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Abstract

TITLE: An Analysis of China’s Taiwan Policy: The Success of Gradualism
AUTHOR: Lawrence Jeffrey Smith

THESIS ADVISOR: Professor Robert Ross

This paper begins by pointing out the need for undersianding the comprehensive
policy that China has formulated vis-a-vis Taiwan. Based on an in-depth reading of
Chinese documents and supported by interviews with Taiwan policy experts in China, this
paper provides an analysis of China’s Taiwan policy. The argument is that, with the
exception of minor setbacks in the area of developments in Taiwan’s domestic politics,
China’s policy is proving to be effective in achieving the ultimate goal of reunification.
Of the four components analyzed in this paper, economic dependence strategy is the most

important part of China’s policy.
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. Taipei’s Patience, Beijing's Gain: The Success of Economic Dependence Strategy

Mao Zedong is reputed to have said that it did not matter if Taiwan required a
hundred years to return to the motheriand.' Ironically, Lee Teng-hui apparently agrees
with Mao’s assessment. “Don’t hurry, be patient” (jieji yonghuan) is one of the more
recent popular slogans to come out of Taiwan regarding the issue of cross-Strait
negotiations.? Patience is certainly an option for avoiding political r.egotiations and
hence discussions that would lead to the establishment of significantly expanded cross-
Strait contact.

Patience also works in Beijing’s favor, however. Beijing has implemented an
economic strategy vis-g-vis Taiwan based primarily on the short- to medium-term
objective of encouragement of direct bilateral trade and investment in the mainland.
Expanded commercial ties raise the costs of a formal declaration of independence by
Taiwan. Economic dependence on the mainland also renders Taiwan’s claim to de facto
independence untenable.

Beginning with Deng Xiaoping, the pursuit of economic dependence has been a

consistent feature of China’s Taiwan policy.” Since the ascension of Deng as pre-

' Henry Kissinger, White House Years (Boston: Little, Brown, 1979), p. 1062.

? After Beijing decided to halt the planned Ku-Wang Talks in June 1995, Lee decided to retaliate by
advancing his “Don’t Hurry, Be Patient” policy. Taipei apparently believes that patience is the best solution
to the current diplomatic impasse. Most mainland policymakers view Lee’s policy as a way to resist direct
cross-Strait contacts and commercial ties. See esp. “Taishang touz zuguo dalu chaoliu nandang: Taiwan
“zongtongfu zizheng™ pengji “jieji yonghuan” zhengce,” (The Trend in Taiwan Investment in the Mainland Is
Difficult to Block: Taiwan's “Presidential Advisor on Investment Affairs” Attacks the “Don’t Hurry, Be
Patient” Policy) Renmin ribao, 17 Nov 97, p. 5; “Taiwan yi jingjixuejia zhichu “jieji yonghuan™ jiang
chanshang zhuduo biduan,” (A Taiwan Economist Points Out that the “Don’t Hurry, Be Patient” Policy Will
Cause Significant Problems) ibid., 31 Dec 97, p. 5.

* For an excellent discussion of Deng’s emphasis on the economic component of China’s Taiwan policy, see
Wang Shengmin, “‘Yiguo liangzhi’: zuguo tongyi de zuijia xuanze” (‘One Country Two Systems’: The Best
Choice for the Reunification of the Motherland) ibid., 4 Dec 97, p. 5. Wang Shengmin is a professor of

1
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eminent leader and continuing under the Jiang Zemin regime, China has been committed
to pursuing this policy.* In September 30, 1981, economic dependence strategy was
officially reaffirmed by Ye Jianying, then a member of the Politburo Standing
Committee. Ye enunciated nine proposals on the reunification of China, three of which
include postal exchange, direct trade, and air and shipping services. In September 1982,
Deng formalized these principles in the ‘one country, two systems’ policy. Under this
approach, China not only encourages Taiwanese investment and direct cross-Strait trade
by promising special protection for private investment but also provides for Taiwan’s
“legitimate rights” as a capitalist economy.’ Despite China’s efforts to promote a policy
based on the promotion of direct bilateral economic ties, the reluctance of the Taiwan
government under the leadership of the KMT to engage in direct cross-Strait official
contacts of any kind imposes several kinds of restrictions on the development of an
otherwise mutually beneficial economic relationship. The mainland offers Taiwan a
market of relatively cheap labor. It also provides Taiwan with a means to ship goods
manufactured in the mainland to other markets at significantly low costs. The two
economies are clearly complementary.

Taiwan’s reluctance stems from the fact that China’s economic policy clearly has

political objectives. Trade and investment in the mainland not only contribute to cross-

International Relations at Beijing University. He occasionally writes commentary for the ‘Hong Kong,
Taiwan, Macao’ section of the Renmin ribao.

* Jiang Zemin has basically followed Deng’s “one country, two systems’ policy. In a high-profile speech in
June 30, 1995 directly preceding China’s Spring Festival, Jiang delivered his unification speech “Wei cujin
zuguo tongyi daye de wancheng er jixu fendou™ (To Continue the Struggle and Promote the Great Cause of
the Completion of the Reunification of the Motherland). In this speech, Jiang enumerated eight points for
his proposal for reunification (baxiang zhuzhang). With minor variation, Jiang’s eight point proposal is a
reiteration of Deng’s ‘one country, two systems’ policy.

* See Renmin ribao, 26 Jul 91, p. 5, in Foreign Broadcast Information Service: Daily Report--China
(hereafter FBIS), 31 Jul 91, pp. 61-3.

2
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Strait economic development but also mobilize an increasing number of businesses and
Taiwanese entrepreneurs who have a vested interest in expanded direct cross-Strait
commercial ties. China is aware of the importance of supporting the Taiwanese business
community’s interests in light of the Taiwan government’s reluctance to engage in direct
commercial ties. Accordingly, the fundamental objective of reunification is pursued in
China’s economic relations with Taiwan in three basic ways: 1). reduction of barriers to
direct cross-Strait trade, 2). the tying of economic development to the promotion of
China’s “three links,” (san tong) (i.e., direct mail, trade and shipping, and air services)
and 3). the strengthening of the investment environment in the mainland. By developing
these three areas, China hopes to accomplish the intermediate goal of Taiwan’s economic
dependence on the mainland. Because of the increasingly limited ability of Taiwanese
authorities to control the extent of trade relations and flow of investment capital in
China, Taiwan stands to lose considerable political leverage in future cross-Strait
negotiations. China thus intends to use this intermediate goal as a means of achieving the

long-term goal of reunification.

Reduction of Barriers to Direct Cross-Strait Trade
The top hierarchy of the Chinese Communist Party (CCP) has sought to build a
consensus within Taiwan for reunification through the promotion of direct bilateral

trade.® The two central assumptions of this strategy are 1). that de facto independence is

¢ See esp. Yang Guoging, “Taiwan fazhan libukai zuguo dalu” (Taiwan’s Development and the Mainland
Are Inseparable), ibid., 17 Feb 98, p. S; see also Chang ming, 1 Jun 93, pp. 17-8, in FBIS, 1 Jun 93, pp. 34-
5; Chang Mu, “Deng Xiaoping Remains at the Helm of the Seventh Plenary Session,” Ching pai, 10 Jan 91,
pp- 30-3, in FBIS, 16 Jan 91, pp. 18-21; Chou Jung, “Deng Xiaoping Makes New Arrangements for
Reunification with Taiwan,” Kuang chiao ching, 16 Jan 91, pp. 10-3, in FBIS, 24 Jan 91, pp. 16-8.

3
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unrealistic under an economically integrated Taiwan and 2). that direct economic ties
eventually lead to official negotiations and consequently reunification on the terms of
Deng’s ‘one country, two systems’ policy. Currently, Taiwan does not permit direct
trade with the mainland. In spite of this restriction, cross-Strait trade has grown by
double digit percentages each year since 1987 with Taiwan’s exports to China as a share
of total exports in the double digit percentage range for each year from 1987 to the

present. (See Appendix [.)

Although these figures indicate the development of a substantial albeit indirect
trade dependency relationship, recent progress in trade relations by no means satisfies
Taiwanese business interests in capitalizing on China as a direct trading partner having
the same culture, language, and geographic proximity. From the perspective of
Taiwanese business interests, the main problem of the present trade relationship arises
from having to conduct trade through the Hong Kong Special Administrative Region
(HKSAR). Direct mainland-Taiwan trade links would significantly reduce shipping costs
for Taiwan which currently uses the HKSAR as an entrepot for approximately 80% its
mainland exports.” Shipment costs, especially to areas other than Guangdong and
western China, would be reduced by as much as 50% by avoiding Hong Kong.® In taking
advantage of Taiwan policymakers’ insistence on this cumbersome trade relationship,
Beijing offers enticements to Taiwan businesses through the expansion and liberalization

of mainland ports. In particular, port facilities at Fuzhou, Xiamen, and Quanzhou will be

7 See ibid., 26 Nov 97, p. 5.
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significantly improved over the next decade. More immediate measures include
Beijing’s decision to expand Xiamen into a free port thus allowing it to adopt some of the
most open financial and trade-related policies of coastal China.

In the context of frequent reminders from Beijing of lost economic opportunities
to Taiwanese business due to President Lee’s insistence on indirect and selective
economic ties with the mainland, a difference of opinion is developing between Taiwan’s
government and business sectors as to the soundness of continuing a policy of indirect
trade.’ Poll data cited by the mainland but reportedly taken in Taiwan indicate that out
of slightly over 1,000 large manufacturing businesses, more than half prefer investment
and trade with the mainland despite intensive efforts of the Executive Yuan’s Council of
Economic Planning and Development in Taiwan to encourage trade with Southeast Asia.
The recent re-direction of commercial ties to Southeast Asia, which peaked in 1994, is an
attempt to revive Lee’s “southward” policy (nanxiang zhengce). '9 Because China views
Taiwan’s insistence on the illegality of direct trade as an issue dividing Taiwan
authorities and the business community, China characterizes this insistence as
unacceptable and in the long-term unrealistic, particularly in light of the growing

momentum of indirect trade not to mention what is believed by some to be

¥ See Asian Wall Street Journal, 3 Feb 98, p. 12; see also Koong-lian Kao, Trade and Investment Across the
Taiwan Straits: Maintaining Competitive Advantage, Pursuing Complementarity (Taipei, Taiwan:
Mainland Affairs Council Publication, 1993), pp. 14-20; see also FEER, 6 Jun 91, p. 41.

? See esp. “Tai gejie yaoqiu dangju jinkuai kaifang “san tong” (Various Groups in Taiwan Appeal to Taiwan
Authorities to Expedite the Opening Up of the Three Links), Renmin ribao, 29 Dec 97, p. 5; see also “‘Jieji
yonghuan’ dangbuzhu taishang touzi bufa” (The ‘Don’t Hurry, Be Patient’ Policy Cannot Block the Pace of
Taiwan Development), ibid., 20 Nov 97, p. 5; “Wenbu fazhan qianjing guangkuo™ (Steady Development and
Broad Prospects), ibid., 7 Jan 98, p. 5.

' Asian Wall Street Journal, 14 Jan 98, p. 4; Xinhua, 22 Mar 92, in FBIS, 23 Mar 92, pp. 81-2; Beijing
Central People’s Radio, 8 May 91, in FBIS, 13 May 91, p. 65. The details of this policy as well as the
impact of the Southeast Asian currency crisis on the reorientation of Taiwan trade and investment is
discussed below in Section I1I.
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uncontrollable illegal direct trade.'' Taiwan businesses stand only to lose trade
opportunities in China’s potentially large market under the current prohibition on direct
commercial ties.

As a further encouragement to direct cross-Strait trade relations, China outlines
factors contributing to Taiwan’s recent decline in its trade surplus. From China’s
perspective, dwindling market opportunities in the international market put Taiwan’s
export-oriented economy at a distinct disadvantage. In the recent past, problems such as
Taiwan’s large trade deficit with Japan, decline in exports to the U.S. and Europe, and
any drop in Taiwan’s foreign trade surplus were all areas that China exploited in order to
advance its case for opening up Taiwan’s trade with China.'?

Cross-Strait trade constitutes a substantial part of Taiwan’s exports. According to
Taiwan statistics, Taiwan exports to China accounted for 27% of Taiwan’s total exports
last year."® Since 1986, Taiwan has exported a cumulative total of over US$ 100 billion
to the mainland in authorized indirect trade. Chinese critics point out that, although in
April ‘92 Taiwan renounced the “Procedures for the Control of Goods from the
Mainland” and the “Procedures for the Management of Goods for Indirect Exports to the
Mainland,” two official guidelines restricting direct trade, Taiwan’'s new licensing
system, which imposes restrictions on many items (in particular high-tech and military-
related products), still fails to meet the needs of both sides of the Strait. Furthermore, the

large though unmeasurable extent of illegal direct trade has almost certainly contributed

! See Dennis Hickey, “Will Inter-China Trade Change Taiwan or the Mainland?" Orbis, Fall 1991, pp. 517-
31.

2 See Xinhua, 2 Dec 93, in FBIS, 20 Dec 93, pp. 44-5; see also, Yu-Shan Wu, “Taiwan in 1993:
Attempting a Diplomatic Breakthrough,” Asian Survey, January 1994, pp. 51-2.

©* See Asian Wall Street Journal, 3 Feb 98, p. 12.
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to Taiwan’s severe legal penalties for violating laws on the prohibition of direct trade. It
1s not clear that the Taiwan government can continue to impose economic restrictions on
cross-Strait trade in order to achieve the immediate political objective of resisting
economic integration, an objective which would improve its ability to bargain with China
over political unification. China has thus attempted to create a situation in which only by

abolishing these restrictions will narrow Taiwanese business interests be satisfied.

Economic Development and the Promotion of the “Three Links”

In addition to general policy direction from the State Council and CCP Central
Committee branches of the Taiwan Affairs Office, China also uses a non-governmental
intermediary organization, ARATS, to pursue its reunification goal.'* ARATS maintains
steady pressure on Taiwan by pushing for the establishment of direct open trade, postal
relations, and transportation, collectively referred to as the “three links” (san tong).
According to mainland rhetoric, the three links constitutes the next logical and inevitable
step in cross-Strait relations. '

Rhetoric aside, however, ARATS facilitates advancement of the political
objective of reunification by increasing contacts in cross-Strait economic relations. Since
the inception of ARATS in December 16, 1991, contacts with at least twenty-one

influential cultural and economic organizations in Taiwan have been established, an

' See Appendix II for a description of the CCP and governmental organizational structure of agencies,
ministries, and authorities involved in Taiwan affairs.

15 See “Liang an dou yao qieshi baohu taishang de zhengdang quanyi” (Ths Two Sides Should Protect
zhengzhi tanpan zhuzhang yaoqiu Taiwan dangju zhuazhu shiji gaishan liang an guanxi” (Taiwanese from All
Circles Actively Call for Political Discussions and Appeal to Taiwan Authorities to Seize the Opportunity to
Improve Relations), ibid., 20 Nov 97, p. 5; see also Zhongguo tongxun she, 8 Mar 93, in FBIS, 18 Mar 93,
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achievement which has significantly broadened channels of communication with both
Taiwan’s authorities and people. Extensive development of communication has had a
positive effect on bolstering public support among members of Taiwan’s business
community on the issue of direct links.'"® One of the responsibilities of ARATS is to
discuss with “public figures” in Taiwan matters relating to cross-Strait exchanges. The
benefits of a semi-official body to facilitate direct relations to Taiwan’s business interests
are, in the opinion of several prominent Taiwanese entrepreneurs, unmistakable.'” Many
business leaders in Taiwan believe that the Taiwan government should follow ARATS’s
advice, noting that the three links will not only reduce the cost of transshipment through
Hong Kong but also reduce the overall cost of indirect trade by setting up fixed ports.

By far the most momentous, albeit symbolic, event in cross-Strait economic ties
both in terms of the general mainland-Taiwan diplomacy and the particular SEF-ARATS
relations was the Ku-Wang talks. On April 27, 1993, Ku Chen-fu, Chairman of SEF, and
Wang Daohan, Chairman of ARATS, met in Singapore to talk on a “non-governmental,
economic, routine, and functional” basis.'® These talks were in large part the result of
the increasing need to deal with an expanding economic relationship. Because of the
highly politicized environment of these talks, the fact of the meeting itself exceeded the
importance of the actual discussions. The talks concluded with an agreement to meet

again to discuss five administrative problems arising from increasing cross-Strait civilian

p. 75; Xinhua, 15 Jul 92, in FBIS, 21 Jul 92, p. 64, ibid., 6 Mar 92, in FBIS, 9 Mar 92, p. 79; “Yang
Shangkun on China’s Reunification,” Beijing Review, Nov. 26-Dec. 2, 1990, p. 16.

' See Wang Daohan, “Yi nian chunshi zao genyun” (Early Planting Yields an Early Harvest), Renmin ribao,
1 Jan 98, p. 2.

' Xinhua, 15 Jul 92, in FBIS, 21 Jul 92, pp- 62-5.

'® See esp. Hungdah Chiu, “Koo-Wang Talks and the Prospect of Building Constructive and Stabie
Relations Across the Taiwan Straits,” /ssues and Studies, Aug 1993, pp. 1-36; see also Xinhua 6 Feb 94, in
FBIS, 9 Feb 94, pp. 64-6.
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exchanges, a pledge to find ways for joint exploration of natural resources and
standardization of technical terms and product specification, and finally an agreement on
three accords dealing with document verification, compensation for lost registered mail
and the creation of “communication channels” between the SEF and ARATS."” Ina
move to advance the agenda of the discussions beyond these largely symbolic
agreements, Wang Daohan proposed that both sides discuss the three links. He noted that
the increasing extent of economic development and trade ties made a discussion of direct
shipment, flights, and mail links a top priority. Taiwan briskly rejected Wang’s proposal
on the grounds that it went beyond the understanding of the purview of negotiations
reached by SEF and ARATS negotiators during preparatory consultations.?’

The atmosphere surrounding the Ku-Wang talks suggests that, in spite of
Taiwan’s efforts to prevent discussions of political issues, most notably the three links,
China succeeded to a large extent in achieving political gains through an explicitly non-
political meeting.?' Although Taiwanese authorities made every effort to refuse to accept
China’s position, namely that the rate of growth and extent of economic ties necessitates
direct contacts, there was nevertheless talk among high-ranking Taiwanese officials of
the need to make concessions in its economic policy of selective and indirect economic
engagement. Less than a month before the scheduled Ku-Wang talks, for example, Chiu
Chin-yi1, Secretary General of the SEF, and Chiao Jen-ho, Deputy Chairman of Taiwan’s

cabinet-level Mainland Affairs Council (MAC), both suggested abolishing Taiwan’s

' Taipei China News Analysis in English (hereafter Taipei CNA), 29 Apr 93, in FBIS, 30 Apr 93, p. 68.
¥ Taipei China Broadcasting Corporation, 27 Apr 93, in FBIS, 29 Apr 93, p. 52; Taipei CNA, 27 Apr 93,
in FBIS, 28 Apr 93, p. 52.
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“three no’s” policy of no contact, no negotiation, and no compromise, a policy strongly
backed by Lee’s KMT (Kuomintang; Nationalist) Party.22 Chiu believed that such a
policy is based on feelings of resentment over the course of past events. More
importantly, the three no’s approach did not, in his view, allow Taiwan to take advantage
of the opportunity of China’s developing economy.

That Taiwan would consider revising its policy underscores the success of
China’s plan to encourage direct contacts through insisting on the importance of cross-
Strait economic relations. Talk of policy revaluation is clearly not the sole result of SEF-
ARATS interaction. However, by persistently focusing on the need and appropriateness
of direct relations, China advances its intermediate economic objective of Taiwan
dependence by appealing to the short-term economic interests of the Taiwan business
community, thereby undermining the long-term political objective of the Taiwan
government of selective and indirect economic contact. Despite frequent exhortations by
Lee for Taiwan to consider the long-term political costs of direct economic relations,
insular business interests will, it is argued, in the end create a de facto economic
dependence on the mainland.

Strengthening of the Investment Environment in the Mainland

In terms of the economic component of China’s Taiwan policy, China sees the

establishment of the three links as an important precursor to the long-term objective of

reunification. The expansion of Taiwan’s direct trade and mainland investment are in

! In recognition of this fact, Lee has understandably delayed the resumption of the Ku-Wang talks
suspended in June 1995. Lee’s trip to the U.S. on his way to attend a ceremony at Cornell University forced
Beijing to suspend talks. > Zhongguo tongxun she, 24 Mar 93, in FBIS, 30 Mar 93, pp. 80-1;

China Post, 23 Mar 93, p. 4, in FBIS, 31 Mar 93, p. 65; Taipei CNA, 29 Mar 93, in FBIS, 29 Mar 93, pp.
72-73.
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turn regarded as an inevitable consequence of the establishment of the three links. China
clearly pursues its long-term political objective of reunification through a deliberate
policy of attracting Taiwan investment. Numerous mainland articles point to the mutual
benefit of a strong mainland-Taiwan investment relationship, emphasizing the
mainland’s wealth of resources, favorable tax policies, and Taiwan’s technological
expertise.” China emphasizes the extent to which mainland investment is essential to
Taiwan’s economic development. Three distinct characteristics of Taiwan investment in
the mainland show how economic cooperation has become an increasingly important
factor in Taiwan’s economic development.

First, the geographic distribution of Taiwan investment has grown significantly
since the promulgation of the State Council’s 1988 “Regulation on Encouraging Taiwan
Investment” and the Taiwan Economic Ministry’s 1990 guidelines on mainland
investment.?* Initial mainland investment was conducted exclusively through companies
based in Hong Kong. Areas of investment were therefore limited to the provinces of
Guangdong and Fujian. Presently, Taiwan invests in every province, autonomous region,
and municipality in China.® With US$37.37 billion in contracted investment, of which

$17.57 billion has been invested, Taiwan is now the third largest investor in the mainland

® For a classic example of this type of article, see Xinkua, 6 Feb 94, in FBIS, 9 Feb 94, pp. 64-6. These
kinds of articles appear periodically in the ‘Hong Kong, Macau, Taiwan’ section of Renmin ribao.

* See “Liang an dou yao gieshi baohu taishang de zhongdang quanyi” (The Two Sides Should Protect
Taiwanese Commercial Legal Rights), Renmin ribao, 4 Mar 98, p. 5.

» Fora surprisingly candid account of how ties between individual Taiwan investors and mainland officials
responsible for specific provincial projects are facilitated in spite of Taiwan’s investment constraints, see Wei
You, “Zhetai hezuo tiandi guangkuo: fang Zhejiang sheng fushengzhang Long Anding” (The Extensive
Cooperation between Zhejiang and Taiwan: An Interview with the Zhejiang Vice-Governor Long Anding),
ibid., 20 Nov 97, p. 5. See also Appendix I1I.
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after the HKSAR and Japan. Taiwan’s investment in inland provinces, in particular
Sichuan and Jiangxi, has increased substantially in the 90s.%

Second, in addition to the growth of investment throughout China, Taiwanese
long-term investment has increased. Replacing labor-intensive industrial investment
characteristic of the cross-Strait economic relations of the early 90s is Taiwan’s
investment in capital- and technology-intensive industries. In addition to directing funds
and setting up joint ventures in the transportation, energy, and communication industries,
Taiwan businesses have established collaborative enterprizes in such high-tech industries
as plasma-cutting machine manufacturing, laser products, silicon rubber, and
bioengineering ventures.”’” Recent capital-intensive investments were prominent in, for
example, Taiwan’s investment in Shenzhen’s financial institutions and real estate
industry. The B-type shares of the Xiamen Shankun Industrial Company, a company
owned solely by Taiwanese investors, was listed on the Shenzhen Stock Exchange in
mid-1993. This is the first time a Taiwanese company was listed on the mainland.
Beijing vigorously encourages Taiwan investment in China’s burgeoning financial
sector.”®

Third, China has succeeded in attracting Taiwanese investment not only for
capital- and technology-intensive industries but also for large and complex investment

projects. Statistics released by Taiwan’s Council for Economic Planning and

% See “Sichuan yu Taiwan jiaowang riqu huoyue: liyong taizi ban taishu giye liang qian duo jia” (Contact
between Sichuan and Taiwan is Increasing Day by Day: Over 2000 Taiwan-based Enterprizes Have Been
Established), ibid., 4 Dec 97, p. 5; Wan Honggiang and Zhu Zhide, “The Characteristics and Trend of
Taiwan Compatriots’ Investment on the Mainland in 1993,” Xinhua, 6 Jan 94, in FBIS, 25 Jan 94, p. 91.
See also Appendix III.
z ,, “isian Wall Street Journal, 14 Jan 98, p. 4; Xinhua, 6 Jan 94, in FBIS, 25 Jan 94, p. 91

% See “Liang an jingji jiaoliu fuhe liang an genben liyi” (Cross-Strait Economic Contact Is in Accord with
the Basic Benefit of Both Sides), Renmin ribao, 13 Nov 97, p. 5.
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Development show that over 50% of Taiwan’s manufacturing industries have invested in
the mainland with an investment volume of US$18.5 billion for the first eleven months
of last year. China cites investment statistics of Taiwanese investment, especially in
Shenzhen where the density of investment is the highest, as a perfect example of the shift
in the type of investment from “hit and run” investment to investment in large and
medium size enterprizes.”’ The mainland has recently widened the extent of large and
complex investment projects by encouraging Taiwanese investment in the mainland’s
insurance, securities and banking sectors, all of which are beginning to open up to
foreign investment. Large investment projects also exist in the form of opportunities to
buy state enterprizes, a form of investment strongly encouraged by the Department of
Taiwan, HK, and Macau Affairs of the Ministry of Foreign Trade and Economic
Cooperation (MOFTEC).*

An analysis of the characteristics of Taiwan investment reveals more than China’s
deliberate policy of encouraging mainland investment. In addition to the obvious
economic benefits achieved through increased cross-Strait investment, China also
accomplishes a significant political objective. The intense influx of investment capital
and projects, sometimes referred to as “mainland fever” (dalu re), lessens Taiwan’s
control over categories of investment as well as the manner in which investment is
carried out. Moreover, the strategy of shifting Taiwan’s mainland investment projects to
the high-tech fields makes retraction of investment capital, should China call for

negotiations, increasingly difficult. Since Taiwan’s negotiating power depends on its

* See esp. Jiang Dianming and Liu Yingxian, “Promote Further Development of Cross-Strait Economic and
Trade Relations by Adhering to the Principle of Being Practical,” Liaowang (overseas edition), 15 Jun 92,
Pp. 24-5, in FBIS, 25 Jun 92, p. 55; Xinhua, 6 Jan 94, in FBIS, 25 Jan 94, p. 92
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economic autonomy, the less Taiwan controls the type and scope of mainland
investment, the greater is China’s ability to dictate the terms of future negotiations. If
China succeeds in controlling the rate and extent of Taiwan investment in the mainland,

this situation would then leave Taiwan with little or no leverage in future cross-Strait

bargaining.

Evaluation

China’s economic strategy is one component of its comprehensive Taiwan policy.
The goal of this policy is to persuade Taiwan to abandon its pursuit of independence and
reunify with the mainland. China’s political objective in cross-Strait commercial ties is
to undermine Taiwan’s ability to maintain its insistence on independence by substantially
limiting Taiwan’s future negotiating power. This objective is gradually being realized.
A breakdown of data on cross-Strait trade indicates a clear trend in Taiwan’s increasing
economic dependence on indirect cross-Strait trade. Since 1987, when Taiwan lifted the
ban on visits by Taiwan residents to relatives on the mainland, Taiwan’s exports to the
mainland have increased by double digit percentages annually, and its dependence on the
mainland, as measured by the rate of the amount of indirect trade compared to Taiwan’s
total foreign exports, has risen substantially. (See Appendix I.)

A vital part of China’s economic strategy consists of the promotion of cross-
Strait investment. China seeks to make Taiwan dependent on the mainland economy

through the expansion of long-term investment throughout all of China. This kind of

investment strategy promotes cross-Strait trade and in turn raises the cost to Taiwan

% personal communication.
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investors in the event of any future Chinese political retaliation to Taiwan’s declaration
of independence or refusal to negotiate.

Fully aware of China’s political interest in promoting economic dependence in
order to deter Taiwan from declaring independence, the Taiwan government attempts to
prevent China from pursuing this objective by adopting a strategy of gradual and
selective indirect economic engagement with the mainland. Taiwan’s insistence on
indirect commercial ties, as explicitly stated in its National Unification Guidelines,
constitutes a significant part of its attempt to pursue the political objective of challenging
Beijing’s insistence on the ‘one country, two systems’ policy.

The attempt of the Taiwan government to regulate legitimate cross-Strait
investment and indirect trade (not to mention illegal direct trade) has not been successful,
however. Despite recent statistics indicating Taiwan’s attempt to reorient its investment
to Southeast Asia, Beijing notes that because of similarities in language and culture as
well as geographical proximity, it is unlikely that Taiwan investors will be able to
significantly redirect or decelerate mainland investment.>' Cultural identity and
geographical proximity make it difficult for Taiwan authorities to convince Taiwan
entrepreneurs of the long-term political disadvantages entailed in cross-Strait commercial
ties. Enticements such as liberalized South China coastal ports, tax incentives, and

special protection for Taiwan investment, all of which appeal to the insular economic

3! See Qin Hua, “Taiwan dangju zaidu tuidong “nanxiang zhengce” bieyouyongxin” (Taiwan Authorities
Have Ulterior Motives in Once Again Promoting the “Southward Policy”), Liaowang (Xinwen Zhoukan)
#10, 1998, p. 24; see also Asian Wall Street Journal, 14 Jan 98, p. 4, Koong-Lian Kao, Trade and
Investment Across the Taiwan Straits: Maintaining Competitive Advantage, Pursuing Complementarity
(Taipei, Taiwan: Mainland Affairs Council Publication, 1993), p. 17.
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interests of Taiwanese businessmen, further undermine the farsighted political interests
of the Taiwan government.

Taiwan’s economic dependence on the mainland is a gradual process meant to
serve as a means to the ultimate goal of reunification on the PRC’s terms broadly stated
in the ‘one country, two systems’ policy. Economic dependence exerts pressure on
Taiwan to accept the mainland’s terms for reunification. Gradually, business interests
increasingly conflict with the political interests of Lee’s agenda of decelerating
investment in the mainland and re-directing investment in other countries and regions.
At a point at which Taiwan must depend on the mainland for its economic development,
Lee will then, it is argued, find himself in a relatively weak position to resist any

negotiations with the mainland on the issue of reunification.

At a significantly high degree of economic dependence, Taiwan'’s de facro
independence would no longer be an issue. This would seem to be a moot point,
however, since the economic relations component is not the sole determinant in the
mainiand-Taiwan bilateral relationship. It is conceivable, indeed likely, that if Taiwan
felt it was losing significantly on the issue of economic dependence, it would then pursue
its objectives of resisting reunification on Beijing’s terms by strategically exploiting other
components of the cross-Strait relationship. As I will show, however, the exploitation of
these policy components, namely, pragmatic diplomacy, use of force, and developments
in Taiwan’s domestic politics, is not at present a viable option. Consequently, there is

little that Taiwan can do to resist the gradual strategy of economic dependence on the
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mainland. Viewed in the context of China’s overall Taiwan policy, the long-term success

of this policy is not difficult to see.

II. Pragmatic Diplomacy: The Annoyance of “Pragmatism” and “Flexibility”

In his memoirs, Kissinger writes: “...no government less deserved what was about
g g

32 This observation describes the diplomatic fate of

to happen to it than that of Taiwan.
a government that should have been directly supported by the U.S. but that in the end was
not. From the time that Kissinger paved the way for the normalization of Sino-U.S.
relations to the present, Taiwan has been on an unrelenting campaign to gain readmission
into the United Nations (U.N.). From 1949 to 1971, the Kuomintang government
represented the China seat in the U.N. under the name of the ‘Republic of China’ (ROC;
Zhonghua Minguo). In October 1971, after intense lobbying by the CCP and with the
help of nonaligned powers, the CCP’s claim as legitimate representative to the UN. was
accepted. In late October, the General Assembly voted against the U.S.-backed technical
motion to allow Taiwan to keep its U.N. seat, and by a vote of 59 to 55 with 15
abstentions, the People’s Republic of China (PRC; Zhonghua Renmin Gongheguo)

became the legitimate representative for the China seat. Taiwan was then expelled from

the U.N.

3z Henry Kissinger, White House Years (Boston: Little, Brown, 1979), p. 733.
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Since the expulsion of the Taiwan delegation, the Taiwan government has made
U.N. re-entry the primary objective of its diplomatic efforts to gain international
legitimacy. Re-gaining its seat in the U.N. would clearly significantly advance the
ROC’s claim as the legitimate government of China. But because both the PRC and the
ROC are vehemently opposed to a ‘two Chinas’ solution, there is no chance for a
compromise on the issue of Taiwan’s political legitimacy by means of re-entry into the

U.N. or by any other means for that matter.

In light of PRC intransigence on this issue, Lee and his government have devised
a strategy that allows Taiwan to pursue the ultimate objective of re-gaining political
legitimacy by diplomatic means primarily through readmission into the U.N. Since Lee’s
presidential inauguration at the 13th KMT Party Congress in July 1988, the ROC has
followed a flexible foreign policy based on “pragmatic diplomacy” (wushi waijiao). The
tactical objective of this policy has been to gain international recognition by means of a
threefold strategy: 1). advancement and strengthening of diplomatic relations; 2).
development of substantive relations with countries having no official ties with Taiwan;

and 3). admission or readmission into international organizations.

Pragmatic diplomacy has, in addition to the final goal of political legitimacy, the
additional goal of resisting China’s intermediate objective of economic dependence on
the mainiand. In the context of Taiwan’s attempt to establish the economic autonomy
that it enjoyed before the expansion of cross-Strait economic relations, it is not surprising
that Taiwan would want to shift commercial ties away from the mainland. Taiwan’s

economic move southward is of course fraught with diplomatic implications. The
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southward policy (nanxiang zhengce) aims to counteract the strategy of economic
dependence on the mainland as well as establish a foreign presence primarily through the
strategic deployment of foreign aid. Because of the Southeast Asian financial crisis, this
strategy has recently taken on heightened salience from its last attempt in 1994. Taiwan
has remained relatively unharmed by this crisis. It can use its massive investment
capability to achieve substantial political status in any unofficially official diplomatic
relations. Flexible foreign policy thus constitutes Taiwan’s most viable option in actively

pursuing both de facto and de jure independence.

An evaluation of China’s efforts to prevent the advancement of Taiwan’s
pragmatic diplomacy reveals that, although Taiwan has made some progress especially in
the area of consolidation of its own diplomatic ties, China has been successful in its
overall aim of blocking Taiwanese participation in the international community. The
pressure that China places on Taiwan to isolate it diplomatically makes it impossible for
Taiwan to achieve a significantly expanded international role. The pursuit of de jure
independence by means of readmission into the U.N. is therefore an unrealistic option.
Because of the tactical limitations of pragmatism and flexibility, pragmatic diplomacy is
more an annoyance than a serious diplomatic threat to the PRC’s international

legitimacy.

19

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Taiwan’s Diplomatic Relations

Taiwan’s current strategy for strengthening diplomatic relations is based on
tactical flexibility and ‘dual recognition,” two concepts introduced by Lee in his
succession to the presidency in January 1988.* Diplomatic flexibility simply refers to
the stress on the substance and not the form of relations with foreign countries. The dual
recognition principle is based on the idea that the ROC no longer considers its contest
with the PRC for diplomatic recognition a win-or-lose proposition. A country may
decide to maintain recognition of the PRC while still engaging in relations with Taiwan.
In reality, though, because of the CCP’s insistence on the ‘one China’ principle,
diplomatic recognition of the ROC in any form is precisely a win-or-lose proposition.
Substance and form are indistinguishable. Beijing is therefore acutely aware of any

attempt by Taipei to lend any semblance of officiality to unofficial substantive ties.

Taiwan currently maintains official diplomatic ties with twenty-eight countries. It
boasts that its allies are distributed among four regions, Europe, the Caribbean, Affica,
and the South Pacific. A wide regional distribution belies the fact that none of these
countries are wealthy or powerful diplomatically. In the South Pacific region, all of
Tatwan’s allies are obscure island states with populations ranging from 9,000 to 11,000.
Guatemala 1s Taiwan’s biggest diplomatic link in the Caribbean with a population of
10.3 million. The rest range from populations in the tens of thousands to 7.8 million for

the Dominican Republic. In Africa, Malawi at 10.8 million leads all of Taiwan’s allies.

%3 See Ralph Cough, Reaching Across the Taiwan Strait: People-to-People Diplomacy, (Colorado:
Westview Press, 1993), p. 104; see also Dennis Hickey, “US Policy and Taiwan’s Reintegration into the
Global Community,” Journal of Northeast Asian Studies, Spring 1992, p. 20-31.
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Finally, the Vatican City, with a population of 1,000, is Taiwan’s sole European ally.

Clearly, Taiwan does not maintain official diplomatic links with any diplomatic

heavyweights.

From 1990 to as recently as January 1998, Taiwan has lost a total of four of its
allies, three of which were the most powerful countries to recognize the ROC. Saudi
Arabia (1990) and South Korea (1992) renounced diplomatic relations with Taiwan in
order to recognize the PRC as the legitimate government of China. The two most recent
countries to follow in their path are St. Lucia in the Caribbean and South Africa. After
the loss of Saudi Arabia and South Korea, South Africa, until January 1, 1998, was
Taiwan’s largest and most powerful ally. The severing of ties with the ROC was
expected, however. Since Pretoria renounced apartheid, Beijing had been active in
expressing a willingness to establish formal ties. Beijing supported the banned
Communist Party and, indirectly, the African National Congress. With the renunciation
of apartheid, it was only a matter of formalizing ambassadorial level contacts between

the PRC and South Africa.

South Africa also had economic interests in mind in switching diplomatic
recognition from Taiwan to China. Two-way trade reached US$1.6 billion, an 18%
increase over last year. South Africa also registered US$1.4 billion in trade with the
HKSAR. South African regional trade distribution in East Asia favored this move. The
HKSAR and PRC combined accounted for 53% of South Affica’s trade in the region
while Taiwan accounted for 46%. Wang Xuequan, China’s ambassador-designate to

South Africa, said that the normalization of relations would be conducive to promoting
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economic development with China and the HKSAR. He also noted the futility of

Taiwan’s pragmatic diplomacy with the loss of its most important diplomatic link.**

To be sure, Taiwan has not remained passive in the face of these recent
diplomatic setbacks. In recent months, Taiwan has been on a diplomatic frenzy in part
the result of the recent loss of South Africa and in part the result of increased
opportunities in Southeast Asia due to the financial crisis there. After the loss of South
Africa, Taiwan intensified diplomatic efforts by first consolidating relationships with the
remaining twenty-eight countries. Vice-President Lien Chan made a high-profile visit to
attend the inauguration of Honduran President-elect Carlos Flores. Taiwan also arranged
for Costa Rica to issue a formal statement in order to confirm that the bilateral
relationship was secure given the mutual recognition accord signed between South Africa
and China. Chairman of the Council for Economic Planning and Development, Chiang
Pinkung, actively began preparing for President Lee’s visit to some of Taiwan’s African
allies. Also at this time, Taiwan’s Lee Tung-liang, Chairman of the Taipei Imports and
Exports Association, arranged for North Korea to protect the interests of Taiwanese
businessmen investing in or trading with North Korea.*> These instances underscore the
importance that Taiwan, under the KMT government, places on opposing the diplomatic

isolation imposed on it by Beijing.

The most important result of Taiwan’s recent diplomatic activism is the move to
play “good neighbor” to Southeast Asia. Economically, Taiwan is in a good position to

benefit from the Southeast Asian financial crisis. It has remained relatively unharmed by

3 China Daily, 29 Dec 97, p. \; South China Morning Post, 31 Dec 97, p. 8.
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the crisis. In January of this year, an 80-member delegation of political officials and
Taiwanese business leaders toured Southeast Asia. The explicit purpose of this visit was
to explore investment opportunities in the region.”® Taiwanese investors have indeed
found an excellent investment environment. One of the more notable participants in this
tour was China Development, which went to Southeast Asia with approximately US$300

million in cash for investment projects.

But to characterize this excursion as purely an economic fact-finding trip would
clearly be misleading. Taiwan evidently has political objectives. This investment tour
has been highlighted by several high-profile visits by Taiwanese leaders who by virtue of
leaving Taiwan to meet with officials of other countries provoke a swift response from
Beijing. On January 13, 1998, Premier Vincent Siew returned from the Philippines after
having discussions with senior officials from the central bank. Vice President Lien Chan
also made a high-profile visit to Singapore where he met with senior statesman Lee

Kwan Yew. Each of these visits drew a swift and unequivocal response from Beijing.

The series of high-profile visits by Taiwan officials and their attempt to redirect
investment to Southeast Asia is a revival of the seemingly forgotten southward policy
(nanxiang zhengce) spearheaded by President Lee.”” Presently, however, the rival,
China, still receives the overwhelming amount of investment from Taiwan. Taiwanese
investment in China-—-over US$35 billion--is roughly comparable to Taiwanese

investment for the whole Southeast Asian region. (See Table I below.)

33 South China Morning Post, 29 Dec 97, p. 6.
% Asian Wall Street Journal, 14 Jan 98. p. 4.
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Table I: Taiwan Investment in Southeast Asia

1993 $752.5 million
1994 $4.48 billion
1995 __$2.98 billion
1996 $3.80 billion
1997 $3.98 billion

Source: Taiwan Ministry of Economic Affairs

Note: Figures include investment in Thailand, Malaysia, Indonesia, the Philippines,

and Singapore. For 1997, figures for the Philippines and Singapore are through the end
of June and through the end of September for other countries.

Although investment in Southeast Asia is increasing, there is little likelihood that this
policy could replace investment in China primarily because of the convenience of

cultural identity and geographical proximity.
Substantive Relations

Another significant part of Taiwan’s diplomatic pragmatism and flexibility is the
fostering of substantive relations. Substantive relations are unofficial bilateral relations
that are maintained on the basis of pragmatism. Taiwan’s substantive relations consist of
informal ties with over 120 countries. Most of these are in the form of representative
offices in Taipei. Substantive relations facilitate the maintenance of cultural,
technological and economic exchange. The most notable examples of this kind of
relationship include the United States.’ Coordinating Council for North American Affairs,
the American Institute in Taiwan, and Canada’s Taipei Economic and Cultural Office.

Taiwan vigorously pursues the development of substantive relations because the

37 For interesting comments on this policy by Lee Teng-hui after his return from his Southeast Asian tour in
1994, see Chung yang jih pao, 18 Feb 94, p. 3, in FBIS, 24 Feb 94, pp. 58-63.
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maintenance of these kinds of ties generally depends on Taiwan’s economic status, an

area in which it can exert significant influence.

Taiwan’s most powerful substantive ties are with the U.S. In his trip to Panama
in September 1997 to attend an international conference on the Panama Canal, President
Lee stopped in Honolulu to hold private meetings with Richard Bush, who was appointed
by President Bill Clinton as Chairman of the American Institute in Taiwan, a U.S.
government sponsored organization that deals with ties to Taiwan in the absence of
official diplomatic relations. Mr. Bush did not comment on the meeting because of
Washington’s directive to keep the meeting low-key. The low profile of the Lee-Bush
meeting is characteristic of the way substantive relations are conducted. The host
country cannot officially invite Taiwan officials without inciting strong protests from
Beijing. This pressure is a procedural tactic of cross-Strait diplomacy. Beijing maintains
unrelenting pressure on the given country engaged in unofficial contact with Taiwan
officials. Taiwan thus cannot use these types of meetings to bolster official diplomatic

relations.

Taiwan’s substantive relations can, in some sense, be construed as a compromise
by Beijing. The maintaining of liaison offices, though on the unofficial level, does
nevertheless provide Taipei with the flexibility it needs to resist complete international
isolation. Lee’s trip to the U.S. provides Taipeli, if only indirectly, with the opportunity to
impart unofficial relations with the semblance of officiality which in turn helps him
bolster domestic political support. But relying on substantive relations to pursue an

agenda based on an expansion of Taiwan’s political role in the international community
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is a precarious tactic. Beijing could intensify pressure on countries that grant Lee transit
visas which are needed to further develop substantive ties and to consolidate official
contacts. But this compromise in the end does not incur any significant costs to Beijing.
Substantive ties are more an annoyance than a real diplomatic threat. And although it is
in Beijing’s interest to isolate Taiwan diplomatically, it is not necessary, in light of the
current status of Taiwan’s pragmatic diplomacy, to intensify pressure to this degree.
Primarily because of Beijing’s persistent pressure, it is unlikely that by using substantive
relations, Taiwan can add to its already unimpressive list of countries having official
diplomatic relations with Taiwan. Although Taiwan can engage in economic, cultural
and technological exchanges, it cannot advance the cause of gaining political legitimacy
by using substantive ties. Unofficial substantive relations are, as Beijing laboriously
points out, not inconsistent with the ‘one China’ policy, since in its view so-called
substantive ties are perfectly consistent with the kind of relations that Taiwan as a

province of China would maintain.

Admission into International Organizations

Taiwan pursues its ultimate goal of re-entry into the U.N. by constantly trying to
expand its international prestige by means of obtaining membership in international
organizations. Lee has publicly stated his intention of having Taiwan enter or re-enter
international organizations.*® Although Taiwan belongs to eleven governmental

organizations and continues to make efforts to participate in significant international
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organizations, China has either prevented the ROC from joining international
associations in any capacity whatsoever or has severely limited the ROC’s chances of
participating in the most notable ones, namely the International Monetary Fund (IMF),
the World Trade Organization (WTO), the World Bank, and the UN. U