
legislators believed, this is ‘KMT-style money politics’.

However, such hostile and negative attitudes towards privatisation have recently diminished
among the legislators. Why? This change is considered to be largely connected with the
reality that the Taiwanese state has recently suffered from the dilemma of how to acquire a
considerable amount of revenue for annual budgets (see Table 8-7). Increasing taxes and
public sector borrowing to obtain revenue is thought to be less politically popular when
compared with the sale of the shares or assets of state-owned enterprises.

With this

understanding in mind, and the majority of the Legislative Yuan members clearly understand
the dilemma the government has encountered, so they are no longer eager to object to the
privatisation policy as their predecessors did.

9.3 The State Bureaucracy
9.3.1 State bureaucracy’s role in the control mechanisms

Researchers have recently verified that governments in East Asian industrialising countries
have, since the end of the Second World War, played a significant role in promoting their
national economic and industrial developments (see Rimmer, 1995; Wade, 1988b; Yu, 1997).
In Yu’s conclusion, for example, the role the governments have generally played in these
countries during that period has significantly involved two main functions, namely, ‘directive’
and ‘facilitative’. Both have been used to steer national economic development (Yu, 1997:
48).

Taiwan is definitely one of these Asian countries. In particular, it is evident that Taiwan’s
success in economic and industrial development during this period is mainly attributable to
the excellent exercising of its state economic bureaucracy (Wade, 1990: ch.7). In general, the
Taiwanese state economic bureaucracy has proved very capable in dealing with not only the
decision-makings in regard to critical policies, but also the implementation, monitoring,
control and evaluation of actions for effectively transforming the policies into a number of
good results.
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For several decades, the Taiwanese state bureaucracy has been a vital actor in the control
mechanisms that relate to the state-owned enterprises and their activities.

Even though

Taiwan has experienced a number of political changes in recent years, this situation has
remained unchanged.

The state bureaucracy has remained significant in working the

mechanisms for state-owned enterprise control in an effective and efficient way. In their
everyday jobs, they are always ready to assist the Premier and relevant ministries to make
appropriate and acceptable policies. After the policies are approved and finalised, the state
bureaucracy are then required to put the policies and other relevant directives into effect in
their daily administrative activities.

In Taiwan the state bureaucracy has enjoyed a considerable level of flexibility and autonomy
when dealing with everyday administrative activities. Nevertheless, their everyday behaviour
has still been under a number of strict limitations particularly through directives and
regulations imposed by the Executive Yuan politicians. While this situation in fact existed, it
is also notable that during the KMT period the state bureaucracy generally enjoyed a better
level of autonomy in administrative activities when compared with what they have enjoyed
during the DPP period. Why is this so? This question is answered in the following section.

9.3.2 Bureaucracy featured obedience and other conservative characteristics
It was said by Merton that, ‘most bureaucratic offices involve the expectation of life-long
tenure, in the absence of disturbing factors which may decrease the size of the organization.
Bureaucracy maximizes vocational security. The function of security of tenure, pensions,
incremental salaries and regularized procedures for promotion is to ensure the devoted
performance of official duties, without regard for extraneous pressures’ (Merton, 1952: 363).
Analysis of such type of structural and employment situations has shown them to be very
positive for maintaining the job security and political neutralism in their workplaces.
However, on the other side, such a situation might be very influential in terms of making the
bureaucrats feature more conservative characteristics in their behaviour in their workplaces.

Certainly, the Taiwanese state bureaucracy has featured a number of conservative
characteristics in their everyday activities. Nevertheless, it is evident during the KMT period
that the bureaucracy had a significant role in helping deal with the decision-making of the
policies relating to national development, particularly economic and industrial development.
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This might be attributed firstly to the fact that numerous KMT politicians who came to their
positions in the Executive Yuan from their positions within the bureaucracy. Secondly, the
state bureaucracy was established and developed by the KMT government from the outset.
As a result of the two factors, the KMT politicians trusted the bureaucracy and allowed them
to be involved heavily in the decision-making processes.

In the DPP period that has followed the state bureaucracy has become even more conservative
in dealing with their everyday activities when compared to what was done in the past. The
DPP government has generally distrusted the KMT-established state bureaucracy.
Consequently, the first impact is that, in the past few years, a considerable number of senior
officials have left or have applied for early-retirement settlements from the government.
Secondly, the unfriendly and hostile climate has encouraged the remaining bureaucrats to
behave in a more passive way in order to show their loyalty and obedience towards the DPP
government.

With this thinking deeply rooted in their minds they have shown more

conservative characteristics in many ways.

As most senior officials have noted, in the past they were very much encouraged to express
their viewpoints including suggesting the state-owned enterprises should be given more
autonomy in running their businesses and making their decisions. However, they now prefer
to keep silent and also show no intention of changing any parts of the control mechanisms that
operate over state-owned enterprises. The logic they have is very clear: to do things right is
more important than to do right things. Therefore, they are smart to follow the directives
from the DPP politicians and not attempt to question politician’s directives.

9.3.3 Diverse viewpoints of state bureaucracy towards the privatisation

In the case of the British government in the 1980s, so-called policy-level bureaucrats did play
an influential role in stimulating the drive towards the privatisation boom (Dunleavy, 1986).
Similarly, in the early 1990s, the top-level bureaucrats played a significant role in influencing
the Taiwanese government (the KMT government at that time) to have turned to privatisation
as one of major methods for dealing with public enterprise reform issues.

The Taiwanese state has sold out more than twenty public enterprises into the private sector in
the last two decades. Some of the state bureaucrats have viewed Taiwan’s achievements as an
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excellent performance. This is for the following reasons. First, the government has earned a
considerable of amount of revenue that has been then available for covering the expenses of
the governmental annual budget. Secondly, a majority of the privatised enterprises have
continued to operate with a very high level of efficiency and profitability in their business
activities.

Finally, and the most importantly, the government has continued to have a

significant level of control over the former public enterprises by using its position as the
biggest shareholder in the boards.

In the case of British privatisation, it was argued that the welfare and interests of the public
after privatisation can be effectively protected through the methods of either a ‘competition
market’ system or a ‘regulatory authority’ system (Bishop & Kay, 1989: 644-645; Heald,
1985: 19-20). In Taiwan, such methods have also been used, aimed and applied to protect the
welfare and interest of the public. However, many state bureaucrats have still wondered
whether such an ideal goal can be achieved in practice. In their views, Taiwan’s privatisation
policy may well produce a number of potential risks in the future, namely in the government’s
long-term budget revenue, the nation’s long-term economic development and financial
stability, and the welfare of the poor and remote area populations.

9.4 The State-owned Enterprise Boards
9.4.1 Role of SOE board in the governance process

In Taiwan, the corporate state-owned enterprise (eg. the CPC, TPC, CHT and CHP) boards
are similar to private enterprise boards in that they are legally entitled to play the most critical
role in numerous corporate decisions of everyday management and business activities.
However, as Chapter 5 and 6 have previously noted, either the government’s control
mechanisms or the relevant politicians have always limited the autonomy and flexibility the
enterprise boards are expected to enjoy in many practical events.

Given this circumstance, the authority that the key members of an SOE board (ie. the
chairperson, the general manager) can exercise in making decisions has generally been limited
to a narrow area.

In particular, while dealing with decisions that relate to large-scale

investment projects and pricing policy, for example, the board is only able to provide the
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Premier or the relevant ministers with some suggestions. In other words, the Premier or the
relevant ministers, rather than the board, is the real maker of these decisions.

As a result, it is normal for the personal relationship between the Premier or the minister and
the board chairperson to have been the most critical factor influencing whether the final
approval would be favourable or unfavourable towards the enterprise, especially in terms of
the decisions about pricing policy and major investment projects. It has been noted by
numerous senior officials and departmental mangers, that if the Premier and the ministers
have a close relationship with the board chairperson, the suggestion submitted by the board
for its pricing policy and major investments is more likely to be approved by the Premier and
the ministers. On the contrary, if such close relations do not exist, it can be more difficult for
the board to persuade the Premier and ministers to give the desired approval to the board’s
suggestions. In summing up, an SOE board is, theoretically, expected to play a critical role in
running the enterprise. However, the practical function of the board in charge of dealing with
the enterprise’s decision-making and activities has generally been restrained into a few strictly
limited areas. In some critical issues the SOE boards can only submit their suggestions to the
politicians instead of exercising their authority by making the final decisions.

9.4.2 SOE board’s dilemmas in the governance process

The board and top-level managers of a state-owned enterprise need some autonomy for doing
their jobs, despite the fact that it is not easy to find a proper balance between government
control and corporate autonomy. This is what Vernon has noticed. Governments have
endeavoured to find out a proper link between ministers and managers, in terms of stateowned enterprise management, but a number of dilemmas remain in many countries (Vernon,
1984).

As he said, ‘governments have great difficulty in defining their purposes, in a

coherent, internally consistent manner’ (Vernon, 1984: 41). This difficulty can be traced to
two principal causes: (1) rival perspectives towards the appropriate function of state-owned
enterprise, and (2) who in government are the legitimate masters in terms of managing the
enterprises (Vernon, ibid: 41-44).

Such a situation has occurred in Taiwan. It has been widely understood that most members of
the CPC, TPC, CHT and CHP boards are well-educated and highly-experienced persons who
are very capable of managing and running their enterprises efficiently.
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However, it is

inevitable that the Taiwanese governments of different political parties require them to run the
enterprises for achieving multiple objectives, and these objectives might have been ill-defined
or conflicting. For dealing with the dilemma the board members have tried to find a solution
by balancing these multiple objectives. In some events they have succeeded, but in some
others they have failed.

There are currently no signs showing that the Premier and ministers are likely to loosen their
inappropriate controls over the enterprises, since no parts of the mechanisms for state-owned
enterprise control have been changed or removed. In view of this, all department managers I
interviewed have claimed that the Premier and ministers have not yet accepted that a stateowned enterprise should have corporate autonomy for running their businesses and making
their own operational decisions. In such circumstance, it was just normal to see that the CPC,
TPC, CHT and CHP boards and the TRA have continuously suffered from a number of
dilemmas in their everyday management practices.

9.4.3 SOE board’s contribution to the implementation of the privatisation

According to Taiwan’s relevant civil servant laws, the members of an SOE board are
generally regulated to perform their obligations as civil servants generally do. Therefore,
such members as the chairperson, general manager as well as the others are not allowed to
violate any policies and directives made by the government. As the Taiwanese governments
of the two different political parties have both committed to the application of privatisation as
one of major means for dealing with state-owned enterprise reform issues, all the SOEs and
their boards would be wise not to take any actions against the current privatisation policy.
Here, it is valuable to see how the CHT board has contributed to the implementation of CHT
privatisation in three major ways.

First of all, the chairperson, general-manager and the other top-level officials were required as
much as possible to overcome a series of opposition actions carried out by the union – the
CTWU. They attempted to persuade the union not to take any radical actions against the
CHT’s privatisation, and, so leave the CHT to be privatised as soon as possible. However, the
union and the employees were afraid that a series of redundancies, wage reductions and unfair
treatment would take place after the CHT was privatised. Therefore, the board members were
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required to find a compromise and to act as a bridge between the government and the
associated trade unions.

Secondly, the CHT board was required to build a brand new corporate culture for the CHT
before it became a private enterprise.

For many years the CHT employees had seen

themselves as part of the state bureaucracy. In addition to this, the CHT had long enjoyed
many monopoly and obligatory advantages in Taiwan’s telecommunication market. All these
old features were thought wrong and inappropriate; they were not consistent with the
implementation of the CHT’s privatisation.

In attempting to help the CHT and all its

employees to be ready to compete with any new rivals in advance, in the view of the CHT
board, a brand new type of corporate system was needed including a new compensation
system, a new system of performance evaluation, a system of human resource management
and the other critical items. These were considered necessary and needed to be put into
working order in advance, prior to the accomplishment of the CHT’s privatisation.

Finally, it is notable to see that the privatised CHT still insists that its business will continue
to provide the population living in remote areas with a number of essential services. There
can be little doubt that the CHT has now become a private enterprise and its business
activities are operated for increasing the financial interests of all shareholders. It was evident
in the past that the CHT had provided many essential services using the name of ‘public
obligations’ for providing the general population with universal services.

Following

privatisation of the CHT all these essential services have now been continued under the name
of ‘corporate responsibility’ for the society. So, the welfare and interests of the population in
remote areas still continue to be protected and this is likely to remain the case for the
foreseeable future.

9.5 The Trade Union Leaders
9.5.1 Changing role of trade unions in SOE activities

It is widely acknowledged that trade unions set them to various goals for the benefit of their
membership including ‘higher wages, reduced working hours, improvements in many
different aspects of working conditions, reductions in the degree of supervision, a share in
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managerial control, increase in manning levels, improvements in work rules’ (Crouch, 1982:
139). As the unions attempt to achieve these goals, there are numerous industrial conflicts
that inevitably take place between the trade union and the management of an enterprise.

In Taiwan, it was evident during the martial law period that every state-owned enterprise trade
union was restrained in its role and able to work only in a narrow field. In attempting to
promote economic and industrial development and protect national security, the KMT
government generally treated the trade unions as an administrative arm of the KMT. In
general, the unions were weak and unable to join in the decision-making within the stateowned enterprises. Given this, the union leaders (ie. the presidents and the directors) in their
everyday work just carried out their jobs following relevant directives from the KMT
government.

The late 1980s produced a watershed in terms of the growth in the autonomy and strength of
the state-owned enterprise trade unions. With the development of the DPP and the lifting of
martial law, the trade unions have become more concerned with their members’ rights and
interests in employment (Huang, 1988: 283). Furthermore, the union leaders have begun to
demand that they should have a right to take part in the decision-making process of the stateowned enterprises in order to protect their members’ employment rights and interests. More
recently, the government’s privatisation policy since the early 1990s has been at work.

In

order to protect their members’ rights and interests from being damaged in the privatisation
process, the trade unions have presented a strong message to the government the union should
be allowed to join in, and play a more active role in, the decision-making within the stateowned enterprises.

However, it is interesting and valuable to note that the trade union leaders can sometimes help
the SOE boards to sort out a number of dilemmas/obstacles in their business activities. Their
assistance is particularly popular during the assembly sessions of the Legislative Yuan at
which time these union leaders can be seen to lobby some friendly legislators to finalise
annual budgets and to keep massive investment projects on track to produce a desired result
for the enterprises. In order to win the support of the trade unions, there are usually some
legislators who are willing to concur with the requests of the union leaders. Taking the
finalisation of annual budgets, for example, the associated trade unions have endeavoured to
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exercise their influence on their close legislators persuading them to finalise the budgets
consistently with the expectations of the enterprise boards.

As is the case in Western countries, the anti-nuclear or green movement has developed in
Taiwan and become more popular since the late 1980s. In 1993 the KMT government
decided to require the TPC to build its fourth nuclear power plant. However, the construction
of the fourth nuclear-power plant has been delayed for many years due to the influence of the
environment-protection groups. In attempting to assist the TPC to deal with this dilemma, the
TPLU have lobbied the legislators not to object to this plant’s budget, but also have persuaded
the general public to accept that nuclear power is safe, cheap, and clean, by using its union’s
publications and other union supported communication approaches.

The oil and gas prices of the CPC and the power price of the TPC provide another typical case.
The CPC and TPC boards were not allowed to appropriately reflect fluctuating costs of
importing oil in their product pricing at the end of 2005 because the DPP government aimed
to win the ‘three-in-one’ election being held in December of that year. Another similar event
happened again at the end of 2006. The CPC and TPC were once again forbidden to
appropriately reflect the real costs of their products, since this time the DPP government
aimed to win the ‘Major Election for Taipei City and Kaohsiung City’. The CPC and TPC
both suffered serious deficits as a result, but their boards did not dare to challenge the
decisions of the DPP government. While the TPWU and TPLU were both reluctant to accept
such unfair treatment, they claimed that such price manipulation would damage the CPC and
TPC, and also the governmental revenues.

Following the amendment of the ‘Administrative law of State-run Enterprise’ in June 2000,
the state-owned enterprise trade unions have been able to play a more active role in stateowned enterprise activities. At present, the TPWU, TPLU and CPWU, are each able to
nominate their own representatives to the boards of directors of the CPC, TPC and CHP
respectively. Despite only a fifth of the seats being reserved for the union, it is still a great
opportunity for the union to join in the decision-making process. In summing up, it is evident
that the role of the trade union in state-owned enterprise activities has changed from a
‘totally-negative role’ into the current ‘mixed role’ that combines conflict, compromise and
cooperation features.
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9.5.2 Trade union’s strategy against the implementation of the privatisation

In Britain’s experience the Conservative government’s privatisation was originally intended
to achieve four main objectives: ‘it will enhance freedom by extending the sphere of the
market and contracting that of the state; it will improve efficiency because private sector
organisations are inherently more efficient than public ones; it will reduce the PSBR (note.
Public Sector Borrowing Requirement); and it will re-introduce market disciplines missing in
the determination of public sector pay’ (see Steel & Heald, 1984: 15). It is unclear but likely
that the objectives aimed to tackle an additional objective, that of cutting the strength of the
trade unions.

With the huge number of national industries being privatised, such a consequence has
occurred unavoidably. There has been a huge impact on the strength of the trade unions
associated with the former state-owned enterprises. The logic is simple to understand, as
Farnham and Pimlott point out: ‘This programme of privatisation not only transferred large
public assets into private ownership but also had significant implications for the structure and
practices of industrial relations of these enterprises’ (1990:63). In particular, privatisation
seems to have had two negative implications for trade unions and their members, concerning
(1) the payment and job security of the employees; and (2) the overall strength of the
associated trade unions (Ogden, 1991; Casale, 1992; Ferner & Colling, 1991: 402-403).
Acknowledgement of the negative effects makes it clear why trade unions have committed to
opposing the privatisation policy and even taken some steps in order to stop this policy.

In Taiwan a similar situation has arisen. First of all, ‘these employees are scared of losing
their generous salaries, fringe benefits, and job security’ (Liu, 1993: 39). Secondly, the
unions have been worried about their strength and that the advantages they enjoy will not be
retained following privatisation of their enterprises. In particular, the weak and poor position
of private sector trade unions has significantly reinforced such a forecast and has further
intensified the fears and concerns of the SOE trade unions.

It was found in Britain that three main methods were popularly applied by trade unions for
stopping or delaying the implementation of privatisation. These included: (1) political
influence, (2) industrial action and (3) publicity (Kay, 1984: 78). Similarly, in Taiwan in
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recent years the state-owned enterprise trade unions (eg. the TPWU, TPLU, CHWU, CPWU,
and TRLU) have applied these methods for their campaigns against privatisation.

In the case of the CHT privatisation, the CHWU was always active in seeking political
support by lobbying their close legislators in the Legislative Yuan. The other state-owned
enterprise trade unions (eg. the TPWU, TPLU, CPWU and TRLU) were also active in helping
the CHWU to lobby some close legislators in order to delay or actually stop the privatisation
of the CHT. Despite the fact that they failed to stop the accomplishment of the CHT
privatisation, they nonetheless forced the government to provide CHT employees with more
generous compensations than they would otherwise have had.

Of the unions, only the CHWU went on strike with their aim to stop the CHT privatisation.
The other unions (ie. the TPWU, TPLU, CPWU) have preferred to organise a number of
street protests or demonstrations in order to demand from the government promises of
additional compensation to the employees of the privatising enterprises. Such a situation
might be expected because, in reality, the employment conditions of the state-owned
enterprise employees have been superior to those of similar industries in the private sector. If
the unions resorted to striking to achieve their objectives without considering the interests of
the public, they would probably lose the support of the public.

The British trade unions were seen to use the ‘publicity’ method as they sought wider support
from the public (Thomas, 1984; Ogden, 1991). Similarly, the Taiwanese trade unions have
been appealing for support from the public. The unions (ie. the TPWU, TPLU, CHWU,
CPWU, and TRLU) have emphasised that the privatisation of the CPC, TPC, CHT. CHP and
TRA will severely damage the welfare and interests of Taiwan’s populations and specially the
people living in rural areas. In their view, if the enterprises remain in the public sector such
problems will not occur.

In addition, the unions also have aimed to present the public a

strong message that the privatisation of the CPC, TPC, CHT, CHP and also the governmentowned banks will severely reduce the long-term revenue of the government. In their view,
the state-owned enterprises with good performance and profitability all look like a number of
‘golden hems’ owned and bred by the government.

If the enterprises remain in the

government hands, they will continuously lay more and more golden eggs for the government.
On the contrary, if the enterprises are sold into the private sector, the government will take all
the golden eggs for one time only. However, from the government’s long-term perspective, it
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will probably have need to increase the level of taxes and/or public sector borrowing for
revenue in the future anyway. Whenever such a situation arrives, it will definitely be of no
good to the public.

9.6 Concluding Remarks
In this Chapter the dynamics of how the relevant key persons have influenced the formal
mechanisms of state-owned enterprise control and the nature of the relationship between the
government and state-owned enterprises in Taiwan over the past decades has been examined.
Through its considerations of the key persons involved in state-owned enterprise activities
and especially the related management issues, it presents a people-oriented examination and
provides further insight into the question of why the control mechanisms as well as the
institutional relationship between the government and enterprises have fundamentally
remained unchanged even with the change in government.

In regard to the Executive Yuan politicians, it is evident that both the KMT and DPP Premiers
and ministers have had in common a determination to abuse the use of the control
mechanisms of state-owned enterprises, as well as a determination to manipulate the former
public enterprises and their activities. The motive behind their actions has been generally due
to a political belief that they have thought this is a good way to assist their respective political
party to protect or maintain control of the political regime.

For members of the Legislative Yuan, who are popularly elected, this political arrangement
has produced a number of diverse viewpoints as far as state-owned enterprises and their
management issues are concerned. In the past, a number of legislators supported by the
associated unions had generally been inclined not to support the government on the
privatisation of state-owned enterprises. However, it has become clear after this analysis that
most legislators have now changed their attitudes and are not continuing to object to
privatisation. This is because many of the legislators have learnt and accepted that the
Taiwanese state is in need of acquiring more revenue for the government’s budget and this
can well be done through selling the shares and assets of the state-owned enterprises.

188

For many years the state bureaucracy has been a significant actor, providing assistance to the
governments of the different political parties as they deal with state-owned enterprise
management issues. As part of their everyday activities, state bureaucrats have generally been
required to help design the policies and relevant administrative activities.

Despite the

importance of this role, they have hardly dared to challenge any part of the policy and
mechanisms that relate to state-owned enterprise activities and management issues.

In

particular, the change of regime from the KMT to the DPP simply encouraged them to be
more obedient and conservative when performing in the workplace. A strong belief has taken
root in their minds, namely: to do things right is more important than to do right things.

The autonomy the state-owned enterprise boards enjoy has still been limited to a narrow area.
The board members, having conceived of themselves as being part of the state bureaucracy,
have preferred to obey the policies and directives of the Premiers and ministers. Nevertheless,
they have endeavoured to lead the enterprises so they run efficiently. On the subject of the
privatisation, the board members have no rights to say no. The only thing they can do is
reduce the union’s opposition to the privatisation process as much as possible.

The role of the trade unions as far as state-owned enterprise activities are concerned has
always been limited to the subject of protecting the interests of their memberships. However,
Taiwan’s transformation to a democratic polity has changed the union’s role from that of a
‘totally-negative role’ into that the current ‘mixed role’ that combines conflict, compromise
and cooperation features. On the matter of privatisation, it is evident that many unions carried
out a series of actions against privatisation, but none was successful in actually stopping
implementation of the privatisation policy.
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10. Conclusions and Suggestions
________________________________________________________
Following its two-decade democratisation process Taiwan has come to enjoy many essential
features of a democratic polity, and this has brought it a good reputation as well as
recognition as a successful model of political development in Asia (Bellow, 1994; Hu, 1994;
Wu, 1995; Hsieh, 2001; Rigger, 2001; Fell, 2005). Nevertheless, the impressive achievement
of political democracy over the period (especially with the change to the DPP government)
has not yet changed in any significant way how state-owned enterprises are managed, nor has
it changed the pattern of relations between the government and state-owned enterprises that
has been in existence for many years. Simply stated, the exercise of political control over the
corporate autonomy of Taiwan’s state-owned enterprises has remained popularly acceptable.
This research, in its examination of evidence from five major state-owned enterprises,
provides abundant data to verify that this is the case. In addition, it answers the question of
why the authoritarian way of exercising governance has been continued by the governments
of the different parties and why it is such a popular means of dealing with state-owned
enterprise management. The major findings from this research are presented in this chapter,
together with some suggestions for further research about the matters concerning future
political development and public administration or public sector management in Taiwan, but
also in other Asian countries as well.

10.1 Major Findings
1. Political democracy has failed to move Taiwan’s state-owned enterprises into
circumstances that allow them a greater degree of autonomy to operate their businesses

Taiwan’s tremendous achievement of political democracy over the last two decades has
clearly failed to move the nation’s state-owned enterprises into a situation in which they have
a greater degree of autonomy to deal with their businesses and operational decision making.
The long existing mechanisms for imposing control over the enterprises and their everyday
activities have remained unchanged and they still continue to be used by the government in
essentially the same way. Despite the enterprises expecting that the more democratic political
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environment would create conditions which would allow them to operate in a similar way to
private firms, the current practice is that their critical decision-making and business activities
are still frequently influenced by political interference exercised by different branches of the
government.

This interference has severely damaged management flexibility and the

autonomy they expected to have, as well as, at times, their commercial profitability.

Taiwanese governments of different political parties have both sought to improve the
efficiency of state-owned enterprises by introducing a series of reforms over the last several
decades. Some measures, such as managerial reforms, commercialisation and corporatisation,
have been applied in state-owned enterprises and they have achieved the anticipated goals of
maintaining the efficiency of the enterprises at a generally good level. Nevertheless, the
enterprises have experienced only limited advantages from improvements in their corporate
autonomy and flexibility through these reforms, since the control mechanisms imposed on
them have not changed at all.

This situation is similar to what Cheung (2005: 257)

summarised as the administrative reform experience in some Asian countries when he wrote:
“The ‘old’ public administration regime has largely coexisted with the ‘new’ public
management approaches and tools”.

2. Political democracy has not changed the Taiwanese government’s authoritarian way of
managing state-owned enterprises, or its institutional relationship with them

The DPP has always played a significant role in the promotion of Taiwan’s political
democracy.

Nevertheless, evidence of what has happened during the period of DPP

governance clearly shows that the DPP government has retained the authoritarian features that
have traditionally occurred as part of the relationship between the government and stateowned enterprises. The current situation is that the decision-making autonomy of stateowned enterprises has continued to be still limited to a relatively narrow of area of operation,
and the top-level positions of the enterprises continue to be used as a training base and/or a
reward for the ruling DPP’s politicians and supporters. This result clearly reflects a political
obsession that the Taiwanese governments of different parties have in common. There is a
common belief that there would be potential danger to the ruling party if the government lost
tight control over the management and operational activities of the state-owned enterprises.
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In Chapter 4 it was noted that the relationship between government and public enterprises
appears to be like a pendulum swinging between an authority model on one side, and an
enterprise model on the other, as presented in Figure 4-1. In the case of Taiwan, however,
quite evidently the pattern of relations between the government and state-owned enterprises
has continued to be operated as the ‘command-type’ described by Thynne (1998), or as the
‘authority-model’ described by Stretton (1984). In this sense, Taiwan’s political development
has not yet encompassed a different way to manage the country’s state-owned enterprises.
Nevertheless, the ironical situation exists whereby the previous KMT government, an
authoritarian regime, allowed the top-level officials of state-owned enterprises considerable
influence in shaping national policies and infrastructure plans, while the DPP government, a
so-called democratic regime, has, in contrast, severely limited their significance in this respect.

3. Political democracy has not necessarily reduced the significance of state-owned
enterprises in Taiwan’s national politics and economy

It is particularly evident that, during the period of KMT governance the government generally
saw the significance of state-owned enterprises in the terms described by McBeath: ‘they
allowed state control over strategic materials, assisted industrial development and upgrading,
aided implementation of counter-cyclical and supply-side management policies, provided
economic security for regime supports, created a training base for the state economic
bureaucracy, and extended the arms of the state through linkages with satellite suppliers and
downstream firms’ (1998: 167).

Now, the DPP has replaced the KMT but the new

government has shown no desire to change this view of state-owned enterprises.

For the past eight years the DPP government has clearly seen itself as being committed to
using the state-owned enterprises as a major instrument of government policy and action in
the way the KMT government did before it, since this helps it achieve multiple political,
social and economic objectives. Therefore, as can be seen from the research evidence,
throughout these years the DPP government has frequently manipulated many price-decisions
related to state-owned enterprise products and services in order to deal with either various
political considerations or political contingencies. It has been particularly evident preceding a
national or local election. It is also evident that the DPP government has determined to
appoint top-level officials in state-owned enterprises on grounds of loyalty to the political
party.

To conclude, it seems to be endemic to Taiwan’s politics that the ruling party
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manipulates the management of state-owned enterprises in order to win political elections and
protect its political position.
4. Taiwan has presented a successful model of dealing with public enterprise management,
although its intensive use of an authoritarian way is divergent from the trend of political
democratisation that has taken place over the last two decades

Taiwan’s political changes over the last two decades have inspired numerous writers to state
their firm belief that a different or more obviously democratic way of ruling the country and
administering its entire government would be applied in Taiwan (eg. Neher, 1994; Clark,
2000; Painter, 2004; Cheng, 2001). In particular, the change to DPP government once
inspired an expectation that the authoritarian way used by the KMT government to deal with
state-owned enterprises management would soon be removed, as the DPP has traditionally
been perceived as a pro-democracy political party in its fundamental ideologies for
administering the government in Taiwan. However, the DPP has already broken its political
promise and turned to using the KMT’s authoritarian way of dealing with the management of
state-owned enterprises. In other words, the DPP government now understands that the
KMT’s authoritarianism is better than its own previously declared democratic principles for
dealing with state-owned enterprise management.

As the DPP’s earlier manifesto has now been abandoned, this clearly means that the previous
KMT’s authority model of managing public enterprises remains popular. Furthermore, this
result also demonstrates that this Taiwanese model is useful and effective in requiring the
public enterprises to operate their businesses at a generally good level of efficiency and
profitability. In this sense, this research raises the question of whether other countries could
have done better in dealing with the same issues. Quite evidently, the authority model
Taiwan has continuously employed for public enterprise management might be regarded as
considerably divergent from what might be expected in its transition towards political
democratisation that has taken place in recent years. Even so, there is little doubt that Taiwan
presents a successful model in the world in terms of efficiently dealing with public enterprise
management.
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5. The five-aspect normative framework developed especially for this research has proved
itself an effective and valuable tool for examining the practices and issues of state-owned
enterprise management in Taiwan

The normative framework, as presented in Figure 4-4 and developed especially to assist this
research in structuring the examinations of state-owned enterprise management issues in
Taiwan, includes two major theoretical assumptions. First, it assumes that, in most countries,
there is a close link between public enterprises and their political environment. Therefore,
whenever a big change occurs in national politics the change might have a subsequent impact
on the enterprises and their managements. The second assumption is that the dynamics of
public enterprise management can be examined by focusing on four relevant aspects: (1)
mechanisms – the government’s control imposed on the enterprises; (2) cognition – the
government’s attitude towards its relationship with the enterprises; (3) employee issues – the
impact of industrial relations; and (4) prospect issues – implications of enterprise reforms and
privatisations.

Evidence coming from each of these four aspects clearly illustrates that the authoritarian
model emphasising the dominance of political control compared to corporate autonomy for
managing state-owned enterprises has remained significant in Taiwan, even following a twodecade democratisation process. The results of the research indicate that the normative
framework was both critical and effective in assisting the series of examinations on how far,
and in what way, the management issues of state-owned enterprises in Taiwan have been
influenced by its national politics, the nature of the situations the enterprises have been placed
in and in which they have been operating their businesses. Thanks to the above results, it is
evident that the normative framework has proved itself a valuable tool for application in this
study of Taiwan’s state-owned enterprises.

10.2 Suggestions for Further Research
1. Is Taiwan’s current model for managing state-owned enterprises likely to remain in the
future?

Taiwan is one of what Wade (1990) describes as Asian countries ‘governing the market’ for
promoting their export-led growth. In an attempt to play this role well, the previous KMT
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government chose to use the state-owned enterprises as a major means for achieving these and
other objectives.

In addition, the KMT government was also committed to taking full

advantage of the authoritarian way of managing state-owned enterprises by requiring them to
accomplish various objectives imposed on them and undertake activities dictated by the
government. Some writers have claimed that a country’s political environment has a close
link with, or a significant impact on, its public enterprise sector and related managerial issues
(eg. Ahmad, 1982; Ferner, 1988). In contrast, in the case of Taiwan, there has been a recent
transformation of the country into a democratic polity yet still the management of the stateowned enterprises continues to invariably feature many authoritarian manipulations and this is
so regardless of the political environment.

Consistent with the above understanding, it is evident that the way the government manages
state-owned enterprises has not been seen as a specific problem by either the KMT
government or the DPP government. Relevant discussions in the thesis have made it clear
that such a result has developed into an innate systemic feature of the relations between the
government and state-owned enterprises in Taiwan, even though the state-owned enterprises
have long expected that Taiwan’s political development would help allow them more
autonomy in their business activities. There is a reality that the state-owned enterprises
continue to be conceived of as one of the most significant instruments in helping achieving
multiple objectives and in building the national infrastructure. There is no doubt that the
Taiwanese governments of different political parties have a common aim of securing effective
control over the enterprises, instead of allowing them to have more autonomy for running
their businesses and making their own decisions.

Nevertheless, Taiwan’s ongoing democratisation brings about an interesting question. Will
the current authoritarian way of managing state-owned enterprises be continued or will it be
changed significantly in the coming years? Currently, there is too little evidence to make a
forecast on this matter. However, one thing is very clear. In the coming years the Taiwanese
government will find it more difficult to deal with state-owned enterprise management issues
in the way it has done so to date, since it is widely expected by the general public that
Taiwan’s continuing political development will bring about the need for the government to
govern its administrative activities with more openness and/or transparency. Taiwan will
probably need a new model for managing state-owned enterprises, in the future; and, this
model will not lie with less government, but with the restructuring of the government’s role
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and the redrawing of the institutional relationship between the government and state-owned
enterprises. In other words, the current authority model of managing state-owned enterprises
will probably need to be changed or adjusted. What is a good future model for managing
Taiwan’s state-owned enterprises more appropriately in the future? This question is still
waiting further clarification and examination.

2. Can other countries learn from Taiwan’s experience in order to deal with the balance
between political control and corporate autonomy issues that have occurred in their own
public enterprise sectors?

Theoretically, it is expected that the balance between political control and corporate autonomy
within public enterprises can be appropriately set through the approach of either an ‘arm’s
length relationship’ (Morrison, 1964) or an ‘accountability chain’ (Evans, 1995). However, in
many countries, in the application of these approaches public enterprises have found
difficulties arriving at a working balance. According to Vernon, such poor situation is
significantly attributable to the fact that ‘governments have great difficulty in defining their
purposes, in a coherent, internally consistent manner’ (1984: 41). In contrast, in Taiwan, it
can be seen that the government has seemed to have no difficulty in dealing with the clash
between political control and corporate autonomy with public enterprises even over several
decades. It has created the conditions of consistently requiring the enterprises to operate their
businesses with considerable efficiency and profitability.

It is also evident in some Asian countries that governments have traditionally and popularly
used public enterprises to play a significant and essential role in terms of helping achieve
multiple objectives, such as economic development, industrial development, national
development or national building (Cheung, 2002; Sadique, 1976). For example, South Korea,
Malaysia and Singapore, which very much resemble Taiwan in having regarded the public
enterprise sector as a major instrument for helping achieve multiple political, social and
economic functions, and, have used a number of similar measures for public enterprise
control. However, by comparison with Taiwan, Singapore’s public enterprises have enjoyed
a relatively higher level of autonomy and flexibility in running their businesses and with this
advantage have been able to obtain an impressive efficiency and profitability record in their
business activities (Thynne & Ariff, 1990; Ariff & Thynne, 1995; Cheung, 2002). In South
Korea, an authoritarian-style of control has been applied to public enterprises and this also has
196

resulted in maintaining public enterprise operations at a generally good level of performance
(Yu, 1976; Song, 1991; Cheung, 2002). While Malaysia’s public enterprises have been seen
as having a relatively inferior record in their business efficiency and profitability, such a
situation might mainly be attributed to the fact that too many public enterprises have been
compulsorily required to run businesses for the purpose of income redistribution.

In

particular, a huge number of public enterprises have been established and used as a major
instrument for protecting the interests of the ethnic Malaysian populations (Kanapathy, 1979;
Ahmad, 1985; Salleh, 1991; Cheung, 2002).

In Taiwan the government always and properly distinguishes the difference between the
policy performance and operational performance of a public enterprise, and it uses policy
performance to comprise and guide various commercial and non-commercial objectives.
Following the setting of the objectives, the enterprises are later required to work these
objectives into reality. If necessary, the operation and production of the enterprises can be
manipulated or adjusted by government to ensure policy outcomes and performance. In using
this approach, Taiwan has achieved many impressive records in efficiently dealing with the
clash between control and autonomy issues relating to public enterprise management. This
thus raises an interesting question. Can other countries learn some lessons form Taiwan for
dealing with the same type of matters with their public enterprises? The answer should be yes.
However, how far and in what way can the Taiwanese approach be appropriately applied in
other countries? The answer will clearly only be found as a result of further examination by
researchers working in other countries.

3. Is there a need to re-examine the public – private enterprise dichotomy in Taiwan and
associated issues that have occurred in recent years?

In Taiwan, an enterprise is considered privatised if the government’s shareholding falls below
50 percent. Over the last two decades, there are over 20 public enterprises that have already
been transformed into the private sector using this yardstick. It is widely accepted that the
government in a democratic state should impose some essential controls or regulations over
private enterprises, in the way that Keating has emphasised in his book Who Rules? How
government retains control of a privatised economy, about the government’s role in Australia
(Keating, 2004). In Taiwan, the government has generally acted in this same way. However,
it is notable that the Taiwanese government has always used its role as largest shareholder to
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continuously manipulate the decisions and activities of nearly all privatised enterprises, so
that former public enterprises continue to operate under formal and informal directives from
government.

Although it is said that privatisation has taken place, can we say that these

privatised enterprises are no longer ‘public’?

It is evident in Taiwan that the government has continuously manipulated almost all former
public enterprises; therefore, another interesting question arises.

In practice, are these

businesses really very different from public enterprises in respect of being accountable to the
government? The Taiwanese government resembles many governments in the world by
having committed to the application of a so-called ‘public-private partner’ approach since the
1990s; by this means it has expected the private sector to participate in the building and
operation of Taiwan’s national infrastructures. Accordingly, some new privately owned
public utilities have been created using the BOT (Building-Operate-Transfer) approach (eg.
Taiwan High Speed Rail Corporation) and their businesses are conducted under the scrutiny
and regulation of the government. In law, they are private companies and are, therefore, not
required to be accountable to the government. It would seem that some would argue that
there is not real privatisation in these circumstances.

4. Will Taiwan have a chance to enhance the level of democratic governance or democratic
accountability within the government in the future?

In his book, Paul Hirst makes a statement: ‘Assessments of how democratic a country is
concentrate on the degree to which government is accountable to the people and the
effectiveness of the means of ensuring accountability. For a government to be properly
accountable its decisions and actions must be transparent, and the people and their
representatives must have ready remedies with which to sanction poor government
performance’ (Hirst, 1997: 96).

By this standard, this research clearly illustrates that

Taiwan’s two-decade political democratisation seems not yet to have brought about the
fulfilment of democratic governance within the state-owned enterprises.

The aim of this research was not to examine whether Taiwan’s democratisation has been
consolidated completely. Rather, it was to determine whether political changes have had an
impact on state-owned enterprise management issues in Taiwan over the last two decades.
The relevant evidence obtained for this research suggests that Taiwan seems to have a need to
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re-evaluate its achievement of political development using the standards of either democratic
governance or democratic accountability that relate to state-owned enterprise management.
Quite evidently, the prospect of enhancing the standard of democratic governance or
democratic accountability will lie with Taiwan’s continuing political development in the
future. How will democratic governance and democratic accountability of the Taiwanese
government be enhanced in the future? As yet there have been no studies that have paid any
attention on this question.

5. Has the authoritarian way of exercising governance been applied by governments in
other newly democratised Asian countries, to deal with their public enterprise
management issues?

Taiwan’s impressive record of political development has earned itself the description of
‘political miracle’ following the ‘economic miracle’ that was previously achieved. However,
even such a successful process of political democratisation has not meant that the Taiwanese
government has totally abolished an authoritarian way of managing public enterprises. It is
evident, over the last two decades, that the government’s authoritarian governance methods
have been continuously practised in the public enterprises. This means that the enterprises
have not moved to better circumstances, circumstances with more significant autonomy and
flexibility, to run their businesses.

Compared with some of the newly democratised countries in Asia that have undergone a
process of political and economic development during the post-war years (eg. South Korea,
Singapore, Malaysia and Thailand), Taiwan has experienced many common features, despite
its unique government system that features a five-branch design. It is evident in Taiwan that
an authoritarian way of governance has continued to be applied as a popular means of dealing
with public enterprise management issues even after its two-decade democratisation process.
Have these other Asian governments determined to use the same or similar ways to deal with
public enterprise management issues in their countries?

This is an interesting question

meriting further examination by researchers concerning with questions of political
development, public administration and public sector management in Asian countries.
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Appendix 1:

Letter of Introduction
UNIVERSITY OF CANBERRA

Dear Mr.
I am a student from the Centre for Research in Public Sector Management, Division of
Business, Law and Information Sciences, at University of Canberra. I am currently writing a
PhD dissertation about “Political Democratisation and Public Enterprise Management: A case
Study of Taiwan’s State-owned Enterprises”. My research aims to examine the interactions
between political transition and public enterprise management in Taiwan over the last two
decades. In achieving that goal, I will interview persons who have essential information or
strong connections to my dissertation subject. About 20 people working in different
government ministries, state-owned enterprises and the associated trade unions will be invited
to participate in this interview.
You are being invited to participate in this interview, because your views will be highly useful
in exploring this subject matter from your unique perspective. Participation will involve an
informal conversation with me, which will take about one hour of your time or less. The
conversation will focus on eight questions related to my dissertation subject (see attached
page). There are no correct or incorrect answers to the questions that emerge in the
conversation. You should know that you are not required to answer any questions that make
you feel uncomfortable or you would rather not answer for any reason. Parts of your views
will be used and edited in my PhD dissertation.
You will be given the option of remaining anonymous through this project. This means that
no information that would identify you will appear in my written PhD dissertation. Therefore,
I will only take your views, but will never mention any information related to your
identification in my dissertation. Participation in this interview is completely voluntary. You
are free to withdraw from the interview at any time.
If you have any questions, concerns regarding this research project please contact my
supervisor, Professor Roger Wettenhall. (Tel: 61-2-62012714). If you have any questions
regarding your rights as a research participant, you may contact the Committee for Ethics in
Human Research at University of Canberra (Postal address: University of Canberra, ACT
2601 Australia).

Sincerely

Cheng-Chiu Pu
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(Chinese translation/中文譯文）
UNIVERSITY OF CANBERRA

鈞鑒
正球目前在澳洲坎培拉大學企業法律暨資訊科學學院之公部門管理研究中心修讀博士
學位，論文題目為「政治民主化與公營事業管理的關聯性：台灣國營事業的個案研
究」。我的博士研究將致力於探究台灣在過去二十年來政治變遷與公營事業管理之相
互關聯性；為此，擬於今年十二月初返國後，親赴特定的政府機關、國營事業及其產
業工會等機構，蒐集撰寫論文所需參考資料，並計劃分別與可以提供相關重要資訊的
特定人士，進行約二十人次的訪談。（所需參考資料名稱、訪談問題及其他相關資料
如附）
這項訪談預計進行約需一個小時，其間將針對我提出的八個問題進行說明。這些問題
沒有所謂「對」或「錯」的標準答案；您如果認為那些問題不妥也可以不回答，您無
須告訴我任何理由。未來我撰寫論文時將會引用您在這次訪談所提出一些觀點。
您如果介意的話？也可以選擇在整個研究過程中採取「匿名」方式進行，換言之，我
未來撰寫的博士論文中將不會出現任何可讓別人辨識您個人身份的資訊；這項訪談完
全是自願性的，您如果不願意繼續，可以隨時要求中止這項訪談。
您 如 果 對 我 的 研 究 仍 有 一 些 疑 慮 ？ 可 以 直 接 聯 繫 我 的 指 導 教 授 Professor Roger
Wettenhall，他在坎培拉大學的聯絡電話是 61-2-62012714。您如果對一些本身權益事項
有疑問的話？您也可以直接聯繫坎培拉大學的人文研究倫理委員會（Committee for
Ethics in Human Research, University of Canberra）。您的協助、參與及訪談意見對我的論
文能否順利完成，至關重大，至盼惠予協助指導為感。正球將於返國後，儘速另電 您
並聯繫拜訪時間。耑此 敬祝

鈞安

後學
在台聯繫電話：（02）2978-5490
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Appendix 2:
UNIVERSITY OF CANBERRA

Informed Consent Form
（同意通知書）

Project Title（研究題目）
“Political Democratisation and Public Enterprise Management: A Case Study of Taiwan’s
State-owned Enterprises” (Chinese translation: 政治民主化與公營事業管理的關聯性：台
灣國營事業的個案研究)

Consent Statement（同意內容）
I have read and understood the information about the research. I am not aware of any
condition that would prevent my participation, and I agree to participate in this project. I have
had the opportunity to ask questions about my participation in the research. All questions I
have asked have been answered to my satisfaction. (Chinese translation: 我已經閱讀過並知
道這項研究的相關資訊，我知道沒有什麼情況可阻止我參與這項研究，所以，我同意
參與這項研究。我已經詢問過關於我參與這項研究的各項問題，而且我也對這些答覆
感到滿意。)

Name……………………………

Signature ……………………………

Date.…………………………….

A summary of the research thesis can be forwarded to you when published. If you would like
to receive a copy of the thesis, please include your mailing address below. （ Chinese
translation: 未來這項研究論文出版時你將獲得一份摘要，如果你也希望獲得這項研究論
文的副本，請寫下你的郵遞地址。）

Name………………………………..
Address………………………………………….
…………………………………………………..
…………………………………………………..

202

Appendix 3:
UNIVERSITY OF CANBERRA

Participant Information Form

Project Title:

Political Democratisation and Public Enterprise Management:
A Case Study of Taiwan’s State -owned Enterprises
Researcher:
Mr. Cheng-Chiu (Frank) Pu
Centre for Research in Public Sector Management (6B27)
Division of business, Law and Information Science
University of Canberra, ACT 2601
Australia
Tel: 61-2-6201 5326(O)
E-mail: c.pu@student.canberra.edu.au
or
34 Creswell Street
CAMPBELL, ACT 2612
AUSTRALIA
Tel: 61-2-6262 9638(H);
E-mail: ccpu@actewagl.net.au
Qualification:
PhD Candidate in Public Sector Management, University of Canberra
Supervisor:
Professor Roger Wettenhall
Centre for Research in Public Sector Management
Division of business, Law and Information Science
University of Canberra, ACT 2601
Australia
Tel: 61-2-62012714
E-mail: Roger.Wettenhall@canberra.edu.au
Project Aim and Benefits:
The democratisation that has been taking place in Taiwan since its emergence from martiallaw government in 1987 appears to have had no effect on the significance of public enterprise
and its managerial pattern, and until now this situation has received little serious study.
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Therefore, this research is expected to fill that gap. Its primary objective is to examine how
political transition has impacted Taiwan’s public enterprise system and its managerial pattern
in the last two decades. This will be achieved through a detailed examination of managerial
activities in a small group of state-owned enterprises. The secondary objective is to examine
how public enterprises were employed by the government to deal with changing political
circumstances over the same time. In summary, this research will explore how political
transition has affected public enterprise in Taiwan. It also looks at the rationale behind public
enterprise management activities during the democratisation process.
General Outline of the Project:
My research will proceed mainly by close examination of relevant documentary sources and
by a program of interviews with government, public enterprise and trade union officials in
Taiwan, for which I will return to Taiwan for several periods of field works.
While I am interested in and will explore general approaches and trends, both comparatively
and in the Taiwan context, I plan to undertake five particular samples studies of Taiwanese
enterprises. These include: (1) Chinese Petroleum Corporation; (2) Taiwan Power Company;
(3) Chunghwa Post Corporation; (4) Chunghwa Telecom Corporation; and (5) Taiwan
Railway Administration. There are several good reasons for me to choose this group for
special study: they are all much larger enterprises than the average privately owned
companies, they have held the largest or monopoly power in Taiwan's infrastructure industries,
they can offer examples of both good and bad performance of public enterprises, they can
cover the major types of public enterprise organisation, they have been the scene of both
corporatising and (part-) privatising programs, and the trade unions within them have been
key leaders in the development of Taiwan's labour movement since the late 1980s.
Participant Involvement:
About 20 persons working in different institutes will be invited to participate in the project.
Participation will be involved in an informal conversation with the researcher for about one
hour. The conversation will focus on eight questions related to the project. There are no
correct or incorrect answers to the questions towards the eight questions. Each of the
participants is not required to answer any questions that make him/her feel uncomfortable or
for any reasons. Participation in the project is completely voluntary. All participants are free
to withdraw from the project at any time.
Confidentiality:
The researcher will cite the viewpoints of the participants into his written PhD thesis, but he
will never mention any information related to their personal identifications in his written PhD
thesis.
Anonymity:
All participants are given the option of remaining anonymous through the project. This
means that no information that would identify them will appear in the researcher’s written
PhD thesis.
Data Storage:
All interview data/records and recorded tapes acquired from the participants in the project will
be securely stored in locked cabinets at home during the research project, which only the
researcher has access to. Then, all data/interview records will be totally destroyed at the end
of the project. But, the researcher will store the ‘informed consent forms’ forever.
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Ethics Committee Clearance:
The project has been approved by the Committee for Ethics in Human Research, at University
of Canberra. Therefore, the researcher has been allowed to conduct interviews with the
participants.
Queries and Concerns:
If participants have any questions of concerns regarding the research project, please contact
the researcher’s supervisor, Professor Roger Wettenhall.
Address: Centre for Research in Public Sector Management
Division of Business, Law and Information Science
University of Canberra, ACT 2601
AUSTRALIA
Telephone: 61-2-62012714
Fax: 61-2-62015237
E-mail: Roger.Wettenhall@canberra.edu.au
If participants have any questions regarding their rights as a research participant, they may
contact the Committee for Ethics in Human Research at University of Canberra.
Address: Committee for Ethics in Human Research
University of Canberra
AUSTRALIA
Telephone: 61-2-62012148
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been omitted for privacy reasons

University of Canberra, ACT 2601
AUSTRALIA
Telephone: 61-2-62012714
Fax: 61-2-62015237
E-mail: Roger.Wettenhall@canberra.edu.au
假若您對作為一位研究參與人所涉及權利事項仍有任何疑問時，也可以接洽坎培拉大
學的人文研究倫理委員會，其地址及電話如下：
Address: Committee for Ethics in Human Research
University of Canberra
AUSTRALIA
Telephone: 61-2-62012148
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Appendix 4:

Persons Interviewed in Taiwan
Groups
Group I:
(Anonymous
Senior Civil
Officials)

Group II:
(Anonymous
Senior Managers)

Group III:
(Union Leaders)

Total

Participants Working Positions
G1
G2

Senior Secretary
Section Chief

G3

Department Director

G4

Section Chief

G5

Senior Specialist

G6

Department Director

G7

Division Chief

G8

Department Director

G9

Assistant
Executive Officer

G 10

Department Director

M1

Department Director

M2

Department Director

M3

Department Director

M4

Department Director

Mr. Chuang,
Chueh-An
Mr. Shih,
Chao-Hsien
Mr. Tsai,
Liang-Chuan
Mr. Chen,
Han-Ching

President
President
President
President

18 Persons
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Working Organs
Ministry of Finance (MOF)
State-run Enterprise
Commission, Ministry of
Economic Affairs (MOEA)
Ministry of Economic Affairs
(MOEA)
Ministry of Transportation and
Communications (MOTC)
Ministry of Transportation and
Communications (MOTC)
Ministry of Transportation and
Communications (MOTC)
Council for Economic
Planning and Development
(CEPD)
Research, Development and
Evaluation Commission
(RDEC)
Directorate General of Budget,
Accounting and Statistics
(DGBAS)
Central Personnel
Administration (CPA)
Chinese Petroleum
Corporation (CPC)
Taiwan Power Company
(TPC)
Chunghwa Telecom
Corporation (CHT)
Taiwan Railway
Administration (TRA)
Taiwan Petroleum Workers’
Union (TPWU)
Taiwan Power Labour Union
(TPLU)
Chunghwa Postal Workers’
Union (CPWU)
Taiwan Railway Labour Union
(TRLU)

Appendix 5:

Interview Questionnaire
(訪談問題）
Interviewer/訪談人：
Cheng-Chiu Pu 卜正球

1. It was acknowledged that state-owned enterprises had been used by the KMT as an
instrument of government policy and action to achieve its political and economic objectives.
Did the DPP government change this situation in the past few years? If so, what changes
have been made? If not, why did the DPP not intend to change that?
（Chinese translation/中文譯文：國營事業過去被國民黨政府運用為達成政治、經濟目
的一種重要工具，這種情況在民進黨執政後有無顯著改變？如果有，有那些差異？如
果沒有，為何沒有改變呢？）
2. It is acknowledged that the day-to-day activities of state-owned enterprises have been
scrutinised by government’s relevant policies, directives and laws. Has the situation
changed since the DPP government gained government power in 2000? If not, why has the
Taiwanese government not intended to change the situation?
（國營事業營運向來受政府政策、指令及法規的約束，民進黨執政後這種情況有無顯
著改變？如果沒有？為什麼政府不願意讓國營事業有較多的營運自主呢？）
3. Taiwan’s domestic markets of petroleum, telephone service and mail delivery have been
liberalised by government for several years. Were state-owned enterprises that provide the
above products/services allowed to decide their product/service prices through a free-market
mechanism? If not, why?
（政府近年來推動多項市場自由化機制【油品、電力、電信、郵件】，請問國營事業
的產品價格是否因此由市場機制來決定？如果沒有？為何會這樣呢？）
4. The Taiwanese government has recently introduced a number of reform measures into the
activities and management of state-owned enterprises by learning from the private sector?
Did these reforms contribute greatly to improving the enterprises’ revenue and profits? If
not, why?
（政府近年來在國營事業引進各種民間企業運用的營運管理措施【例如：責任中心制
度、轉撥計價、公司治理、內部控制等】，這些措施對提昇國營事業的收入及利潤有
無具體效果？假若沒有，為何無法產生具體成效呢？）
5. The Taiwanese government has undertaken a series of personnel reforms related to stateowned enterprises in the past few years. Did these reforms have any effects on the
efficiency of the state-owned enterprises? If not, why?
（政府近年來在國營事業推動多項人力改革及精簡措施，這些對國營事業營運有無顯
著影響？如果沒有？為什麼沒有呢？）
6. It was widely known that the Taiwanese Government (at that time it was the KMT
government) had strongly intervened in the activities of trade unions in the past years. Has
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that situation been changed by the DPP government since 2000? If not, why? Are there
any differences between the DPP and the KMT in manipulating trade unions?
（過去國民黨執政時執政黨經常介入國營事業工會的組織及運作，這種情況在民進
黨執政後有無顯著改變？如果沒有，為何沒有改變？民進黨與國民黨的介入作法是否
相似呢？）
7. Have Taiwanese state-owned enterprise trade unions increased their bargaining power
against the government and also increased their influence on the management in recent
years? If not, why?
（近年來國營事業工會對政府進行協商的能力，以及影響公司經營管理決策的能力有
無顯著提升？如果沒有，是什麼原因呢？）
8. Do you agree that Taiwn’s state-owned enterprise management and operation have not
changed substantially with the transfer of sovereignty in the past few years?
（總結上述問題後，您是否同意這種結論：台灣國營事業體制管理及營運情況在過去
近幾年並未隨政權轉移有太多的改變？）
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