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ABSTRACT 

The government of Taiwan has an obligation to provide security from international threats. The 

credibility of security deterrence relies on the acquisition of modern defense equipment. Taiwan 

does not possess the resources and capital to support an industry capable of producing modern 

multidomain (air, land, sea, space) defense equipment. It relies heavily on equipment from the 

United States. To limit the drain of foreign currency reserves, promote domestic employment, 

and increase technical knowledge, Taiwan requires offset programs to accompany significant 

purchases of foreign defense equipment. For Taiwan, offsets are an opportunity to develop the 

local economy despite the sunk cost of maintaining national security. However, economists 

mainly argue that offset programs have negative economic impacts. This study examines offset 

theory to determine a set of characteristics that allow offsets to have a positive economic impact. 

It looks at Taiwan’s current socio-economic data and offset program specifics to assess how 

efficiently the country is able to incorporate the agreements into a strategy for economic 

development. In addition to documentary sources, this research is based on interviews with 

former U.S. defense industry executives, Taiwan policy experts, and relevant government 

personnel of both Taiwan and the United States. Ultimately, in the case of Taiwan, I disagree 

with the overall negative perception presented by the literature. I demonstrate that many of the 

pre-requisites described in the literature which impact the efficiency of offsets are visible in 

Taiwan, and from a strict economic perspective the island nation is relatively well-situated to 

convert offset programs into long-term economic development. Furthermore, there are several 
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non-quantifiable characteristics Taiwan possesses that the literature fails to recognize in its 

assessment of the benefits of defense procurement offsets. Taking these factors together (and 

with a few prescriptive comments), I argue that offsets are a net benefit to Taiwan.  
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Introduction 
 
 

There is no “Silicon Valley” for the production of U.S. defense equipment. Industry 

giants such as Lockheed Martin, Northrup Grumman, and Boeing spread their supply chain 

throughout as many U.S. states and congressional districts as possible.  It is an effective strategy 

that helps the United States get around a fundamental paradox: national security spending and 

economic development are counterintuitive. The production of modern defense equipment is one 

of the most capital intensive endeavors a government can undertake, with equipment sales often 

valued in the hundreds of millions or billions of U.S. dollars. While the United States is able to 

offset the cost of defense equipment by involving the local economy in production, providing 

jobs and infrastructure across the country, countries that need advanced equipment but do not 

have the manufacturing ability or technical knowledge face a more acute dilemma. How are they 

to maintain modern defense capabilities without draining their currency reserves on costly U.S. 

equipment? Having a new squadron of combat helicopters certainly does not increase the living 

standards of a country’s population, nor does their possession benefit local employment. The 

supposed solution came in the latter decades of the 20th century with the popularization of offset 

programs.  

Offsets — agreements that mitigate the economic burden of the purchaser by transferring 

some aspect of production to the local economy — are largely discredited by economists for 

being inefficient and deleterious to long-run economic growth.  However, Taiwan’s government 

officially advocates for offsets as an economic development strategy. Their Industrial 

Cooperation Program (ICP) stipulates that any defense procurement valued over five million 

USD must incur an offset program worth at least 40% of the purchase value. This paradox is the 

focus of this study, where I argue that offsets are a net benefit to Taiwan. The first section 
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discusses the advantages and disadvantages of offsets, highlighting their potential for economic 

development. The second section assesses Taiwan’s current economic characteristics and 

policies and how they do (or do not) contribute to offsets as a viable development method. The 

third section discusses the non-quantifiable benefits that offset agreements present for Taiwan. 

Finally, this study suggests a few prescriptive measures for improving the current process of 

U.S.-Taiwan offset agreements, including some creative solutions yet unconsidered in existing 

literature.  

 
Offsets: Advantages and Disadvantages 
 
 

An offset is an agreement between a buyer and a seller that mitigates the financial burden 

of the buyer. These agreements take many forms. Common types include local-licensed 

production (that is, obtaining licensed technology from the selling contractor in order to build the 

product indigenously) of the weapons systems provided, training and skill building, technology 

transfers, subcontracts, and foreign direct investment (FDI).1 Broadly, they fall into two 

categories: direct and indirect.

Direct offsets are agreements that involve only the seller and the purchasing party. For 

example, if Taiwan’s Ministry of National Defense (MND) agrees to buy $100 million worth of 

defense equipment from a hypothetical defense contractor, “General Defense,” (GD) the 

agreement incurs an offset of 40%. GD now has a contractual obligation with MND to supply the 

equipment plus an additional 40 million in offset credit.2 In a direct offset, GD may agree to 

 
1 Bitzinger, Richard. “Arming Asia: Technonationalism and Its Impact on Local Defense Industries,” New York: 
Routledge, 2017. p. 124.  
2 Note that this is not necessarily a dollar amount, but credits with a value that will be assigned ad-hoc between 
Lockheed and Taiwan’s Industrial Cooperation Program Office. Credit values are often significantly lower than an 
equivalent USD amount. With every offset deal, U.S. defense industries have an internal “cost-to-credit” ratio they 
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provide MND with a patent valued at five million credits3 (a technology transfer offset), meaning 

GD now has a remaining commitment of 35 million credits to MND.  Since the patent is used in 

the production of the military equipment being purchased (say, a patent for a component on a 

missile system being purchased from GD), the patent transfer would be a direct offset. Indirect 

offsets involve the fulfilment of offset credits in a transaction that does not involve the primary 

purchaser. For example, in the deal mentioned above, instead of an agreement to provide a patent 

to MND worth 5 million credits, GD might agree to purchase 5 million credits worth of 

agricultural machinery from a Taiwanese company and re-sell it on the international market. In 

this scenario, Taiwan benefits from the incoming foreign currency, the agriculture machinery 

exports support local jobs and business growth, and GD provides access to an international 

market that a local Taiwanese manufacturer would not have otherwise had.  

At face value, offsets sound reasonable. In the case of defense procurement, the 

purchasing government is able to justify the immense cost of the equipment by claiming local 

job creation, increased technical knowledge, business opportunities for exporters, etc., all while 

advancing national security capabilities. A nearly universal argument in favor of offsets is the 

promotion of equipment inter-operability.4  Using U.S. equipment not only creates compatibility 

between U.S. and Taiwanese forces in the event of a security crisis, but U.S. equipment is also 

 
have to satisfy. In other words, they may actually only have a small percentage (I have heard as low as 10%) of cash  
to satisfy the total credits due. They do so by utilizing credit multipliers.  
3 In this context, the patent is valued at $5 million USD and satisfies the offset credits at a 1-to-1 ratio. In reality, 
U.S. defense industry personnel would be unhappy with this outcome. Even if the real value of this patent was $5 
million USD, the negotiated value would likely be much higher in terms of how many credits it satisfies. Offset 
credit requirements are based on the dollar amount of the total in the original contract, but they are rarely valued 
at dollar parity.  
4 Brauer, Jurgen. “Economic aspects of arms trade offsets.” in Arms Trade and Economic Development: Theory, 
Policy and Cases in Arms Trade Offsets. Editors Jurgen Brauer and J. Paul Dunne, London; New York: Routledge, 
2004. p. 233. 
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inter-operable with all NATO countries plus Japan and Korea.5 Offsets that promote domestic 

manufacturing of U.S.-based defense equipment link Taiwan’s manufacturing to a large global 

market. Barring political restrictions, this could theoretically lead to lucrative market access for 

Taiwan’s domestic economy, especially if they specialize in an aspect of the supply chain, as 

Taiwan already has in the production of semi-conductors for electrical equipment.6  

Arms procurement expenditures inherently provide no increase in the economic well-

being of the public. Merely being in possession of high-tech defense equipment does little to 

improve the standard of living within a country.7 Yet, the means by which the equipment is 

produced may provide economic benefits if it contributes to increased technical expertise, 

manufacturing capability, or employment which lasts beyond the duration of the initial program. 

This is especially applicable for indirect offsets which have the potential to improve economic 

sectors outside the defense industry with a direct impact on economic well-being.   

It is an important caveat that offsets represent economic activity that otherwise would not 

have occurred or could have been accomplished only at a much higher cost to the domestic 

economy. Otherwise, the economic activity generated from offsets crowds out the local economy 

and creates long-run inefficiencies.8 For example, in the case of a counter-purchase indirect 

offset, if a Taiwanese company had a marketing strategy to export its products without going 

through a U.S. defense contractor, it would receive a higher return for its goods and a more 

 
5 An, David. “International Cooperation to Help Build Taiwan’s Indigenous Submarines.” in Global Taiwan Brief, vol. 
1, issue 4, October 2016. http://globaltaiwan.org/2016/10/12-gtb-1-4/. 
6 Chinworth, Michael W. “Offset policies and trends in Japan, South Korea, and Taiwan.” in Arms Trade and 
Economic Development: Theory, Policy and Cases in Arms Trade Offsets. Editors Jurgen Brauer and J. Paul Dunne, 
London; New York: Routledge, 2004. p. 238.  
7 Dumas, Lloyd. “Do offsets mitigate or magnify the military burden?” in Arms Trade and Economic Development: 
Theory, Policy and Cases in Arms Trade Offsets. Editors Jurgen Brauer and J. Paul Dunne, London; New York: 
Routledge, 2004. p. 24.  
8 Ibid, 22.  
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stable distribution network. However, if the local company did not have market access to the 

global economy perhaps due to advertising capital constraints, the offset program is indeed a net 

economic benefit. The ability of an offset program to bring in fresh flows of investment capital, 

create opportunities for work that increase technical skillsets, and technology transfers that help 

modernize production practices are viable pathways for offset programs to make valuable 

contributions to local economic development.9 

 Offsets are also advantageous for the purchasing economy because they can incentivize 

U.S. defense industries to teach local firms efficient production techniques. If a U.S. supplier 

agrees to oversee the domestic manufacturing of equipment (an FDI offset), or if the U.S. 

supplier agrees to purchase an amount of locally produced equipment as part of its own supply 

chain (a buyback offset), they would be incentivized to streamline production to minimize their 

own costs. This is opposed to simply selling equipment design instructions or assembly kits, 

which imply no further obligation on behalf of the seller.10 By learning best practices, the 

purchaser can pursue a development path which “leapfrogs” the mistakes it might have made in 

the early stages of production. Finally, for small and medium sized enterprises (SMEs) in 

Taiwan, working with a large U.S. multinational enterprise (MNE) would increase their 

reputation in the global economy and lower their transaction costs for future third party business 

agreements by establishing their credibility.11  

 Technology transfers which often occur through the release of a patent in an offset 

agreement offer another viable option for sustained economic development in the purchasing 

 
9 Ibid, 25.  
10 Taylor, Travis. “Using procurement offsets as an economic development strategy.” in Arms Trade and Economic 
Development: Theory, Policy and Cases in Arms Trade Offsets. Editors Jurgen Brauer and J. Paul Dunne, London; 
New York: Routledge, 2004, p. 33.  
11 Brauer, Jurgen. “Economic aspects of arms trade offsets,” 2004, p. 55.  
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country. Technology transfer offsets follow a linear path to indigenous economic growth. After 

the technology is transferred — perhaps through a patent release—  the technology must be 

absorbed into the local economy, increasing the local technical knowhow and contributing to a 

technology cluster. When local development is mastered, the purchasing economy can increase 

competitiveness by funding R&D and expanding its exports. Funding R&D with returns from 

exports can lead to new innovation and thus, sustainable indigenous technological 

development.12  

Taiwan’s government recognizes the advantages of offset programs and explicitly seeks 

to utilize offsets as a path for economic development. Defense is a core component of the Tsai 

Ing-wen Administration’s “5+2 Industrial Innovation Plan.”13 Within the defense “pillar” of the 

plan is Taiwan’s Industrial Cooperation Program (ICP) which provides the guidelines for 

mandatory offset agreements. The ICP website states that offsets are utilized in Taiwan to 1) 

introduce high-tech industries; 2) attract FDI; 3) promote exports and international marketing 

channels; 4) upgrade Taiwan’s industrial capability; 5) establish long-term international trade 

cooperation; and 6) encourage MNEs to set up R&D or manufacturing centers in Taiwan.14 The 

government policy is theoretically logical and matches the potential advantages of offsets 

referenced throughout existing literature. If used efficiently, and if the purchasing country has 

the right economic characteristics such as extant skilled labor, manufacturing capability, and 

 
12 Matthews, Ron. “Defense offsets: policy versus pragmatism.” in Arms Trade and Economic Development: Theory, 
Policy and Cases in Arms Trade Offsets. Editors Jurgen Brauer and J. Paul Dunne, London; New York: Routledge, 
2004, p. 96. 
13 This is the Tsai Ing-wen administration’s signature economic policy that seeks to promote innovation through 
bolstering seven key economic areas. It seeks to establish asymmetric economic advantages in Taiwan’s limited 
economy. https://topics.amcham.com.tw/2017/05/52-industrial-innovation-plan/ 
14 Taiwan’s Industrial Cooperation Program Website. https://www.icpo.org.tw/En/Page.aspx?ID=23f9d9d7-1400-
43a9-a9e7-e38a08bb5451 
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intellectual property protection, offsets can represent more than a political tool to justify defense 

procurement or a marketing tool for U.S. companies to gain a competitive edge over rivals.15  

Despite the potential advantages of offsets, the majority of the literature is skeptical, if 

not outright opposed to offsets as an economic development strategy. The predominant argument 

against offsets is their inherent inefficiencies. U.S. defense contractors specialize in the 

production of defense equipment, not in the development of foreign manufacturing plants, and 

certainly not in the purchasing and sales of non-defense equipment (as is often the case in 

indirect offsets). According to a researcher at Global Taiwan Institute, offsets are a hushed topic. 

They are an allowable cost factored into the deal that is little discussed among staff.16 According 

to a former senior defense contractor, the U.S. government wants little to do with offset 

transactions.17 On the U.S. side, deals between purchasing states and sellers are ad-hoc, with 

little federal oversight other than approving the right to export the equipment. In fact, Foreign 

Military Sales (FMS) are legally required to be published on the Defense Security Cooperation 

Agency (DSCA) website. The website provides a record of equipment sold and value of the 

transaction, but often says “no known offset agreement” associated with the sale. Since many of 

the sales to Taiwan are over $5 million, they are required by Taiwanese law to be accompanied 

by an offset of at least 40%, but the U.S. government has little interest in requiring defense 

industries to disclose that information. Hence, in Taiwan’s case, the “no known offsets” being 

reported is misleading.  

That is a solvable problem. However, the current process means there is no way to 

guarantee that inefficiencies do not arise from U.S. defense industries padding the price of their 

 
15 Matthews, Ron. “Defense offsets: policy versus pragmatism.” 2004. p. 97 
16 Interview with senior researcher at Global Taiwan Institute and former defense contractor at Lockheed Martin. 
17 Interview with U.S.-Taiwan expert and former senior defense contractor at Raytheon.   
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defense equipment. For example, according to a former senior defense contractor, a supplier 

could charge $150 million for a product that would only cost $100 million had there not been an 

offset stipulation.18 A 40% offset at $100 million would require the fulfillment of 40 million in 

offset credit. The same 40% offset at $150 million would require fulfillment of 60 million in 

offset credit, except the purchasing country has already provided $50 million beyond an efficient 

profit margin for the equipment. The result is the seller only really has to fulfill a 10 million 

offset credit, rather than 40 million. Obviously, this would be highly unethical, but there is very 

little oversight outside the parties in agreement. Furthermore, the price of defense equipment is 

so staggering and constantly increasing that there are no “standard” market prices for a buying 

country to compare. It would be difficult for the buyer to know otherwise.  

Many contracts between Taiwan and U.S. industries are Direct Commercial Sales (DCS), 

rather than FMS. In a DCS, the defense contractor directly supplies the equipment to the 

purchasing country, not the U.S. government. While equipment in DCS is usually less sensitive 

to national security than FMS, the transactions are even less salient due to proprietary privileges 

between the contractors and their clients. This study does not argue that all agreements within 

FMS and DCS should be made fully available to the public. Rather, a high-clearance commission 

could provide useful oversight and clarity to relevant Taiwan officials. Since offset agreements 

involve such large sums of money, the fulfillment process can take years or even decades. 

Without an oversight commission, this time provides opportunities for partners to take advantage 

of currency fluctuation, changes in interest rates, or even abandon agreements altogether.19 

Unfortunately, the buyer has very little control over this situation, especially if the buyer is a 

developing country and the seller a powerful multinational enterprise.  

 
18 Ibid. 
19 Matthews, Ron. “Defense offsets: policy versus pragmatism.” 2004. p. 99 
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Continuing on the topic of inefficiency, for developing countries with limited skilled 

labor pools and physical capital resources, offset programs could divert these economically 

critical production factors.20 In the short-term, the offsets generate employment and production 

in the local economy, but if the programs are not able to outlast the designated offset duration, 

the long-term economic effects could be disastrous.21 During Taiwan’s Indigenous Defense 

Fighter (IDF) program in the early 1990s, Taiwan’s local economy benefited from an influx of 

factory worker jobs, on-the-job training programs, and the expansion of manufacturing capacity. 

Yet, when Taiwan was able to acquire more efficient fighter jets from France and the United 

States, the IDF program was unable to merge with the local economy and few economic linkages 

were established (a successful engine component export business, for example). The end result 

was the closure of the manufacturing facilities and layoffs of the work force. The question then 

becomes a matter of opportunity cost.  What economic development could have been generated 

with the capital and skilled labor that went into the IDF program for all those years? This is a 

hard measurement to pinpoint, and despite the opportunity cost in strict economic terms, there 

were benefits to the IDF program that are likewise difficult to measure. For example, the 

program was tremendously important for generating new skills for Taiwan’s labor force, in 

exposing the ROC air force to new capabilities, and serving as a focus of national pride by 

proving the nation could develop their own indigenous aircraft.22 

It is also important that technology transfers are relatively cutting edge in order to 

increase their chances of stimulating endogenous economic development. While U.S. industries 

have an incentive to increase the productivity of a local manufacturing plant if they have agreed 

 
20 Dumas, Lloyd. “Do offsets mitigate or magnify the military burden?” 2004, p. 19.  
21 Chinworth, Michael W. “Offset policies and trends in Japan, South Korea, and Taiwan.” p. 244.  
22 Nolan, Janne E. Military Industry in Taiwan and South Korea. P. 55.  



 
 

10 

to an offset that requires ongoing cooperation with that plant (such as a buyback offset), they 

might find that a lower-technology transfer coupled with cheap labor in the buying country 

provides a suitable return.23 Low-technology transfers can be a hinderance for long-term 

economic development because the seller’s technology remains ahead of the buyer, meaning in 

the future the buyer is more likely to re-purchase newer technology rather than begin to sell their 

own innovations on the market. For this reason, technology transfers in the form of patent 

releases are a more viable option for Taiwan and its receptive capacity for patent transfers will be 

discussed in the next section.  

Finally, there are broader economic considerations regarding offsets that give experts 

pause about their efficiency. In the case of a counter-purchase offset — wherein a U.S. company 

agrees to buy goods from a Taiwanese company and re-sell them on the global market — some 

economists would argue that the Taiwanese goods forced onto the global market have an 

opportunity cost associated with lost sales from another country by decreasing their share of the 

market.24 Yet, since the objective is the use of offsets for Taiwan’s economic development, this 

is certainly a secondary concern. In addition, not only does this argument assume that the 

products sold do not capture a new market, but that the products from the Taiwanese company 

are not more efficient than the ones it displaced. If they were more efficient, the market access 

provided by the offset program would be a net benefit to the global economy.   

However, one theoretical argument that is much less speculative is the fact that offset 

agreements undermine free trade agreements (FTAs).25 While the United States does not have an 

FTA with Taiwan, agreements between U.S. defense industries and local Taiwanese companies 

 
23 Matthews, Ron. “Defense offsets: policy versus pragmatism.” P. 99.  
24 Brauer, Jurgen. “Economic aspects of arms trade offsets,” 2004, p. 59-60. 
25 Ibid, 58.  
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that involve the trade in goods outside the arms exchange would have an opportunity cost for 

countries that do have an FTA with the United States. If a U.S. company is required to buy a 

product from (or sell a product to) Taiwan on the global market, the transaction may bypass a 

trade agreement the U.S. holds with another country. For this reason, the World Trade 

Organization bans offsets in government procurement, but it is not yet a “plurilateral” agreement, 

meaning not all WTO members have acceded.26 Nevertheless, this controversy is another reason 

sellers may wish to keep offset information proprietary.  

 
Estimating Offsets in Taiwan 
  

I have discussed what the literature states about offsets and described the types of 

programs that are most likely to contribute to economic development as well as the types most 

likely to be inefficient. I will now describe how Taiwan administers offset agreements and then 

discuss Taiwan’s relative ability to utilize offsets as a catalyst for economic growth. This 

capacity depends on the country’s physical, social, economic, and technological environment in 

which the offset agreements are administered, especially when the offset agreements involve 

technology transfer.27 The ability to sustain endogenous technological development is far more 

likely to be realizable if the domestic economy has a “robust and well-crafted science and 

technology policy in place.”28 Simply put, offsets are instruments of support to an extant 

socioeconomic situation. While the literature largely argues that offset agreements create market 

inefficiencies and a host of negative economic impacts described in the section above, an 

examination of Taiwan’s ability to utilize offsets for economic growth is optimistic. The first 

 
26 Ibid.  
27 Ibid. 
28 Matthews, Ron. “Defense offsets: policy versus pragmatism,” 2004, p. 96. 
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thing to observe when explaining Taiwan’s extant ability is learning how offsets are managed in 

Taiwan, and just how much economic power is at stake regarding these agreements.  

In Taiwan, the offset agreements from defense procurement are managed by the 

Industrial Cooperation Program (ICP) Office. The ICP is under the Industrial Development 

Bureau (IDB) within the Ministry of Economic Affairs (MOEA).  The ICP manages all 

outstanding offsets. In the ICP office, three working groups manage five categories of offset 

programs: national defense; aerospace; consumer electronics, computers and communication; 

transportation & precision machinery; and environment & biological technology.29 Within the 

ICP Office, an Executive Committee chaired by the Director General of the Industrial 

Development Bureau (IDB) is responsible for the implementation of offset programs.  

 Since 1988, the ICP office has administered approximately $22 billion USD in 

transactions, although defense trade would only be a portion of this number.30  The U.S. Bureau 

of Industry and Security (BIS) within the Department of Commerce publishes an annual report to 

Congress about offsets in U.S. Defense trade. However, after the December 2007 report, specific 

data on countries has been omitted and only general totals are provided. Yet, the 2007 report 

states that in the 1993-2006 period Taiwan ranked #2 of all countries the United States had 

defense equipment export contracts with, accounting for nearly $11.4 billion received in over 42 

contracts. The BIS report stated that these contracts were accompanied with over $2.5 billion in 

offset agreements. It does not state whether the $2.5 billion is the total value of the agreement or 

only the credit that had been fulfilled to date.31 Since the terms of an Industrial Cooperation 

Agreement (ICA) can range from 5 to 10 years (and in reality can last even longer), there may be 

 
29 “Industrial Cooperation/Offset Overview,” U.S.-Taiwan Business Council Report.  
30 Ibid. 
31 “Offsets in Defense Trade.” Twelfth Report to Congress. U.S. Department of Commerce Bureau of Industry and  
Security. December 2007.  
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a large percentage of funds left to be fulfilled at the time this report came out. In fact, according 

to a vice president at the U.S.-Taiwan Business Council, a significant portion of the offset credit 

for current ICAs remains outstanding, easily ranging in the hundreds of millions of dollars.32 The 

2.5 billion in offset credits out of $11.4 billion in total contracts also likely reflects a lower 

percentage than current numbers because from 1993 to 1999 the offset percentages required by 

Taiwan’s ICP only averaged 18.4%. These requirements more than doubled in 2000-2006 to 48.7 

percent.33 Because the ICP today mandates that defense contracts valued over $5 million require 

an offset agreement of at least 40%, the unknown numbers from 2006 to the present are likely to 

reflect a higher ratio than the 1993-2006 period. Due to proprietary reasons, it is not possible to 

state the exact number of outstanding offset credit requirements. We do know that since 1996, 

somewhere between 2.5 billion and 22 billion in offset credits stemming from sales of U.S. 

defense equipment have been applied in Taiwan.  The real number is much likely higher than 2.5 

billion, and the current amount outstanding is easily in the hundreds of millions, if not higher.  

 For a country with a national GDP ranging around $600 billion, the value of these offset 

agreements has a significant ability to impact the nation’s economic development. A relatively 

small staff in the ICP office and their counterparts that manage offset agreements for each 

individual U.S. defense contractor ultimately decide how and when these funds are to be 

administered.  In the ICP office, their main goal is allocating the offset agreement strategically to 

give the best possible chance for the programs to contribute to long-term economic development.  

Taiwan’s socioeconomic characteristics create a favorable environment for the successful 

implementation of these offset agreements. The country’s skilled labor pool, intellectual property 

 
32 Interview with senior staff at U.S.-Taiwan Business Council. 
33 Ibid. 
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protection, and innovation capacity are strong indicators of extant capacity to absorb potential 

benefits of offsets.  

 
Taiwan’s Capacity to Absorb or Benefit from Offsets   
 
  

A common theme in the literature is how offset agreements can be deleterious to long-

term economic growth by capturing a small pool of skilled labor and manufacturing capital in a 

short-term endeavor that inherently does not contribute to the economic well-being of a society, 

such as the production of military equipment. In the 1990s, Taiwan pursued the creation of an 

indigenous fighter jet (IDF). To build it, they imported components from other countries such as 

France and the United States and engineered a fighter that would suit their local purposes.34  The 

government spent large sums of capital building the manufacturing plants to get production 

underway and employed a significant labor force. The fact that Taiwan was able to produce the 

IDF is impressive.  The ability to take various components and improve upon them or assemble 

them in a way that creates an innovative product tailored specifically for a country’s needs would 

be a success story.  It bodes well for the probability of economic activity generated by an offset 

agreement to be absorbed into the economy, providing a stable source of long-run economic 

growth. Agreements that result in local investment or technology transfer would be especially 

beneficial for an economy capable of this. If the IDF program had been maintained, perhaps by 

innovating a new type of fighter aircraft which would have acquired new orders from the 

government, or by producing spinoffs such as new engines for the local commercial aircraft 

industry, or by selling the IDF on the international market, that would have been an example of a 

technology transfer contributing to long-term economic growth. In fact, developing an external 

 
34 An, David. “International Cooperation to Help Build Taiwan’s Indigenous Submarines.” GTI Brief.  
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market for your locally-produced defense equipment is a coveted goal of defense industries 

because it takes advantage of economies of scale. The per-unit manufacturing cost of military 

equipment usually decreases the greater the amount produced because many costs, such as 

research and development, or the capital required to set up the manufacturing facility would be 

the same if one unit is produced or 100 units are produced. Much of what U.S. defense industries 

sell to the U.S. government is part of a bundled order that has buyers with U.S. partners and 

allies all over the world. However, this is not what happened with the IDF program. A decade 

later, France approved sales of the Mirage fighter jet, and the U.S. approved sales of the F-16. 

Manufacturing of the IDF came to a halt, the factories sat idle, and the employees laid off. There 

is no doubt that if the IDF program stimulated the economy during the time it was functioning, 

then the purchase of raw materials for locally manufactured components and the job growth 

alone would have had a beneficial impact on the economy. But, if the program can be shuttered 

over night by the purchase of more advanced equipment, a country must consider the opportunity 

cost involved. How many years were skilled technicians employed in a “dead-end” industry? 

How many resources were poured into the local manufacturing infrastructure during this time?  

Most importantly, what contribution to the economy could have been made during the time that 

these limited resources were used for the IDF program? The IDF program illustrates how the 

capture of key resources (skilled labor and physical capital) can have a negative effect on a 

country’s long-term economic development.  

 According to a researcher at the Global Taiwan Institute, Taiwan has come a long way 

since the IDF program.  Taiwan’s skilled labor pool for dealing with high technology has grown 

exponentially in the last few decades.  The Chungshan Institute of Technology (CIT) has one of 

the most advanced missile development programs in the world. U.S. defense contractor 
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Raytheon established their first overseas missile maintenance center in Taiwan, which provides 

service to the entire Asia-Pacific region.35 Taiwan has made itself into a strategic member of the 

supply chain for high technology components. Tech companies such as Foxconn produce 

computer chips at a level of efficiency unrivaled in global production. This is not to say that the 

technology itself is the most superior available, but rather the efficiency of production, i.e., the 

ratio of input required to produce a significant number of high quality output, is unrivaled.36 

Shipbuilding is another area where we see evidence of Taiwan’s extant capacity to sustain the 

manufacturing of modern equipment. Regarding Taiwan’s recent pursuit of an indigenous 

submarine, "Taiwan's shipbuilding companies have first class abilities to produce the special 

steel for the hull, the hydraulic system to control the periscope, the precision propeller, and 

advanced welding technology. For example, Hung Shen Propeller Company in Pingtung has 

manufactured propellers that have been installed in Russian yachts, French naval vessels, and 

British minesweepers."37 Although the literature states concern that offsets are harmful for long-

run economic growth because they tie up the extant supply of skilled labor and physical capital, 

there is consistent evidence (demonstrated here by developments in aerospace tech and 

shipbuilding), especially over the last few decades, that Taiwan has a sufficient supply of skilled 

labor and manufacturing capacity to surmount this obstacle.  

A prominent way that U.S. companies satisfy their offset credits with Taiwan is through 

the transfer of patents.38  A company may sell a patent to Taiwan and have the agreed upon value 

of the patent be deducted from their offset requirement. Yet, for technology transfers via a patent 

sale from a U.S. defense contractor, the ability for it to stimulate long-term economic growth 

 
35 Chinworth, Michael W. “Offset policies and trends in Japan, South Korea, and Taiwan.” p. 245.  
36 Interview with former senior U.S. defense contractor.  
37 An, David. “International Cooperation to Help Build Taiwan’s Indigenous Submarines.” GTI Brief.  
38 Interview with senior staff at U.S.-Taiwan Business Council. 
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depends on the country’s ability to absorb the technology within their own economic model. One 

observable variable for determining the ability to absorb technology is intellectual property 

protection. This is a measure of the innovative capacity of a country. If intellectual property laws 

are well-founded, then there are incentives to innovate in the country because skilled 

professionals can profit and establish a business based on their innovations. Taiwan’s local 

defense industry is supported by a high level of innovation if measured by their capacity to 

protect intellectual property vis-à-vis patent protection. According to the 2018 Global 

Competitiveness Report, an index which measures levels of innovation per country, Taiwan 

ranks fourth out of 140 countries in terms of its innovation capacity, including it in a select group 

with Germany, the U.S., and Switzerland. Per capita, Taiwan has more registered patents than 

any other country on Earth.39 This is especially important for offset agreements. According to a 

former senior defense contractor, U.S. defense industries hold an excess of patents beyond which 

they are able to efficiently utilize in a supply chain.40 Yet, they have little incentive to provide 

these patents to other producers. Offset agreements make that possible. Because patent sales are 

a common means to satisfy offset credits, they provide Taiwan with an economic opportunity 

that otherwise would not have been available. Since the late 1980s, the majority of Taiwan’s ICP 

fulfillments have been through tech transfers. Tech transfers have accounted for 44% of all offset 

fulfillment since 1986, followed by local procurement (23%) and local investment (20%).41 

Specific data on what patents have been transferred and what industries they have contributed to 

in Taiwan is not available. But what is for certain is that Taiwan has the intellectual property 

laws that support technology transfers. In the economic process, this helps move development 

 
39 Schwab, Klaus. “The Global Competitiveness Report 2018.” 2018. 
http://www3.weforum.org/docs/GCR2018/05FullReport/TheGlobalCompetitivenessReport2018.pdf. 
40 Interview, former senior U.S. defense contractor at Raytheon.  
41 U.S.-Taiwan Business Council Report on Offsets. Print.  
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from transfer of technology to innovation. The point here is when patents come to Taiwan via 

offset agreements, they have the legal infrastructure in place to protect that information and 

encourage their own talent to build off of the patents and innovate their own technology. Indeed, 

this is a key component of Taiwan’s model of economic development in the latter half of the 20th 

century, which will be discussed in the section on non-quantifiable characteristics.  

Another important factor when it comes to technology transfer is what level the 

technology being transferred is. Is it cutting edge or only new to the country it is being provided? 

You would not want to use offsets for low-technology procurement because "the opportunity 

cost of imposing offsets for goods that do not present an exchange hazard is price-margin 

savings."42 In other words, the buyer would have been better off negotiating a price for the goods 

or services on the international market, not acquiring them through an offset agreement.  For 

example, if Taiwan was sold manufacturing equipment that was cutting edge in Taiwan but 

second rate in the United States, by the time Taiwan was able to generate innovation from the 

imported machinery, the United States would have innovated newer technology, which Taiwan 

would then be obliged to import. If modern technology is not being transferred, developing 

countries such as Taiwan would be “caught in a loop” of forever being behind their more modern 

trade partners. For tech transfer offsets to have the highest probability of contributing to long-

term economic development, they must be transfers of high-technology. This gives the buyer 

country a chance to maintain the competitive edge or innovate the product in a way that satisfies 

their future needs, rather than being inclined to re-acquire foreign equipment later on. In fact, 

Taiwan’s ICP program focuses on high tech transfers. The program places the greatest offset 

credit value on “high value-added technologies, bundled technologies, and technology for new 

 
42 Taylor, Travis. “Using procurement offsets as an economic development strategy.” p. 39.  
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products.”43 These areas carry a multiplier of up to 10, which incentivizes U.S. companies to 

work with Taiwan on transferring the most modern technologies (multipliers will be discussed in 

the next section as well). In summation, Taiwan does meet the qualification of utilizing offset 

agreements for high-technology transfer, which prevents them from being “caught in the loop,” 

or at least gives them the highest potential to avoid it.  

 The trainer jet program is an example of this high-tech transfer that Taiwan is 

successfully innovating/modifying to match their needs. Taiwan has acquired modern fighter jet 

equipment from trade partners such as BAE Systems (a British defense contractor) and has 

modified the equipment to produce trainer jets that meet Taiwan’s specific needs of patrol and 

deterrence. Scheduled for completion in 2021, the trainer jets are meant to incorporate modern 

technology transfers into a design that is “upwards of 80-percent” completely original to 

Taiwan.44 In economic terms, it will not matter that the trainer jet being built is not as “modern” 

as the U.S. F-35, as long as the jets fit the future needs of Taiwan’s defense requirements, they 

will have no need to import more products. This is the point of offset agreements in the first 

place, to ween off the need to expend foreign currency reserves and transfer economic 

production to the domestic economy. The trainer jets are an important example of how Taiwan 

has taken high technology components and innovated a product that improves their military self-

reliance. For offset agreements that involve technology transfers, this program demonstrates how 

effective Taiwan can be with acquired modern components.  

 
 
 
 
 

 
43 “Industrial Cooperation/Offset Overview,” U.S.-Taiwan Business Council Report. 
44 “AIDC Advanced Jet Trainer (AJT): Overview.” Military Factory. 
https://www.militaryfactory.com/aircraft/detail.asp?aircraft_id=1881. 
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Why Offsets Are Uniquely Beneficial for Taiwan  
 

The literature’s overwhelming perspective that offset agreements have a negative effect 

on long-run economic growth comes from too narrow a perspective and failure to observe the 

benefits of offsets outside a strictly quantitative scope. I have just devoted several pages to 

explaining how Taiwan’s economic circumstances provide offsets a more than reasonable chance 

to contribute to economic development, as per the pre-requisite characteristics of the extant 

economy defined by the literature. More so than that, in this section I argue that offsets are good 

for Taiwan because of its unique economic and political situation. There are three observable 

variables that the literature fails to take into account. First, the historical model of post-WWII 

late development, which earned Taiwan’s economic reputation as one of the “Asian Tigers.” 

Second, Taiwan’s pursuit of asymmetric economic advantages, its success in carving out its own 

unique niche in the global supply chain, and the ability to direct the application of offsets vis-à-

vis the multiplier scheme demonstrates Taiwan’s unique ability to turn offsets into an 

advantageous situation. Third, offsets in Taiwan are part of a diplomatic strategy that offer 

advantages for a country with Taiwan’s unique situation in the international environment by 

increasing the level of foreign stakeholders in Taiwan’s political and economic security.  

During the latter half of the 20th century, Taiwan’s economic development model was 

based on “original-design manufacturing” (ODM). Under this model, Taiwanese plants 

manufactured products that were designed someplace else. For example, Foxconn manufactures 

the Apple iPad and other products and is a Taiwanese ODM based in China.45 This was a highly 

successful development model for the island nation. It allowed Taiwanese enterprises to 

concentrate on the manufacturing itself, creating a conducive environment for increased 

 
45 Brinkley, Joel. “Innovation in Taiwan: Will it Work?” p. 64.  
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efficiency in the manufacturing process. The ODM model, combined with Taiwan’s high-quality 

labor force and management skills earned the country its position as one of the “Asian Tigers” of 

the 20th century.46 As mentioned previously, Taiwan’s production advantages come not from its 

ability to make the absolute highest quality of products, but from their ability to make the 

products more efficiently than other countries. This is a ripe economy for technology transfers 

from offset agreements. Taiwan’s position in the supply chain of global economic development 

is in the efficient manufacturing of high-technology components. Since offset programs provide 

for the transfer of these technologies, Taiwan, perhaps more so than any other country, is able to 

utilize the tech transfers to its advantage. Today, the Tsai Ing-wen administration’s economic 

model is called the “5+2 Industrial Innovation Plan” model, which singles out seven areas of 

economic development which the government plans to stimulate and drive innovation.  The 

defense industry is one of the five original pillars of that plan.47 Already being able to increase 

the utility of transferred technology by increasing its manufacturing efficiency, Taiwan’s 

government has now explicitly stated it seeks foreign technology to improve its own capacity to 

innovate. Because of the ODM model of the 20th century and Taiwan’s current desire to utilize 

defense spending to stimulate innovation, the country is particularly amenable to technology 

transfers that come from offset agreements. Far more so than the average “developing country” 

the literature based its assumptions on.  

The Taiwanese approach to economic development is also unique. Countries that attempt 

to use offsets to develop “across the board” technological expertise face difficulties due to how 

 
46 Liu, Da-Nien and Hui-tzu Shi. “The Transformation of Taiwan’s Status Within the Production and Supply Chain of 
Asia.” https://www.brookings.edu/opinions/the-transformation-of-taiwans-status-within-the-production-and-
supply-chain-in-asia/. 
47 Ferry, Timothy. “The 5+2 Industrial Innovation Plan.” in Taiwan Business Topics, American Chamber of 
Commerce, Taipei. May 2017. https://topics.amcham.com.tw/2017/05/52-industrial-innovation-plan/ 
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capital intensive the pursuit is.48 Taiwan, on other hand, recognizes its capital limitations and 

utilizes the 5+2 plan to develop asymmetric economic sectors in which it can maximize its 

efficiency.49  To guide the offsets to these specific sectors, the ICP Office utilizes a multiplier 

system. For example, if a U.S. defense contractor agreed to a 40% offset on a $100 million sale, 

they would have an outstanding balance of 40 million credits. If they agreed to spend money on 

investment in Taiwan’s local economy (say, the establishment of a local manufacturing plant), 

the contractor can subtract funds spent on investment from the outstanding credit balance. If 

Taiwan values investment in a particular area, perhaps the government is highly interested in a 

technical training facility because they believe that will have the highest contribution to their 

economic development plans, they can set a multiplier for the offset credit amount involved in 

that transaction. The multiplier might range between one and ten. If a multiplier of ten was 

designated for funds spent on the aforementioned training facility, every $1 the defense 

contractor spent would satisfy 10 credits of the outstanding credit requirement. Obviously, 

attaching multipliers to offset agreements is highly sought by U.S. defense contractors because it 

lowers the real cost of their credit fulfillment. For Taiwan’s government, multipliers are an 

effective way to guide the incoming funds to sectors of the economy within which they wish to 

foster a competitive advantage.  Many countries do not allow multipliers, and the ones that do 

usually set them between .5 and five. Taiwan allows for multipliers up to ten, with the highest 

multipliers being allocated to projects that foster development of local companies, local 

greenfield investment, and technology transfers.50 According to an annual report on offsets from 

the U.S. Bureau of Industry and Security, in the decade between 1996 and 2006, nearly 40% of 

 
48 Bitzinger, Richard. “Arming Asia: Technonationalism and Its Impact on Local Defense Industries.” 2017. p. 128. 
49 Interview with senior researcher at Global Taiwan Institute.  
50 “Industrial Cooperation/Offset Overview,” U.S.-Taiwan Business Council. 2004 Report presented by Devco, Inc. 
October 2004. Print.   
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agreements between Taiwan and U.S. defense industries utilized a multiplier.51 Taiwan’s 

frequent utilization of multipliers on offset agreements, and the size of those multipliers, is a 

unique characteristic that helps guide offsets to benefit Taiwan’s strategic model of asymmetric 

economic development.  

Finally, offset agreements provide the non-quantifiable benefit of establishing foreign 

stakeholders in Taiwan’s political and economic security. Rather than a one-time business 

transaction, offsets provide “strategic alliances with established multinational enterprises.”52 

Building a relationship with companies the size of Lockheed Martin, Northrup Grumman, 

Boeing, and Raytheon not only establish reputational advantages for Taiwanese companies that 

wish to develop business relations elsewhere, but it also establishes a long-term relationship 

worth billions of dollars between Taiwan and powerful U.S. companies. Taiwan is in a 

precarious diplomatic situation, with a much larger and more powerful hostile neighbor 

attempting to sever its connections to the international community. Taiwan’s government has a 

constant diplomatic mission of growing and strengthening ties to other countries. Whether it is 

Google’s partnership with Taiwan’s HTC, or Lockheed’s agreement to serve as systems 

integrator on the indigenous submarine program, connections between Taiwan’s economy and 

foreign companies are critical. Given the extended time period and cooperation involved in the 

fulfillment of an offset agreement, they can be useful diplomatic tools to maintain and increase 

the number of foreign stakeholders in Taiwan.  

While a significant section of this research is dedicated to how Taiwan’s extant economic 

characteristics give offsets a more than reasonable chance to contribute to long-term 

 
51 “Offsets in Defense Trade.” Twelfth Report to Congress. U.S. Department of Commerce Bureau of Industry and  
Security. December 2007. 
52 Taylor, Travis. “Using procurement offsets as an economic development strategy.” p. 31. 
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development, it is also critical to consider what offsets do outside the realm of quantifiable 

economic externalities. The ODM economic model that catalyzed Taiwan’s 20th century 

economic development created an environment that fosters efficiency and is especially capable 

of absorbing technology transfers from offsets and creating an efficient manufacturing system. 

Taiwan’s unique pursuit of asymmetric economic development in specified strategic sectors is 

the ideal environment for multipliers to be used to direct the funding from outstanding offset 

credits, and indeed Taiwan uses the multiplier more than most, if not all, countries.  Finally, the 

business relationships which come from the long-term economic commitments from offset 

agreements serve a diplomatic purpose for Taiwan’s pursuit of foreign stakeholders. Though 

impossible to measure quantitatively, these factors shed a light on the benefits of offsets widely 

disregarded in the literature. The ability for offsets to provide for economic and political 

opportunities that would not have otherwise been available to the island nation stands in contrast 

to the assumptions of the existing literature.  

 
Prescriptive Considerations 
 

 Before concluding, it is worth mentioning that the research and interviews going in to this 

report identified some common themes regarding inefficiencies in the current transactional 

process of offset agreements between Taiwan and U.S. defense contractors, as well as some 

issues for the government of Taiwan to consider. Broadly, the prescriptive considerations fall 

into three categories (1) the need for enforcement and oversight; (2) domestic handicaps 

manifested in the $5 million offset threshold and lack of an efficient security clearance 

procedure; and (3) the need for creative applications of offset credit fulfillment that focus on 

long-term economic development.  



 
 

25 

 On the topic of enforcement and oversight, this report discussed the problem of price 

padding that unofficially exists in the defense contracting world. While it is certainly fair that 

defense contractors consider an offset obligation as part of an allowable cost for the entire 

transaction, with low levels of oversight and the increasing costs of defense equipment, price 

padding presents a considerable concern for inefficiencies stemming from inflated prices. I do 

not recommend that agreements be subjected to public oversight, but a committee made of high-

level officials from the defense contractor and both governments involved might serve to ensure 

the inefficiencies are kept at minimum. My perception from interviews conducted is that offsets 

are a “taboo” topic which government officials dislike discussing because of the literature’s 

harsh approach to offsets as being “inefficient.” This is not necessarily the case, and a high-

clearance level of oversight would help ensure that offsets are as efficient as possible. The 

oversight might also be beneficial for another factor discussed in this report: the multiplier. 

While it is true that Taiwan uses the multiplier to incentivize contractors to fulfill their credit 

obligations in strategic sectors, the deeper reality is that offset agreements and what gets 

assigned which level of multiplier is ad-hoc.53 Oftentimes, it is the defense industry that pushes 

for a certain multiplier to be set for an offset convenient to their current circumstances. An ad-

hoc system does not have to be negative, but it does provide flexibility that diminishes Taiwan’s 

ability to direct the funding from offsets. An oversight committee might help to ensure 

uniformity and help Taiwan direct the funds to the desired areas.  

 Another enforcement concern is the time period it takes for offset agreements to be 

fulfilled. On the one hand, it is true that these long-term agreements have political benefits for 

Taiwan because it strengthens their diplomatic foothold in the world. However, from a purely 

 
53 Interview with former senior defense contractor at Raytheon.  
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economic standpoint, inflation tends to depreciate the outstanding credit amounts, and there is 

always the risk that agreements fall defunct after more than a decade of negotiations. An 

enforcement mechanism being built into the offset agreement may be of use. A U.S.-Taiwan 

expert at Global Taiwan Institute brought to my attention the cautionary tale of U.S. company 

SpaceX’s Formosat-5 satellite launch program in Taiwan.54 The agreement was that the satellite, 

named Formosat-5, would launch as early as 2013. However, the agreement stipulated that the 

program delays would decrease the launch price tag for Taiwan. The result? After seven years of 

delays, what would normally have been a $62 million launch is now costing Taiwan somewhere 

around $23 million.55  While long-term business commitments are a political advantage, the 

application of a similar enforcement mechanism for offset agreements would limit the economic 

inefficiencies of inflation or dropped contracts.  

 From Taiwan’s domestic perspective, two factors often come to surface in interviews and 

articles. First is Taiwan’s system for security clearances. It is not highly developed, and the result 

is that many local manufacturers are contracted to make components for equipment they are not 

allowed to know about. If the security clearance were improved to include more SMEs (which 

make up the vast bulk of Taiwan’s industrial base), their increased awareness would lead to 

further supply chain efficiencies, rather than “working in the dark.” A second domestic issue is 

within the ICP stipulations, specifically the $5 million threshold for triggering an offset 

agreement of at least 40%. While this is not an obstacle for large defense contractors that have 

dedicated offices and personnel for handling decades-long offset agreements, and can afford to 

meet the 40% threshold, it is indeed an obstacle for smaller firms that may be able to provide 

 
54 Interview with senior researcher at Global Taiwan Institute.  
55 Seemangal, Robin. “SpaceX Will Lose Millions on its Taiwanese Satellite Launch.” August 2017. 
https://www.wired.com/story/spacex-will-lose-millions-on-its-taiwanese-satellite-launch/. 
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more specialized equipment but do not maintain an offset department. At times, this can be an 

unnecessary barrier to entry, and perhaps the application of a waver for smaller firms may be 

worth looking in to.  

 Finally, there may be creative agreements available for defense contractors that would 

benefit Taiwan’s economic development by uniquely concentrating on long-term growth. Rather 

than an offset with an immediate gratification, such as a counter-purchase or local investment, 

which would establish employment and revenue streams rather quickly, perhaps an investment in 

an organization that seeks long-term economic solutions would be a savvy investment. Of 

course, this would be a hard sell in Taiwan because the government has political incentives to 

create employment, but the ad-hoc nature of these agreements does present flexibility. For 

example, one of the interviewees discussed an attempt to allow financial contributions from U.S. 

defense industries to go to a Washington-based organization that promotes U.S.-Taiwan business 

relationships. The amount of the contribution would be discounted from that company’s 

outstanding offset credits. That particular agreement fell through, and creative solutions such as 

this are not discussed in the literature. However, it is true that hundreds of millions are owed to 

Taiwan in outstanding offset credit. The problem is, it takes a long-time to organize how to 

properly apply these funds in a manner that provides short-term economic benefits, but also 

provides avenues for long-run economic growth. Funding a Washington-based organization 

would provide experts that can focus on promoting business relationships for the long-term, and 

have the added benefit of increasing stakeholder interest in Taiwan’s future. It is worth 

consideration.  
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Concluding Remarks 
 
 
 The literature is not wrong. It is true that offsets present a high probability for fostering 

economic inefficiencies. Without specific data on offset agreements and the performance of 

those operations over a significant period of time, it is difficult to refute the purely economic 

argument that offsets are deleterious for long-run economic growth. However, the literature also 

bases this claim on the fact that many developing countries do not possess certain extant 

characteristics needed to convert short-term economic gains from offset agreements into a long-

term economic growth strategy. That may also be true, but Taiwan is a special case. Its historical 

circumstances and current strategy mean the island nation does indeed possess many of the 

extant capabilities that serve to give offsets a fair opportunity to succeed. More so than that, the 

literature is narrow in its strictly economic analysis and fails to consider the non-quantifiable 

benefits provided by offsets. The system is not perfect, and there are problematic areas in the 

transaction of these agreements between contractor and government, as a well as hindering local 

circumstances in the case of Taiwan. However, they are not unsolvable, and perhaps thinking 

outside the box on creative ways to satisfy outstanding offset credits might heighten the ability of 

offsets to contribute to long-term economic growth. Perhaps the first step in this endeavor is to 

remove the “taboo” from talking about the billions of dollars involved in these agreements 

because previous literature deemed them inefficient. This study of Taiwan demonstrates that is 

not the case. Rather than a hushed topic, offsets from defense procurement can be a real 

opportunity for the island nation and U.S. organizations alike.  
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