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Taiwan's Offshore Shipping Center
and Cross-Strait Commercial
Opportunities

Kung Chun-sheng

Although Taiwan businessmen have called for direct transportation
links across the Taiwan Strait for the purpose of saving costs and time in
shipping cargo across the Strait, the government of the Republic of China
(ROC), due to national security considerations, has assumed a conservative
attitude in this matter. To meet cross-Strait commercial needs, Taiwan has
opened an offshore shipping (or "point-to-point direct transportation,” as
referred to by mainland China) center in Kaohsiung to handle the transship-
ment and processing of cargo to be delivered between mainland China and
third countries. However, under the current arrangement, cargo delivered
between the two sides of the Strait still must make a transit or through a
third area, and this continues to create problems for Taiwan businesses.

This article will first examine the impact of the offshore shipping center
on Taiwan businesses' commercial activities, and then evaluate the center
Jrom a retrospective and prospective view. Finally, the author will make some
suggestions based on his research findings.

Keywords: offshore shipping center; point-to-point direct transportation;
flag of convenience ships; liner shipping and tramp shipping; maritime trans-
shipment center; Asia-Pacific Regional Operations Center

As large enterprises have entered the international market through joint
ventures, wholly-owned subsidiary, or mergers and acquisitions utilizing their
abundant funds and government loans,' owners of small and medium-sized

Dr. Kung Chun-sheng is Assistant Professor in the Department of International Trade, Tamsui
Oxford University College, Taipei.

IStephen Young et al., International Market Entry and Development (Hertfordshire: Wheat-
sheaf, 1989), 3.
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enterprises with less funds and resources have sought to relocate their labor-
intensive industries in areas with cheaper labor. Such has been the case with
Taiwan businesses, which have eyed mainland China as a hinterland which
features the above characteristics, plus similarities in cultural background and
language.” However, since the delivery of raw materials and semifinished
products across the Taiwan Strait must currently pass through a third country
due to the lack of direct transportation links between the two sides of the
Strait, these enterprises are eager to build direct links in order to reduce their
transportation expenditures and shipment time.

On January 22, 1997, Taiwan's Shipping Association and mainland
China's Shipping Exchange Association met in Hong Kong and signed the
"minutes of talks" as a preliminary agreement on the establishment of an off-
shore shipping (or "point-to-point direct transportation,” as referred to by
mainland China) center. This agreement was purely concerned with technical
and functional affairs regarding the establishment of the center, without touch-
ing upon direct shipping links across the Taiwan Strait. In accordance with
Article 1 of the regulations on the center promulgated by the Ministry of
Transportation and Communications, the center is projected to increase the
competitiveness of Kaohsiung as a transshipment port for cargo from and des-
tined for mainland China, and thus attract business from Hong Kong, which
is currently the major transshipment port for cargo between Taiwan and the
mainland. According to the regulations, cargo will not pass through Republic
of China (ROC) customs, nor enter Taiwan proper; instead, it will be com-
bined with other shipments destined for third countries. Presently, the trans-
action of cargo between Taiwan and mainland China fall under the category
of wankao or zhongzhuan,® and pass through Singapore, Hong Kong, Pusan
in South Korea, and Ishigaki Island in Japan.

Commercial Opportunities Across the Taiwan Strait
Taiwanese Investment in Mainland China

To obtain the highest profit, investors must seek the cheapest manufac-
turing costs, including the labor force and production element costs, which

Kung Chun-sheng, "On the Necessity of Having Direct Transportation Links Across the Strait"
(Paper presented at the Sixth Cross-Strait Symposium, Beijing, July 1996), 3.

3Wankao is also defined as “transit," and means cargos does not have to pass through customs
and be unloaded when it passes through a certain country, while in zhongzhuan, or "transship-
ment," it is necessary to declare cargo at customs and unload it when it arrives at a port.
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vary in different countries and areas. When costs rise, enterprises will either
acquire cheaper elements from other places or relocate their capital and tech-
nology. In Taiwan, labor costs have risen rapidly since 1980 (with the excep-
tion of 1995), at a speed faster than productivity (see tables 1 and 2). As a
result, many labor-intensive industries have moved to other areas. Table 3 in-
dicates that Taiwan businessmen invested a total of over US$11 billion in the
mainland by the end of 1995, constituting 8.69 percent of all foreign invest-
ment on the mainland, behind only Hong Kong and Macao, with the latter two
comprising 60.39 percent. The volume of Taiwan businessmen's investment
on the mainland constituted 35.5 percent (or one-third) of Taiwan's total in-
vestment abroad that year.*

According to statistics prepared by the Investment Commission of the
ROC's Ministry of Economic Affairs, Taiwan businesses indirectly invested
in 383 projects on the mainland in 1996, at a total value of over US$1.2 bil-
lion. The total number of investment projects in the period 1991-96 was
11,637, at a value of approximately US$6.9 billion. Investment centered
mainly in coastal provinces such as Jiangsu (US$2.2 billion, or about 32 per-
cent of the total), Guangdong (US$1.97 billion, or about 29 percent), Fujian
(US$889 million, or approximately 13 percent), Hebei (US$497 million, or
7.2 percent), and Zhejiang (US$295 million, or 4.3 percent).’ If direct trans-
portation links are opened between these coastal areas and Taiwan's two major
ports of Keelung and Kaohsiung, Taiwan businesses will be able to save on
transportation costs and shipment time when they import raw materials and
semifinished products from the mainland.

Presently, except for those engaged in producing precision machines and
means of transport, most Taiwan businesses investing in mainland China are
concentrating on labor-intensive industries,® which feature horizontal divi-
sions of labor with industries in Taiwan. The major reason for labor-intensive
industries seeking opportunities on the mainland is the cheaper costs of
mainland labor. In 1995, for example, the average worker's annual salary in
the manufacturing industry was US$52 on the mainland,” while a Taiwan

4Liang'an jingji tongji yuebaobiao (Monthly Cross-Strait Economic Statistics) (Taipei), January
1997, 30-31.

SIbid., 5.

6Tsai Hung-ming, "The Offshore Shipping Center and Integration of the Work Division Between
the Two Sides of the Taiwan Strait,” Jingji gingshi ji pinglun (Economic Situation and Review)
(Taipei) 1, no. 3 (November 1995): 168-70.

7In 1995, the average annual wage in mainland China's manufacturing industry was 5,169 yuan
(equivalent to about US$52 each month if calculated at the ratio of 1:8.32). See Zhongguo
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worker's salary was approximately twenty-two times larger, at US$1,190.%
Since the payment of wages is a major expenditure of labor-intensive indus-
tries, it is only natural that owners of these industries in Taiwan have relocated
production to mainland China.

Trade Between the Two Sides of the Taiwan Strait

Trade between Taiwan and mainland China increased significantly fol-
lowing the initiation of mainland China's reform and opening-up policies,
with total volume rising from US$460 million in 1981 to over US$23.7 billion
in 1996. As a result, the degree of Taiwan's trade dependence on mainland
China rose from 1.55 percent in 1981 to 10.95 percent in 1996, while the de-
gree of mainland China's trade dependence on Taiwan rose from 1.04 percent
in 1981 to 8.21 percent in 1996.° A closer examination of the figures further
emphasizes Taiwan's growing trade dependence on mainland China. Of the
two sides' total trade volume in 1996, mainland China's exports to Taiwan ac-
counted for approximately US$3 billion, and Taiwan's exports to mainland
China for over US$20.7 billion. In other words, Taiwan's trade with mainland
China gave it a surplus of about US$17.7 billion in 1996.° That same year,
Taiwan's total trade surplus was only US$14.7 billion."! Thus, if one does not
include its trade with mainland China, Taiwan would have had an overall trade
deficit that year.

On account of the large trade volume and high degree of interdepend-
ence between the two sides of the Taiwan Strait, cooperation between them
would seem to be mutually beneficiary. It is this author's opinion that as long
as Taiwan's security is not threatened, the ROC government should make an
active effort to enhance Taiwan's economic relations with the mainland in-
stead of placing too much emphasis on politics.

These issues play directly into the current system of shipments across
the Strait. Presently, direct marine navigation is not allowed, and ships from
either side must pass through a third area before reaching the other side, as
stipulated in the ROC government's "Guidelines for National Unification."

tongji nianjian 1996 (Statistic yearbook of China 1996) (Beijing: Zhongguo tongji chuban-
she, 1996), 118.

81n 1995, the average monthly wage of a Taiwan manufacturing industry worker was NT$32,441
(equivalent to about US$1,190, calculated at the ratio of 1:27.27).

9Liar‘zg’an Jjingji tongji yuebaobiao, January 1997, 24-27.
pbid., 24-25.
Ubid., 56.

2Based on the ROC's "Guidelines for National Unification," direct transportation links can be
opened only when relations across the Strait enter into the "medium term."

56 - December 1997



Taiwan's Offshore Shipping Center

Hong Kong is currently the main transshipment port (handling about 80 per-
cent of the transshipment work) for cargo traffic between the two sides.”® At
the start of indirect commercial transactions between Taiwan and mainland
China, only tramp shipping by bulk carriers was allowed to travel through a
third country between mainland China and Taiwan, since it would be difficult
to unload such bulk cargo as grain, slag, timber and coal, as well as change
ships. However, under pressure of foreign businesses, in January 1997 the
ROC government also began to allow liner shipping by container ships with
foreign registries or flags of convenience (FOC) for indirect transit between
the two sides of thc Strait."* However, from table 4, we can see that although
wankao transit is more economic than zhongzhuan shipping both in time and
costs, it is still more expensive than direct transportation. With Taiwan's
growing dependence on the mainland, questions concerning these transporta-
tion costs are worth noting.

To enhance its economic competitiveness in the world, Taiwan needs a
stable economic environment and high management efficiency. However, the
current indirect transportation arrangements have not only incurred higher ex-
penses but also wasted time. Shipments between Kaohsiung and Xiamen can
be taken as an example: as cargo must pass through Hong Kong, the length of
the voyage has increased from 170 to 632 nautical miles, and the time con-
sumed has increased from one day to three or four days with wankao transit,
and seven to ten days with zhongzhuan transshipment (see table 4). Moreover,
transportation expenses have also increased by 3.5 to 4.5 times as a result.
Direct transportation links are therefore necessary if Taiwan businesses are to
maintain a competitive edge in the international market.

The Maritime Transshipment Center

To maintain Taiwan's cutting-edge competitiveness in regional and
world markets, the ROC government designed the Asia-Pacific Regional Op-
erations Center (APROC) plan in the early 1990s. It envisions the develop-
ment of Taiwan operation centers in six categories: financial services, tele-
communications, air transportation, sea transportation, manufacturing, and
media. The goal is to make the island both a base for domestic enterprises

YKao Charng, Liang'an sandi jianjie maoyi de shizheng fenxi (An empirical analysis of indirect
trade in Taiwan, Hong Kong, and mainland China) (Taipei: Mainland Affairs Council, Execu-
tive Yuan, September 1995), 33.

“In liner shipping, the line and sailing date, the port of call, and the freight list for shipping are
all fixed, while in tramp shipping, all of the above are negotiated between shipowners and con-
signors.

December 1997 ' 57



ISSUES & STUDIES

*1-9 “(¥661 ‘suoneorunuIuo)) pue uogeypodsueiy, Jo AnsIpy ‘uonepodsuel], yo aymnsyy :1odre]) (Jrens ueMre], o
JO sop1s om] 2y Ueam1aq syur] Jodsuen 10a11p Suruado 01 pajerer se s1opew Surddrys Jo Aprus V) mfun nuam SupySuoy 1z Suvyiy2 Sususy up,Suvl] I3 3IINOS

. usurery oy
0se 00¢ I 0L1 086°T 01¢'T 088 00L 0I-L e (4% Sunisyoey
. . noyzny 0}
0ze 08¢ I o<1 0s8°L 08¢S°T 020°T ov8 01-L e £v6 Sunjaoy
uonyz8uoyz | ovyuvp | uvny28uoyz | ovyupp | upmpSuoyz | ovyupy
I9UTeIUOd I2UTBIUOD
W Ob w0z (s4ep) (sormu I2UIRIUOD IJUIBIUOD (soqmux
Popasu Teonneu) Y or Y oT (skep) [eonneu) aur
(sTe[Iop S11) M oBedon (sTe[[op S1) paposu iy PBehon | Buddryg
1yS1a1y poreinSy 1yS1e1] pajewInsy
uodsuen 10910Q nodsuexn 10e1puy

JexS uemIey, 3y ssoxoy Surddiyg 3oaxipuy pue 1321 Jo uostreduio)) v

LA CLAR

December 1997

58



Taiwan's Offshore Shipping Center

and a gateway for North American and European nations, with Kaohsiung
becoming a cargo transshipment center handling transit cargo and other oper-
ations such as commodity storage and distribution."’

The APROC plan is aimed at soliciting more foreign investment. Many
foreign businesses have invested in Taiwan because they consider mainland
China to be Taiwan's hinterland, both geographically and economically.'® In
other words, mainland China has been considered a market for the sale of
products and a source of basic production elements. On the other hand, if
Taiwan cannot take full advantage of mainland China's cheap production ele-
ments, foreign businesses may opt to invest in other areas.!” A lack of readily
available foreign investment and cheap production elements would certainly
hinder Taiwan's development as an Asia-Pacific manufacturing center, and
thus its aspirations to become a financial and air and sea transportation center.

Direct transportation links between the two sides of the Strait would help
Taiwan fulfill its objective of becoming a maritime transportation center due
to the following advantageous effects:

1. Enhancing the competitiveness of products manufactured by Taiwan
businesses. Based on estimates made by the Council for Economic Planning
and Development, direct shipment of cargo across the Strait would save Tai-
wan businessmen a total of US$248 million each year.

2. Enabling Taiwan and mainland China to further supplement each
other. Since mainland China has abundant raw materials, while Taiwan is ex-
perienced in the processing of raw materials, direct transportation links would
enable both sides to deepen their exchanges. '

3. Improving management efficiency. Direct transportation links would
not only make it more convenient for Taiwan businesses to transport their
products, but also make it easier for them to establish offices on the mainland
to boost their sales.

4. Promoting economic growth. A proper disposition of resources would
reduce production costs, enhance productivity, and consequently enhance pro-
duction competitiveness and promote economic growth.

5. Creating a market for increased trade. Increased economic ex-
changes across the Strait would also create a greater market for areas such as

YKuashiji daxingdong (Major actions that go beyond this century) (Taipei: Council for Eco-
nomic Planning and Development, March 1995), 2-5.

16Taiwan also takes Fast and Southeast Asia as its hinterland.

"Wang Chun-yuan and Kung Chun-sheng, "Why Taiwan Cannot Use Mainland China as Its
Hinterland?" Zhongguo shibao (China Times) (Taipei), August 24, 1996, 11.
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insurance, tourism, and legal services.

6. Increasing productivity. Direct transportation links would promote
vertical and horizontal work divisions between the two sides of the Strait and
consequently help both sides to increase their productivity.

7. Making better use of the hinterland on the mainland. Direct transpor-
tation links would encourage foreign businesses eager to use the services that
Taiwan's APROC can offer, as it would be easier for them to keep abreast of
mainland China's developments, make use of mainland China's resources, and
expand their sales on the mainland market.'®

The statistics support the view that Taiwan has suffered in lieu of no
direct transportation links with mainland China. In 1981, Kaohsiung handled
a total container volume of 1,124,709 TEUs (twenty-foot equivalent units),
while Hong Kong and Singapore handled 1,559,819 and 1,121,600 TEUs, re-
spectively.” However, the figures for all three areas in 1995 were 5,230,000
TEUs, 12,600,000 TEUs, and 11,860,000 TEUs, respectively (see table 5).
Such a change can be attributed not only to the improvement of port manage-
ment and economic environment in the latter two areas but also their access to
the economic hinterland on the Chinese mainland.® If Taiwan wants to be-
come a transshipment center in the Asia-Pacific region, it should take Fast and
Southeast Asia, especially mainland China, as its hinterland. However, since
the direct transportation links are currently unavailable, the ROC government
has decided to set up an offshore shipping center prior to building Taiwan into
a transshipment center.”!

Taiwan as an Offshore Shipping Center
The Development of the Offshore Shipping Center

To cope with the need for direct transportation and promote its APROC
plan, the ROC government established Kaohsiung as an offshore shipping

BIbid.

1%Chen Kuang-hua, "Issues and Policies Regarding the Asia-Pacific Regional Operations Cen-
ter: The Asia-Pacific Shipping Center," in Yatai yingyun zhongxin yu Xianggang jingyan
yantaohui (Symposijum on the Asia-Pacific Regional Operations Center and the Hong Kong
experience) (Taipei: Chung-Hua Institution for Economic Research, June 1996), 126.

2Hsu Hsiao-po and Chi Schive, Zai Taiwan sheli Yatai yingyun zhongxin kexingxing yanjiu (A
study on the feasibility of establishing the Asia-Pacific Regional Operations Center in Taiwan)
(Taipei: MOEA Industrial Development and Investment Center, January 1994), 34-39.

2"Mao Chih-kuo, "The Plan for the Development of the Offshore Shipping Center," Shangye
zhiye jiaoyu (Commercial Professional Education) (Taipei), no. 63 (February 1996): 49.
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center in 1995, with the intention of making it a cargo transshipment center
which would eventually handle shipments in the Asia-Pacific region. Al-
though the center's establishment is an indication of Taiwan's determination to
set up its APROC, the comparatively higher transportation costs may discour-
age foreign businesses from coming to Taiwan. Indeed, some may even move
their capital to other areas in order to reduce costs.

Mainland China has been cold to the offshore shipping center project,
insisting that direct cross-Strait links should be installed. Without mainland
China's cooperation, the offshore shipping center has thus not fulfilled its in-
tended role. The reasons behind mainland China's opposition to Taiwan's
vision of the offshore shipping center can be summarized as follows:?

1. Assuming sovereignty over Taiwan. Upholding the principle of "one
China," mainland China has maintained that shipping across the Taiwan Strait
should belong to the rights of cabotage, with no foreign ships allowed to sail
between China's ports. However, based on the regulations for the offshore
shipping center, foreign and FOC ships are allowed to sail between ports on
both sides of the Taiwan Strait, which is considered by mainland China to be
an attempt to internationalize the shipping lines between the two sides of the
Strait and violates the "one China" principle.? In addition, Article 3 of the
"Regulations on the Establishment of the Offshore Shipping Center" stipu-
lates that the following foreign ships can sail between the offshore shipping
center and mainland China ports: (1) foreign ships run by foreign shipping
companies; (2) ships owned by ROC shipping companies; and (3) foreign
ships run by mainland Chinese shipping companies. However, mainland
China has claimed that shipments between the two sides of the Strait should
be considered as part of a "domestic shipping line which should be put under
special administration," and that shipping should be handled by businesses
with capital coming from both sides of the Strait. In other words, businesses
with foreign capital should not be allowed to participate in the management of
cross-Strait shipping.

2. Promoting unification by opening direct transportation links and hav-
ing businesses force the ROC government to change its mainland policy. To
mainland China, direct links with Taiwan would help it realize its political
goal of reunifying Taiwan, as increased exchanges of people and products

ZKung, "On the Necessity of Having Direct Transportation Links," 2.

2Hu Nian-tsu, "The Running of the Offshore Shipping Center," Lianhe bao (United Daily
News) (Taipei), May 11, 1995.
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Table 6
Minutes of the Development of Navigation Between the Two Sides of the Taiwan
Strait

January | The Executive Yuan passed the plan proposed by the Council for Economic Plan-
5, 1995 ning and Development for the establishment of the "Maritime Transshipment
Center."

January The Mainland Affairs Council of the Executive Yuan passed the plan on the "De-
1995 velopment of Economic Relations Across the Strait at the Present Stage" in which
it was proposed to establish an "offshore shipping center” which would be mutual-
ly beneficiary to the two sides of the Taiwan Strait.

July Mainland China's Ministry of Communications formulated the draft of the "Reg-
10, 1995 |ulations on the Special Shipping Line Across the Taiwan Strait" in which the
following ports were decided to be opened for direct transport with Taiwan's off-
shore shipping center: Dalian, Tianjin, Shanghai, Qingdao, Guangzhou, and
Xiamen.

December | Jiang Zemin approved the "Regulations on Sea Line Transportation Between the
1995 Two Sides of the Taiwan Strait" by which FOC (flag of convenience) ships chould
transport cargo directly between the two sides of the Strait.

April The ROC's Ministry of Economic Affairs proposed to establish the "special eco-
24,1996 | nomic zone for the two sides of the Taiwan Strait" to enable the two sides to freely
exchange personnel, capital, and commodities, and enable ships from both sides
to sail directly to each other.

August Mainland China's Ministry of Communications promulgated the "Regulations on
20,1996 | Shipping Between the Two Sides of the Taiwan Strait" and opened Xiamen and
Fuzhou for the "point-to-point direct transportation."

August Mainland China's Ministry of Foreign Trade and Economic Cooperation promul-
21,1996 | gated the "Regulations on the Cargo Transportation Agents of the Two Sides of
the Taiwan Strait."

October | The ROC's Ministry of Transportation and Communications decided to allow
29,1996 |mainland China "mother-ships" to make transits through the offshore shipping
center in Kao-hsiung in the form of FOC ships, and allow foreign ships to handle
cargo delivery between the two sides of the Taiwan Strait if they passed through a
third country.

November | Mainland China's Ministry of Communications expressed that it would accept
1, 1996 Taiwan shipping companies' applications within one month and open regular
shipping lines between Kaohsiung and the two ports of Fuzhou and Xiamen.

November | Mainland China's Ministry of Communications issued the "Notice on Questions
15,1996 | Concerning the Implementation of Regulations on Shippiing Between the Two
Sides of the Taiwan Strait" in which shipping companies on both sides of the
Strait would be able to apply for shipping business in accordance with related
regulations published by both sides.

January ROC's Ministry of Transportation and Communications issued notice to harbor
17,1997 | bureaus to the effect that they could accept applications of foreign ships and FOC
ships for the opening of regular shipping lines to carry cargo between the two sides
of the Strait after passing through a third area.
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Table 6 (Continued)

January | Taiwan's Shipping Association and mainland China's Shipping Exchange Associ-
22,1997 | ation met in Hong Kong, with officials from both sides attending as advisors. The
meeting was concluded by the signing of a set of minutes in which the shipping
associations of two sides were held responsible for the verification of shipping
documents. The mainland China side expressed that it would soon accept applica-
tions from Taiwan shipping companies.

March Taiwan's shipping companies applied to concemed mainland Chinese units for
1997 direct shipping business between fixed ports on both sides of the Strait.

April A fifth mainland shipping company applied to the ROC government depart-
11, 1997 | ments for use of the offshore shipping center.

April Taiwan approved the fifth mainland shipping company to use the offshore
16,1997 | shipping center.

April Mainland China approved a sixth Taiwan shipping company to engage in shipping
17,1997 | between Kaohsiung and mainland ports.

April The first mainland Chinese ship-Shengda—arrived in Kaohsiung.

19, 1997 :

April The first Taiwan ship—Lishun—arrived in Xiamen.

24, 1997

Sources: Gongshang shibao (Commercial Times) (Taipei), January 23, 1997, as well as infor-
mation collected by this author. )

would draw both sides closer, while an offshore shipping center would only
benefit cargo transshipments.

3. The need for Taiwan to negotiate with mainland China on the estab-
lishment of the offshore shipping center. The ROC government has maintain-
ed that there has been no need to consult mainland China on the establishment
of the center, as it has sovereignty over its own affairs. However, such a center
would only operate smoothly if the ROC government consults with ports of
destination on matters concerning shipping agents, divisions of sea lanes,
freight management, and the sea rescue arrangements.

Despite the above differences, mainland China proposed the "point-to-
point direct transportation” project in the hopes of promoting direct links
across the Strait. In reference to this, it published the "Regulations on
Shipping Across the Taiwan Strait" on August 20, 1996 (see table 6). The two
sides originally agreed to have their respective shipping associations meet in
October 1996 to discuss matters concerning the center; however, the meeting
was delayed until January 22, 1997.

While mainland China considers the offshore shipping center plan as a
step toward direct transportation across the Strait, Taiwan has urged mainland
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China to open more ports, so as to enable its center to operate smoothly.

The ROC Government's Principles and Misgivings
about Direct Transportation Links

It is justifiable for a country to take its national security into considera-
tion when it looks for economic opportunities abroad. The ROC's official
stand is that direct links with mainland China would constitute a considerable
threat to its security, as it would cut down its air and navy early warning re-
sponse time in half. However, in the author's opinion, since maintand China
can already exert pressure on Taiwan through missile threat, the strategic use
of aircraft and naval vessels does not seem as important. A better way to
maintain Taiwan's security would probably be allowing mainland China busi-
nesses to invest in Taiwan, and thus make the Chinese Communists think
twice before taking any potentially damaging military actions against Taiwan.

Also linked to the sovereignty and direct link issues is mainland China's
stand on nonrecognition of the ROC as a separate entity as well as all certifi-
cates issued by the ROC government. However, not using the title of the ROC
does not necessarily entail that Taiwan would disappear from the international
community. For example, Taiwan has continued to take part in international
athletic activities, although it has not used the title of "Republic of China" in
these gatherings. Ultimately, a good investment environment is of paramount
importance, so that businesses are willing to keep their roots in Taiwan and
upgrade their production levels. Moreover, businesses which cannot afford to
upgrade their production but wish to invest in the mainland should be assisted,
as they can also make a contribution to Taiwan's economy through the export
of products assembled with raw materials and semifinished products supplied
by the mainland. Thus, a more pragmatic strategy for the ROC might be in
order.

The ROC government has decided to solve questions concerning trans-
portation between the two sides of the Strait in three stages. The first stage is
establishment of its offshore shipping center, the second is the establishment
of storage and processing zones, and the third is the establishment of an eco-
nomic operation special zone. However, as far as we know, the first and the
second steps can only help some shipping companies increase their cargo
handling capacity, but cannot reduce transportation costs for most small and
medium-sized enterprises. In the third stage, all products permitted by the
government would be shipped to mainland China or Taiwan, passing through
the special zone. However, under the present trading system, these products
already can be shipped between the two sides. Hence, the ROC government's
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policy may have the following adverse effects: (1) provide mainland China
with an excuse to charge the ROC of not respecting public opinion in estab-
lishing direct transportation links; (2) waste natural resources and admin-
istrative personnel, and create unnecessary administrative procedures; and (3)
create conflicts between the Taiwan people's representatives and its govern-
ment at all levels, as each of them may insist that the economic operation
special zone be established in their own electoral areas. A better solution may
be to first open several ports for the experimentation of direct transportation,
and then do the same for other ports.

Furthermore, the total transshipment volume handled by Kaohsiung has
been quite limited because the two mainland ports of Fuzhou and Xiamen
only have a small cargo handling capacity. As a result, much of the cargo
transported between the two sides of the Strait has been transshipped through
ports in other areas. From table 7, we can see that its role as an offshore

Table 7
Handling Capacity of the Offshore Shipping Center

Name of Date Loading Number of Number of Remarks
ships at capacity of containers containers
anchor containers unloaded loaded
(TEU) (TEU) (TEU)
Shengda April 50 30 empty
19 containers
May 3 328 Not Reserve for
41 decided the second
shipping
Ronghua April ‘ 59 94 empty
20 containers
April 175 .
44 empty shi
24 pty ship
May 2 78 empty ship
Lishun April _ 400 empty First shipping
24 containers to Xiamen
April 1,210 135 empty Back to
26 containers - Kaohsiung
from Xiamen
Zhufengshan April 303 148 142 lqaded
26 containers
Qiangwehe May 1 330 49 empty ship

Source: Lianhe wanbao (United Evening News) (Taipei), May 2, 1997, 4.
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Table 8
A Comparison of Transportation Costs for Each TEU Across the Taiwan Strait
by Way of Hong Kong and Kaohsiung

Unit: U.S. dollars

From/To Hong Kong Kaohsiung Cost difference
Nanjing 750 450 300
Shanghai 500 300 200
Ningbo 450 270 180
Fuzhou 400 240 160
Xiamen 350 210 140

Source: John Ricklefs, "Memo on the Savings in Transport Costs Due to Offshore Zone Policy"
(Research report trusted by the Ministry of Transportation and Communications and published
by the F. R. Harris, Inc. on June 19, 1995). Cited in Mao Chih-kuo, "The Plan for the Develop-
ment of the Offshore Shipping Center," Shangye zhiye jiaoyu (Commercial Professional Educa-
tion) (Taipei), no. 63 (February 1996): 50.

shipping center has done little to transform Kaohsiung into a maritime trans-
shipment center. At the present time, without direct transportation links, it
seems unlikely that mainland China will open more ports to complement the
transshipment operation in Kaohsiung. Under such circumstances, the con-
tainer volume handled by Kaohsiung will hardly be comparable to that han-
dled by Singapore and Hong Kong.

Finally, Taiwan businesses still must transship their raw materials, semi-
finished products, and products through Hong Kong. They thus cannot make
the most efficient use of the potential market and cheap production elements
that mainland China can provide.

In short, the government should reexamine the value of the offshore
shipping center, as in its current state it cannot meet Taiwan businesses' des-
perate need for direct transportation links across the Strait, or handle enough
cargo to qualify it as a maritime transshipment center.

Conclusions

Although the offshore shipping center has been designed as an alter-
native for direct transportation link across the Taiwan Strait, the small and
medium-sized enterprises that have played a major role in Taiwan's economic
miracle still must go through a third country in their commercial transactions
with the mainland. In addition, as mainland China has only opened two ports
to Taiwan shipping thus far, and since the ROC government stipulates that
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cargo using offshore transshipment facilities will be combined with other
shipments destined for third countries, without passing through ROC customs
or entering Taiwan proper, businesses have shied away from the center. Only
50,000 to 100,000 TEUs of containers have been annually transported be-
tween Kaohsiung and the two mainland ports, a volume far below that of
Kaohsiung's total carrying capacity, which in 1995 was about 5,230,000
TEUs. Moreover, the transshipment of cargo from Xiamen and Fuzhou by
the offshore shipping center in Kaohsiung would save mainland China only
an average of US$150 per TEU (see table 8), which is insignificant compared
with mainland China's GNP, which totalled US$814.9 billion in 1996.%

Based on the above facts, the author would like to make the following
suggestions:

First, the ROC's current policy should be changed to allow direct trans-
portation links between the two sides of the Taiwan Strait, so as to reduce
businesses' production costs and enhance their management efficiency. This
will not only alleviate discontent among small and medium-sized enterprises
but also help promote Taiwan's economic growth.

Second, the ROC government should be consistent in its words and
deeds. For example, although President Lee Teng-hui has claimed to be
sensitive to the people's needs, his government still refuses to open direct
transport links, while mass polls indicate that the building of such links will
be inevitable. In another example, although the government has reiterated its
intention to internationalize, its internationalization rating has dropped to 34th
place from a 24th place ranking based on a report issued by the Switzerland-
based Institute for Management Development. Although the government has
called for improved efficiency, it has not taken relevant measures. For in-
stance, the opening of the offshore shipping center has neither been a major
boost for businesses, nor helped Kaohsiung become a maritime transshipment
center. In fact, under the condition of "relatively safe," the government should
promise to open direct transport link.

Third, proper attention should be placed on the mainland Chinese mar-
ket. As we know, many foreign businesses would choose to invest in Taiwan
if direct transportation links across the Strait existed, as they could then
make Taiwan a base to develop business in mainland China. However, the
offshore shipping center arrangement has not erased difficulties in making

%In 1996, mainland China's GNP totalled 6.78 trillion yuan, which is equivalent to US$814.9
billion if based on the exchange rate at the time.
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the most efficient use of raw materials, semifinished products, and the Tai-
wan and mainland China markets. If a production industry based on foreign
capital and technology cannot develop, the financial industry would also lag
behind, and consequently Taiwan would be hindered in its efforts to build
itself as an Asia-Pacific Regional Operations Center.

Fourth, the two sides of the Taiwan Strait should seek common ground
in certain aspects. Although the two sides of the Taiwan Strait have different
value judgments and ideology as a result of their separation for over four dec-
ades, they still share many aspects, and should promote economic, cultural,
and sports exchanges. In the economic arena, direct links would not only
reduce Taiwan businesses' transportation costs and enhance their production
efficiency, but also increase Kaohsiung's cargo handling volume so as to truly
transform it into a maritime transshipment center and Taiwan into an Asia-
Pacific Regional Operations Center. With direct transportation links, products
in central and south China could also be shipped to Europe and America via
Keelung and Kaohsiung, with much fewer expenses.

Fifth, the ROC government should have confidence in itself. Although
the Chinese Communists have been said to be using Taiwan businesses to
influence Taiwan's politics and promote China's unification through close
contact between both sides of the Strait, the Taiwan people should be able to
resist Beijing's united front offensive, considering the economic miracle and
political achievements it has made in recent decades. If the government
places too much stress on Beijing's united front tactics, it will give people the
impression that the government has no confidence in itself.” It is also un-
necessary to criticize the Chinese Communists for promoting unification
through direct transportation links, since unification is also the goal stated in
the ROC's "Guidelines for National Unification," the only difference being
that the latter further notes that the two sides should unify under the conditions
of freedom, democracy, and rule by law. Therefore, the ROC government
should try to improve relations with mainland China and not create a rivalry
with it which would place Taiwan in a more disadvantageous position.

Chao Chien-min and Kung Chun-sheng, "Integrate the Two Sides of the Taiwan Strait Through
Cultural and Academic Exchanges and Unify China Under the Principle of Freedom and
Democracy," Hongguan zazhi (Macroscopic Magazine) (Taipei), January 1, 1997, 12.
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