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Post-ECFA Outlook for the
Relationship acrossthe Taiwan Strait

JoeE THomAs KARACKATTU

This paper discusses the Economic Cooperation Framewor k Agree-
ment (ECFA) between Taiwan and China. It examines its contents, trade-
expectations and problemareas. Since"cooperative behavior” (asdemon-
strated in the signing and implementation of the ECFA) does not have the
functional equivalence of "trust" in cross-Strait ties the paper identifies
some of the pathways that a post-ECFA ecosystem could provide for Taiwan
in the coming years, and the risksthey present.

Kevyworps. ECFA; Tawan; mainland China; managing status quo; eco-
nomic gains.

Therationalization of tariffs on identified goods and theliberali-

:';% zation of tradein select servicesincluded in the Economic Coop-
eration Framework Agreement (ECFA) between Taiwan and
Chinaopen up new options for Taiwan's political and economic future. The
exit of the Democratic Progressive Party ( , DPP) from the electord
centre stage after Chen Shui-bian's ( ) two terms as president, and
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theelectionto the presidency of MaYing-jeou ( ) of theK uomintang
( , KMT) in March 2008, following his party'svictory in the January
2008 legidative el ections, were signsof animpending shift in political and
policy approaches toward China.

Since the 2008 elections, relations between Taiwan and China have
to alarge extent been normalized." The first regular air service between
Taiwan and the mainland since 1949 (China Southern Airlinesflightsfrom
Guangzhou to Taipel) has been set up.? Other new initiatives include co-
operation in industrial standards, the Bridges Building Project,® and the
deregulation of Chinese inward investment to Taiwan. However, arguably
the mog crucial development, and one that promises Taiwan greater eco-
nomic benefits, has been the institutionalization of economic ties between
Taiwan and its largest trading partner, China, through the ECFA. The cul-
mination of five rounds of talks that started after Ma Ying-jeou came to
power, between the chairman of Taiwan's Straits Exchange Foundation
(SEF), Chiang Pin-kung ( ), and his Chinese counterpart, Chen
Yunlin ( ), chairman of the Association for Relations Across the
Taiwan Srait (ARATS),* the ECFA was signed in 2010. The ECFA was "

1The restrictions associ ated with earlier KMT leaders such as Chiang Kai-shek ( )
and Chiang Ching-kuo ( ) (the three no's: no contact, no negotiations, and no com-
promi ses), and the varyi ng degrees of restriction on trade, transport, and investment under
subsequent admi ni srations before 2008 were al| lifted.

2Gordon C. K . Cheung, "New Approaches to Cross-Strait | ntegration and I ts Impacts on Tai -
wan's Domestic Economy: An Emerging 'Chaiwan'?" Journal of Current Chinese Affairs
39, no. 1 (2010): 11-36.

3The purpose of the Bridges Building Project (BBP), whi ch was approved by the Executive
Yuanin August 2008, isto set up exchange platformsfor each industry and to hold a series
of cross-Strai t conferences on exchangesinindividual industries as away of building bridges
between the two sides. See "M OEA Bridges Building Project 2010—A Pl atform for Cross-
Strait Industrial Cooperati on and Exchange," Department of Industri al Technology, Ministry
of Economic Affairs R.O.C., November 4, 2000, http://doit.moea.gov.tw/doiteng/contents/
printPage.agpx?name=event& sn=20.

“The SEF and ARATS are semi-official intermediary bodi es set up by Taiwan and China, re-
spectively, to handle cross-Strait ties in the absence of official relations. Institutionali zed
dialogue between the two sides halted in 1995 after President L ee Teng-hui ( ) of Tai-
wan irked Beijing by paying a visit to his U.S. ailma mater, Cornell University. Following
Ma Ying-jeou's victory in early 2008, the ECFA was finalized over five rounds of SEF-
ARATS meetings: June 13, 2008, November 4, 2008, April 26, 2009, and December 22,
2009, and signed on June 29, 2010. See http://www.mac.gov.tw/public/data/11199164471
.pdf for the content of each of these meetings.
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passed’ by the KM T-dominated Legislative Yuan in September 2010,
allowing for therationaization of tariff rates for identified sectors to come
into effect from January 1, 2011. In the next section of this paper, | shall
outline the scope of the ECFA. In section three, | shall identify the chief
exigencies facing Taiwan which merited the signing of such aframework
agreement, and in section four, | shall discuss the expectations and poten-
tial problemsassociated with the agreement, reexamining what it promises
to deliver and the trends visible in recent years. Section five depicts the
normalization of cross-Srait ties (as under the ECFA) as a"gag hunt,” as
found in international relations (IR) theory, discussesthe pathways avail-
ableto Taiwan in an ECFA ecosystem, and identifiesissue areas of concern
therein. The final segment brings together the main observations made in
each of the previous sections.

What Isthe Cross-Strait ECFA?

The ECFA isthe first step in the institutionalization of economic re-
lations between Chinaand Taiwan. It isa"preferential framework agree-
ment"—a pact outlining the broad contours of the economic partnership
(structure and objectives) between the two sides with specific reference
to alimited set of goods and services that are due to be liberalized to zero-
tariff levels by 2013. The pact has apreamble and five chapters (covering
the schedule for phasing out tariffs on goods, the liberalization of trade in
services, mechanismsfor cooperation, and dispute settlement, etc.). While
the text of the ECFA does not commit to its development into a full-scale
free trade agreement (FTA), the expectation is that it will have positive
trade cregtion effects for the two parties due to a mutudly preferentia re-
duction in tariff rates and trade barriers. It is therefore hoped that it will
indeed be the precursor of some sort of FTA ®

SInits present form, the ECFA isnot yet afull-fledged FTA as compliance with some of the
substanti ve and procedural requi rements of WTO | aw (discussed in thefollowing segments)
is pending. The WTO Annua Report 2012 clarifiesthat " China, India and Chinese Taipei

December 2012 115



ISSUES & STUDIES

As per the ECFA, the export items from Taiwan to China subject
to tariff rationalization comprise 539 products, 8 service industries, and 3
financia service sectors (withmodes of supply including cross-border sup-
ply, consumption abroad, and commercia presence). Likewise, Chinas
exports to Taiwan cover 268 products, 8 service indugtries, and 1 financial
service sector (seesections A and B of table 1 for abreakdown; seetable 2
for a schedule of the rationalization of tariffs).

Why Wasthe ECFA So Urgently Needed?

Therewere specific economic exigencies facing Taiwanwhich made
the signing of the ECFA imperative. The transfer of power from the DPP
totheKMT came at atime when the 2008 financia criss was beginning
toengulf thegloba economy, with Taiwan takingadirect hit to itsex ports.
It isuseful to bear inmind that snce the mid-1990s, Taiwan's export market
has undergone changes in line with the international reorganization of pro-
duction away from "Fordist" lines (mass-production, dominated by large
vertically integrated corporations handling al aspectsfrom design to manu-
facturing and sales/marketing).’

Such areorganization of production means that Taiwanese goods are
routed through assembly linesin Chinathough thefinal export destinations
(largely the United States and Europe) remain the same.” Within Asia,
Chinais Taiwan's number one trade partner (see figure 1), with official

naotified the Committee on Trade and Development (CTD) of their preferential trade ar-
rangements (PTAs) under the new transparency mechanism." Curioudy, the natification
isunder the category of PTA swhich offer preferenti al treatment to the products of theleast
developed countries(LD Cs). See"Building Trade Capacity," http://www.wto.org/english/
res_e/booksp_e/anrep_e/anrepl2_chap6_e.pdf (accessed September 4, 2012).

5Timothy J. Sturgeon and Ji-Ren Lee, "Industry Co-evolution and the Rise of a Shared
Supply-Base for Electronics Manufacturing' (paper presented at the Nelson and Winter
Conference, Aaborg, June 12-15, 2001), 46-49, http://ipc-lis.mit.edu/globalization/
globalization%2001-002.pdf (accessed August 12, 2010).

"Tun-jen Cheng, "China-Taiwan Economic Linkage: Between Insulati on and Superconduc-
tivity," in Dangerous Strait: The U.S.-Taiwan-China Crisis, ed. Nancy Bernkopf Tucker
(New York: Columbia University Press, 2005), 93-130.
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Table 1

Scope of Early Har vest Plan for Goods and Ser vices

A. Industry Taiwan's exportsto China China's exports to Tai wan
Items  Export % of Items Export % of
amount Taiwan's total amount China'stotal
in 2009 exportsto in 2009  exportsto
US$ M. China US$ M. Taiwan
Petrochemicals 88 5,944.08 6.93 42  328.69 1.21
Machinery 107 1,143.39 1.33 69  473.97 1.75
Textiles 136 1,588.34 1.85 22  116.33 0.43
Transportation equipment 50 14844 0.18 17  408.%4 0.02
Others 140 4,997.21 5.84 117 1,529.83 5.64
Agriculture 18 16.08 0.02 0 0 0.00
Total 539 13,837.%4 16.14 267 2,857.76 10.53

Source: http://www.mac.gov.tw/ct.agp?xltem=85849& ctNode=6256& mp=3.

B. Services

From Chinato Taiwan

From Taiwan to China

Business Services

Accounting, auditing, and

Research and development

bookkeeping Conventions
Software implementationand data ~ Exhibitions
processing Special designs

Research and Development
Conventions

Motion pictures
Commission agents services

Special designs Sporting and other recreational
Audiovisual services services
Hospitals Computer reservation system

Aircraft repair and maintenance

Financial Sector

Banking and other financial
services

Insurance and related services

Securities, futures, and other
related services

Banking and other fi nancial
services

Source: Chiang Pin-kung, "Opportuni tiesand Challenges for Economic Development in Tai-
wan under the ECFA," Straits Exchange Foundation, September 30, 2010, http://www.ecfa
.orgtw/Download.aspx?No=11& strT=ECFAD oc (accessed January 12, 2012).
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Table 2
Schedulefor Rationalization of Tariffs

Import Tariff 14 Year of Early 2nd Year of Early 3rd Year of Early

(X%) Harvest Plan Harvest Plan Harvest Plan
(2011.1.1) (2012.1.1) (2013.1.1)
China 0<X =5 0
5<X = 15 5 0
X >15 10 5 0
Taiwan 0<X =25 0
25<X =75 25 0
X >75 5 25 0

Source: See ECFA website, "Annex | of the Product List and Tariff Reduction Arrange-
ments," http://www.ecfa.orgtw, and also http://www.mac.goviw/ct.asp?x|tem=85849& ct
Node=6256& mp=3.

Figurel
Taiwan's Export Direction (US$ Million)
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Source: Based on datasets from the Taiwan Statigti cal Databook 2011.

figures indicating that China accounts for over 60 percent of Taiwan's total
trade. Thus, reduced export demand from China caused a cyclica down-
turn in Taiwanese trade routed to its trade partners via production units in
China The accompanying impact on unemployment levels in Taiwan
(which breached the sendtive 5 percent mark) congtituted another eco-
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Figure2
Taiwanese Population and Employment
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Sour ce: based on datasets from the Taiwan Statistical Databook 2011.

nomic exigency facing the island in 2009, on top of a series of natural
disasters such as typhoon M orakot.

The next major reason why the ECFA was prioritized by the au-
thoritiesin Taiwan is related to changes in the regional economic architec-
ture. It isclear that despitethe World Trade Organization's (W TO) mandate
concerning trade liberaization, over three hundred regional trade agree-
ments (RTAS) or free trade agreements (FTAS) are concurrently in effect
globally.? The ECFA wasseen as ameansof countering the trade diversion
effectsof thisweb of preferentia trading arrangementsin the Asian region
(particularly the FTA between Chinaand the Association of Southeast Asian
Nations, ASEAN).® A nother reason why the ECFA was so urgently needed

8The number of RTAs (FTAs) inthe WTO Consideration Processis 328. See http://rtais.wto
.org/Ul/publi csummarytable.aspx (accessed March 14, 2012).

9Trade diversion refers to sales gained in a new trade zone at the expense of third country
suppliers who now facea hi gher tariff barrier that isnot applicableto thenew FTA-areasup-
pliers. Accordingtoa Taiwan Bureau of Foreign Trade briefing note of January 2010, the
value of Chinese importsfrom A SEAN surpassed that of importsfrom Taiwan for the first
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was the threat to Taiwan posed by competition from South Korea—thereis
an 80 percent overlap in their exports (IT and machinery products).”® Be-
fore June 2007 (the date of the Korea-ASEAN FTA), Taiwan's exports
to ASEAN were growing a 20.1 percent compared to 16.6 percent for
those of South Korea. A year after the FTA was signed, the growth rate
for Taiwan had plunged to 11.8 percent while that of South Korea had
risen to 24 percent.” Since neither the WTO nor the Asia-Pacific Eco-
nomic Cooperation (APEC) forum could fulfill Taiwan's aspirations for
extra-trade-and-investment liberalization agreements with other countries,
there was a real prospect that Taiwan would be economically marginalized
by the proliferation of such preferential trading arrangements. An ex-
panded zero-tariff zone covering A SEAN, China, and eventual ly Japan and
South Korea could mean that, in the absence of similar tariff rationaliza-
tion, Taiwanese products would cost morein the Chinese market.

The other factor providing impetusfor the ECFA is Chinasown mo-
tives (political calculations> economic benefits). Clearly, Chinese actions,
such as the military exercises, including missile tests, held shortly before
Taiwan's presdential eections in 1996; the missle tests prior to the 2000
presdential elections, the military drills held by the Peopl€e's Liberation
Army (PLA) on Dongshan Island ( ) in 2004; and the passing of an
Anti-secesson Law in March 2005, were al prompted by the steadfast
rise of pro-independence forcesin Taiwan and the growth of a feeling of
Taiwanese identity. The DPP's two consecutive victories in presidential
elections (2000 and 2004) attest to this. Hence, it made political sense for
China to try an economic carrot when the gick had yielded unwelcome

timein 2005, after Chinalowered tariffs on ASEA N imports. In 2008, China's importsfrom
ASEAN were worth US$116.9 billion (compared to US$103.33 hillion for imports from
Taiwan). Under the ECFA, itishoped that goods susceptibleto ASEAN competition (tex-
tiles, automotive parts, petrochemicals, selected services) will gain a new lease of life. See
also "'ASEAN Plus China' Impacts Taiwan's Exports. Minister," China Post, April 11,
2010, http://www.chinapost.comtw/taiwan/2010/04/ 11/252060/ASEAN -plushtm  (ac-
cessed December 29, 2011).

10Cited in Pasha L. Hsieh, "The China-Taiwan ECFA, Geopolitical Dimensions and WTO
Law," Journa of International Economic Law 14, no. 1 (2011): 135.

L pid.
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outcomes. The ECFA may therefore be seenas China'sbig bet on a"friend-
ly" politicd dispensation for Taiwan, leaving more space for Beijing to
possibly toy with another innovative"one X and Y system" formulationfor
unification, a continuation of the "peaceful accord" or "peace agreement”
line proposed by Hu Jintao ( ) and Wen Jiabao ( ) over the past
few years.

Gainsand Pointsof Contention

The economic benefitsof the ECFA projected in smulated studies—
mostly using estimates caculated by the Chung-Hua Indtitution for Eco-
nomic Research (CIER)—include an increasein Taiwan's GDP of between
1.65 percent and 1.72 percent® (that is, from roughly US$6.9 billion to
US$7.1 billion). Other studies, which utilize the Globa Trade Analyss
Project (GTAP) model™ and incorporate dynamic modeling that allows
for the inflow of new capital as opposed to gatic smulation, estimate that
Taiwan's real GDP growth will be as high as 1.83 percent after trade nor-
madization.* Thetrade liberalization effect of the ECFA isexpected totake
effect by 2020, with Taiwan's GDP higher by 4.4 percent (US$21 hillion)
than the baseline scenario.” Other structura benefits emerging from the
ECFA include the Taiwanese business community in China (Taishang)

12See "Economi c Cooperation Framework A greement (ECFA ) Background,” http://www
.mac.gov.tw/public/data/051116322071.pdf.

13The GTAP model is astatistical tool for evaluating the benefits of free trade agreementsin
multi-nation quantitative anal ysis. See ThomasW. Hertel, Global Trade Analysis. Model-
ing and Applications (New York: Cambridge University Press, 1997) for a detailed exposi-
tion.

1Da-Nien Liu and Hui-Tzu Shih, "New Economic Devel ogpment Opportunities for Taiwan in
the Pos-ECFA Era," AsieMisons, no. 51 (A pril 2012): 19, http://www.ifri.org/downloads/
av5lcomplet.pdf.

B5Daniel Rosen and Zhi Wang, The Implications of China-Tai wan Economic Liberalization,
Policy Analyses in International Economics 93 (Washington, D .C.: Peterson Institute for
International Economics, 2011), 69. Other studies also support these projected gains, see
Shin-Horng Chen, Pei-Chang Wen, and Meng-chun Liu, Trendsin Public and Private In-
vestmentsin ICT R&D in Taiwan (Seville: Ingtitute for Prospecti ve Technol ogical Studies
[Joint Research Centre, European Commission], 2011).
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routing investment and trade away from third countries (reversing a prac-
tice adopted to circumvent officia restrictionsin Taiwan) andaligning their
fund flows and supply chains to China "directly" from Taiwan. The ECFA
isalso expected to create an environment in which the Taishang may re-
patriate their earnings and invest morein Taiwan. Asof the end of 2011,
this type of "return invesment" by Taiwanese bus nesspeople had in-
creased to NT$46.9 billion.*®

Since the categories of products that receive maximum coverage
under the ECFA are textiles, machinery, and petrochemicals, a revival of
Taiwan's sunset industries may be anticipated, both in terms of Taiwanese
companies obtaining favorabl e access to the Chinese market and a so being
ableto source duty-freeintermediate suppliesfrom China. This could mean
greater two-way tradein intermediatesand indugtrial realignment in Taiwan
in the af orementioned indugtries. In addition, there are five key areas in
which Chinese domestic policies—including post-financial criss simulus
measures—may induce growth in Taiwan'’ in the overall ECFA ecosystem:

1. The public works projects that have resulted from China's infra
gructure-oriented stimulus package have the potential to benefit
Taiwanese cement manufacturers (including Taiwan Cement, Chia
Hsin Cement Corporation, AsiaCement, Goldsun Group, and Chien
Kuo Group), and the sted industry (China Stedl).

2. The Taiwanese consumer electronics and automotive e ectronics
industries can potentialy benefit from two Chinese projects aimed
at boosting the supply of home appliancesand automobilesto rural
aress,

3. Taiwanese businesses could find investment opportunities in the
expansion of power facilities, railways, and telecommunications
in China

18 i u and Shih, "New Economi ¢ D evel opment Opportunities for Taiwan," 26.

17See Hs ao-hung Nancy Chen, "Pdlitical Economy of Cross-Strait Investments: The Tai-
wanese High-tech Industry as an Example," Seoul Journal of Economics 24, no. 2 (2011):
191; Chen, Wen and Liu, Trendsin Publicand Private Investments, 66, 67.
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4. Cross-Strait cooperation in industria standards (TD-SCDMA,
LCD, LED, and solar cells) could enable Taiwanese firms to get
involved in developing or designing Chinese industrid standards,
and this may translate into a greater market presence. Thiswould
also imply participationin globa innovation standards.

5. Tailwanese service providers may be able to tap the Chinese mar-
ket. Expangon in China could provide a lifdine for Taiwanese
banks, for example.

Already, it seems, the ECFA is ddivering on expectations where the
upgrading of servicesin Taiwan is concerned. The increase in tourism
from China, for example, hasled to the congruction of thirteen new hotels,
and thirty-one more are expected to be completed before 2013, with atota
investment of NT$120 billion.*® According to figures released by Taiwan's
Tourism Bureau under the Ministry of Trangportation and Communication,
the number of Chinese nationalsvisting Taiwan in2011 totaled 1.7 million,
up 42 percent from the 1.2 million who visited in 2010.”° In some ways,
thisis smilar to Hong Kong's experience with the post-2003 Closer Eco-
nomic Partnership Arrangement (CEPA) with China, under which the
growth in tourism from China stimulated growth in the restaurant and
hotel sectors along with other service industries.

Problem Areas
The officia English translation of the text of the ECFA expressly
dtatesthat it adheresto the principlesof equality, reciprocity, and progres-

18Chi ang Pin-kung, "Opportuniti es and Chal lenges for Economic Development in Taiwan
under the ECFA," Strait Exchange Foundation, September 30, 2010, http: //www.ecfa.org
.tw/Download.aspx?N 0=11& strT=ECFA Doc (accessed January 12, 2012).

19Jeffrey Wu, "Taiwan Economic Forecast to Grow on ECFA Effect, Chinese Tourigts,"
March 13, 2012, http://focusta wan.tw/ShowNew sWebNews_D etail .aspx? 1D
=201203130035& Type=aECO (accessed March 18, 2012).

20j ann-Chyuan Wang, "The Strategies Adopted by Taiwan in Responseto the Global Finan-
cia Crisis, and Taiwan's Role in Asia-Pacific Economic Integration," Japan and the Wor Id
Economy 22, no. 44 (December 2010): 260.

215ee Preamble of the Agreement, http://www.ecfa.org.tw/EcfaA ttachment/ECFA Doc/ECFA
pdf.
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siveness, in effect implying that it does not compromise Taiwan's political
datus. The stress on equality and reciprocity is oversated (eighteen farm-
ing and fisheries categories are permitted to enter the Chinese market with
no reciprocal liberdization offered by Taiwan, for example). The terms-
of-offer are dso "unegual” in someinstances. In the banking sector (under
services), branches of Taiwanese banks will have the privilege of offering
Renminbi (RMB) business to Taiwanese companies after just one year of
profitable operations (emphasis added).” This is alower entry threshold
compared to those for "foreign” banks, but is Ssmilar to the profitability
requirement for Hong Kong banks under the CEPA? The contentious
issues raised in the letter and substance of the ECFA include:

1. ECFA: apolitical compromise?

According to Chapter 5 (Articles 10 and 11) of the ECFA, disputes
will be handled by the Cross-Strait Economic Cooperation Committee
(CSECC) (specifically Article 11, sub-clause 1 (5)).** What is problematic
here is that though this committee is to be a task-oriented liaison mech-
anism, this sort of institutional arrangement is different from that of the
WTO® (see Appendix | for theWTO stages of dispute settlement). Inthe

225ee "Sectors and Liberalization Measures under the Early Harvest for Trade in Services”
at: http://www.ecfaorg.tw/ EcfaA ttachment/ECFA Doc/ Annex %201V %20Sect ors%20and
%20L iberalizati on%20M easures.pdf.

235ee "Mai nland and Hong K ong Closer Economi ¢ Partnership Arrangement (CEPA): Bank
Service Liberalization Measures under CEPA" at: http://www.tid.gov.hk/textonly/english/
cepaltrade servicegbank_liberalization.html. Interestingly, unlike the ECFA text, the
CEPA natesthat "for Hong K ong banks to set up branches or body corporates in the Main-
land, the total asset requirement at the end of the year precedi ng application is not less than
US$6 billion."

2The CSECC comprises senior officials from both sides and is a "joint" organi zation for
cross-Strait ties in which member official s represent their respective minigtries on trade
issues. See also Pashal. Hsieh,"TheChina-Taiwan ECFA, Geopdlitical Dimensions and
WTO Law," Journal of International Economic Law 14, no. 1 (2011): 142.

5The WTO GATT 1994 section (Article XXIV: 6 para12) dealing with Dispute Settl ement
stipulates that "the provisions of Articles X X11 and XXI111 of GATT 1994 as elaborated and
applied by the Dispute Settl ement Understanding may be invoked with respect to any mat-
ters arising from the application of those provisons of Article XXV relating to cusoms
unions, free-trade areas or interim agreements leading to theformation of a customs union
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" Saf eguard M easures between the Two Parties Applicable to Products under
the Early Harvest for Trade in Goods,"® it is noted under Article 5 that
the Agreement on Safeguards of the Worl d Trade Organization is applied mu-
tatis mutandis” under this Annex, the "Council for Trade in Goods" or the
"Committee on Safeguards" mentioned in the Agreement on Safeguards of the
World Trade Organi zation refers to the " Cross-Straits Economic Cooperation

Committee" under the Cross-Straits Economic Cooperation Framework Agree-
ment.

This arrangement is thus both interesting and ambiguous. Although
China has in the past avoided internationalizing Taiwan's status by using
the WTO Dispute Settlement Understanding against Taiwan, it has been
used on some occasions® There are three disputes involving Chinese
Taipei as the complainant and sixty-seven in which Taiwan is a third
party.®® During the WTO's first Trade Policy Review (TPR) on Taiwan,
China, led by its deputy permanent representative to the WTO, Li Enheng
( ), protested measures adopted by Taiwan (a ban on the import of
more than 2,200 Chinese products) and Taiwan's huge trade surplus with
China that limited trade with his country.® The point being stressed is that

or free-trade area" Those provisonsalready privilege consultation. See http://www.wto
.org/lenglish/res_e/booksp_e/analytic_index_e/gatt1994 _09_e.htm, and also see http://
www.wio.org/english/res_e/booksp_e/analytic_index_e/gatt1994 08 e.htm#article22 (ac-
cessed September 3, 2012).

%5ee " Safeguard M easures between the Two Parti es Appli cable to Products under the Early
Harves for Tradein Goods," http://www.ecfa.org.tw/EcfaAttachment/ECFADoc/Annex%
20111%20Safeguard%20M easures¥20B etween%20the%20Tw 0% 20Parties. pdf .

2"Mutatis mutandis, i n Latin, means: "wi th those things having been changed which need to
be changed."

20ne exampl e is Taiwan's imposition of anti-dumping duties against China in 2006 when
Chinese-made towels allegedly took over 70 percent of the market sharein Taiwan. See
Jessie Ho, "Taiwan to Levy Anti-dumping Duties on Chinese Towels," Taipei Times, July
26, 2006, http://www.tai peitimes.conVN ews/front/archives/ 2006/07/26/2003320426 (ac-
cessed March 12, 2012). Interestingly, Taiwan'sMOEA had in April that year submitted
aproposal tothe WTO to increase dutieson Chinese towel exports. Likewise, Chinatoo
hasfiled anti-dumping i nvestigations againg trading partners, involving Taiwan asathird
party.

2Search for disputes at: http:/ /www.wto.org/english/tratop_e/dispu_e/find_dispu_cases e
.htm#results.

30Allen Hsu, "Taiwan Delegates Clarify Positions at WTO Trade Pdlicy Review in Geneva,"
Taiwan Today, June 30, 2006, http://taiwanauj.nat.gov.tw/fp.asp?xltem=21931& ctNode
=122 (accessed September 3, 2012).
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following accession to the WTO by both China and Taiwan, it was some-
how felt that the WTO framework would provide the foundation of the
principle of equality and non-discrimination applicable to bona fide WTO
members.® However, since the signing of the ECFA, it seems asif a"po-
litical understanding” on equality has been compromised since an "ex-
WTQ" mechanism isin the process of being devel oped under the rubric of
theWTO in order to facilitate the"normalization” of cross-Strait relations.
Nowhere in the ECFA does it state that ingtitutional arrangements such
asthe CSECC will lapse oncethe ECFA graduates intoan FTA. Moreover,
it has been pointed out that other cross-Strait agreements (such as Article
15 of the Cross-Srait IPR Agreement and Article 11 of the Cross-Strait
Arrangement on Cooperation in Agricultural Product Quarantine and
Ingpection) have their own dispute settlement provisons which could
result in a"jurisdictional impasse” sncethey lie outsdethe ECFA CSECC
gructure.®

Curiously, the WTO homepage listing the ECFA has two versions of
the RTA "ID CARD" (asegment that carries a description of each RTA).
The default navigation leadsthe reader toapage (URL: http://rtais.wto.org/
Ul/PublicShowMemberRTAIDCard.agpx?rtaid=713) which liststhe ECFA
asanagreement between ARAT Sand the SEF, and the column"RTA Com-
postion” isleft blank. However, aless noticegble link on the same page
liststhisagreement as being between existing membersof the WTO, name-
ly Chinaand Chinese Taipei, with the RTA composition defined as "bilat-
era.” The latter is the more accurate description, which somehow is not
carried on the homepage itself. This may reflect the fact that China consi-

31Rong-1 Wu and Chi-Chen Chiang, "WTO jiagou xia de guoji maoyi yu Taiwan deyinying
celue" (The architecture of the WTO and international trade: strategiesfor Taiwan), Na-
tional Policy Quarterly 2, no. 2 (2003): 1-28; refer also to Lee Teng-hui's six-point state-
ment (specifically point 4) on "joi ni ng international organizationson thebasis of equali ty";
See Kevin G. Cal, Cross-Tai wan Straits Rel ations Since 1979: Policy Adj ustment and In-
stitutional Change Acr oss the Straits (Singapore: World Scientific Publishing Company,
2011), 5.

%2Hseh, "The China-Taiwan ECFA," 153.
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dersthe ECFA to be an "interna matter" and not a matter of bilatera ex-
ternal relations.®

The ECFA does not contravene the current provisions of the WTO,
specificaly paragraph 4 of Article XXIV of the Generd Agreement on
Tariffs and Trade (GATT) 1947 which recognizes the desirability of "in-
creasing freedom of trade by the development, through voluntary agree-
ments, of closer integration between the economies of the countries party
to such agreements."* However, the agreement fallsinto agray areawhen
it comes to meeting the requirement of paragraph 8 (a.1) of Article XXIV
of GATT 1947 (elimination of duties with respect to substantiadly al the
trade between the constituent territories) and paragraph 1 of Article V of
the Genera Agreement on Trade in Services (GATS)® (substantial sectoral
coverage of services). The ECFA clearly does not cover "subgtantialy all
the trade" between Taiwan and China. Moreover, in its current form the
ECFA even failsto qudify asan interim arrangement prior toanFTA, since
paragraph 5(c) of Article XXIV dipulates that an interim agreement will
"include aplan and schedule for the formation of such a customs union or
of such afree-trade areawithin a reasonable length of time."* The official
WTO "Understanding on the I nterpretation of Article XXIV of the Genera
Agreement on Tariffsand Trade 1994,"% also known as the " 1994 under-
ganding,” clearly points out that the "reasonable length of time" referred to
in paragraph 5(c) of Article XXIV should exceed ten yearsonly in "excep-
tional cases." This does not precludethe ECFA from eventualy becoming
a WTO-covered agreement. However, for that, additional appended "har-

33Rosen and Wang, The Implications of China-Tai wan Economi ¢ Liberalization, 142.

34"General Agreement on Tariffs and Trade (GATT) 1947," Article XXIV, http://www.wto
.org/english/docs _e/legal_e/gatt47_02 e.htm (accessed May 21, 2012).

35"General Agreement on Tradein Services," Article 5, http://www.wto.org/english/docs_e/
legal_e/26-gats 01_e.htm#ftnt1 (accessed M ay 21, 2012).

361 hid.

37The 1994 Understanding is avail able at http://www.wto.org/englist/docs_eflegal_e/10-24
.pdf. It states that "in cases where members parties to an interim agreement believe that 10

yearswould beinsufficient they shal | providea full expl anation to the Council for Trade in
Goods of the need for alonger period.”
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ves lists" and liberalization schedul es (not excluding the remaining ban on
theimport into Taiwan of over two thousand items from China) need to be
introduced in the not too digant future. Courting the exceptions clause
under paragraph 5(c) of Article XXIV, however, would bring Taiwan (not
just the agreement) within a gray area, the ramifications of which are de-
tailedin section 5 of this paper.

2. Necessary trade enhancement?

The second set of contentious issues raised in connection with the
ECFA relates to the nature of the production reorganization that may
emerge as aresult of theliberalization of trade. For ingtance, both Taiwan
and China are looking to smilar emerging industries (electric vehicles,
cloud computing, biotechnology, and green energy, among others), and
hence, in many ways, the two economies are poised at smilar starting
points for technological upgrading.® It is likely that there will be even
more relocation of operations and manufacturing capacity from Taiwan to
China as a result of the ECFA, a continuation of the reorganization of pro-
duction that was taking place in the previous restricted economic climate
(when Taiwanese companies were the original equipment manufacturers/
origina design manufacturers [OEMSODMS¢ of transnational corpora
tions in global production networks). This could actually result in are-
duction in invesment-induced trade, as trade previously generated from
Taiwanese investment in Chinamay actually be replaced by locd sourcing
of inputs dueto the localization of operationsin Chinaas Taiwanese firms
move further upstream in Taiwan (i.e., away from consumers and more
entrenched in globa production networks).* The arguments relating to
China's market potentia and the prospects for economic gains for Taiwan

38shin-Horng Chen, Pei-Chang Wen, and Meng-chun Liu, "The ECFA and Its Effect on
Cross-Strait Trade and Investment: A Taiwanese Perspective" (paper presented at the 22nd
Annual East Asan Seminar on Economics, National School of Development at Peking
University, CCER Beijing, China, June 24-25, 2011), 16, http://www.nber.org/~confer/
2011/easel 1/ shinhorngchen.pdf (accessed January 11, 2012).

*lbid.

128 December 2012



Post-ECFA Outlook for the Relationship across the Tai wan Strait

may actually generate such atrajectory as well.*

It is predicted that the ECFA will create over 260,000 jobs.* Some
of the exigting quantitative studies on the effects of the liberaization of
cross-Strait trade following the ECFA predict that changeswill belesspro-
nounced in the agricultural sector compared to manufacturing (chemicals,
rubber and plastic products, machinery and equipment, textiles, and ferrous
metals).” It is, however, too early to disaggregate the employment trends
after 2010 as strictly accruing to an ECFA-induced ecosystem (given that
the Early Harvest Plan is redricted to only 539 items from Taiwan, and
we should not prematurely assess the tariff rationalization schema) (see
table 3).

Based on the available data, it seemsthat there is avisible pattern of
employment recovery sarting in 2010. The cause of this recovery, how-
ever, cannot be conclusively attributed to an ECFA-induced reviva of
Taiwanese manufacturing, snce the employment gains are spread fairly
evenly over the services sector as well, and some of this may well bea
cyclical recovery from the slump in manufacturing and services after the
2008 financial criss. Thisisasoin line with the observation that for core
manuf acturing exports, such as Taiwan's number one export to China, elec-
tronic equipment products (HS Code 85), for which tariffs are aready low
on both sides of the Taiwan Strait (0.58 percent in China and 0.71 percent
in Taiwan), the touted benefits of ECFA-induced liberdization would be
limited.® Inthe coming years, therefore, itis morevital to observe how the
labor force is distributed within the economy across sectors and if that
reflectsthe emergence of any comparative disadvantages from reallocation
of competitiveness over time.

Apart fromthese contentiousissues, thereisalso fear of the unknown.
For ingtance, Chinese investors were previously barred from Taiwan, but

“O1hid.
“"Harnessing the Opportunities of ECFA," Taiwan Review, September 1, 2010, http:/

taiwanreview.nat.gov.tw/ctasp?xltem=113946& CtN ode=1337& mp=1 (accessed March
12, 2012).

42|_ju and Shih, "New Economic Development Opportunities for Taiwan," 21.
Slhid., 22.
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Table3
Employment Trendsin Taiwan: Pre- and Pog-ECFA

Yer Tod Ehdoed Uenployel Rivde Govennet Agiculture Indery Snies Urendoymet

ldor  pasos pEsas tdd erdod rate(sssndly

face ad el
20 9™ 9/ 23 570 %5 738 3534 520 29
0 98 9 H0 576 Bl 06 34 525 457
a2 9 9MHA 515 585 A6 9 338 5F 517
B 1006 953 93 5910 B3 @6 338 548 49
M 1020 976 H4 6137 P4 42 3514 561 444
b 10371 9 8 6374 Bl 320 3619 573 413
A6 1052 10111 M 6638 B4 4 370 5%/ 39
07 10713 102A /19 638 B2 A3 3718 5%2 39
2B 1083 1048 50 6956 %8 535 382 606 414
A0 10917 102 639 680 1040 33 3684 6L 586
210 1100 1048 577 706 1049 30 370 614 521
11 1120 10710 01 7,21 1388 2 38 626 430
2 1277 1086 a1 7456 1@8 545 390 630 418

Source: Compiled from "Manpower Survey Resultsin April 2012," Department of Census,
Directorate General of Budget, Accounting and Statigtics, R.O.C., http://eng.stat.gov.tw/ct
.asp?x1tem=31389& ctN ode=1608& mp=>5; "Employed Persons by Class of Workers," http://
statdb.cla.gov.tw/html/mon/c2090.htm; " Employed Persons by Section (Table)," http://statdb
cla.gov.tw/html/mon/c2080.htm.

thanks to the ECFA, around 247 investment opportunities have been made
available to them.* By 2010, ninety-two Chinese investments had been
approved by Taiwan (thirty-seven in Taipe City alone). Seventy-seven of
these projects were in the wholesale and retail sectors, while thirty-six
Chinese companies had invested in the professional (R& D), science and
technology, and | CT-related sectors.®® Another intense debate rel ates tothe
field of higher education. On August 19, 2010, Taiwan's Legidative Yuan
passed amendments to the Regulations Governing Relations between the
People of Taiwan and Mainland China, the University Act, and the Junior
College Law to allow Taiwanese universities to enroll full-time degree-
level students from mainland China. Yet another area of concernis the

4Chen, "Political Economy of Cross-Strait Investments," 184.
“lbid., 185.
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non-reciprocal liberalization of select agricultura commodities (and fish),
and how the Chinese may make inroads into Taiwanese farming and
fisheries, an important congtituency that has traditionaly been strongly
protected. The fear of the unknown, though articulated via various stake-
holders, is morea matter of conjecture at this stage.

Taiwan's Critical Moment

If we wereto operationalize the normalization of ties between China
and Taiwan in the form of agame in IR theory, the schema of payoffs that
best reflectsthe "trust dilemma’ between thetwoisthat of the " stag hunt."*
This trust dilemma can be understood from a cursory survey of the litera-
ture on the ECFA where critics and proponentsaike have yet to assgn any
"cooperative behavior" (as demonstrated in the signing and implementa
tion of the ECFA) with the functional equivalenceof "trust.” The stag hunt
is a game in which each hunter has the choice of hunting down a stag
(bigger meat; payoff of 2) or a hare (smaller meat; payoff of 1). To hunt
the stag for a bigger payoff, the hunters have to cooperate. So if one of
them chooses to go after the hare, which does not require cooperation, the
other hunter gets a payoff of O asit is not possible for one of them to catch
the stag on his own.

This kind of balance of interests ishelpful in conceptualizing the trust
dilemmain cross-Strait relations. The payoff for both partiesis based on
two drategies/actions. "managing status quo” (the equivaent of hunting
the stag snce it involves the complicated task of managing peace) and
"changing gtatus quo." In Taiwan's case, the latter refers to the red lines
that the main political parties are sometimes accused of breaching,”” namely

“For an overview, see Brian Skyrms, "The Stag Hunt," Proceedings and Addresses of the
American Phil osophical Association 75, no. 2 (November 2001): 31-41.

4The pan-Green parties comprise, chiefly, the Democratic Progressive Party (DPP) and Tai-
wan Solidarity Union (TSU) and are cons dered pro-independence; whereas the "Blue
camp"' (Kuomintang [KMT] and People First Party [PFP], chiefly) insdered soft on de-
fending the status quo.
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Figure3
The" Stag Hunt" in Cross-Strait Ties

Taiwan
Action/Payoffs managing status quo | changing status quo
) managing status quo 2,2) (0,1)
China
changing status quo (1,0) (1,1

declaring independence (an allegation against the DPP) and reducing cross-
Strait reationsto an " a-security” scenario (i.e., ending the " security concep-
tualization” of cross Strait ties, something that the KMT is accused of).
Likewise, for Chinag, "changing statusquo" would entail the use of military
force or diplomatic action to totally exclude Taiwan from participating in
the international community. The payoff matrix, according to one of the
possible utility functions, isillustrated in figure 3.

Fromfigure 3, it isclear that the " stag” will be captured if both hurters
can coordinate a range of actions (cogperation need not be analogous to
compromise for either party). However, the option of "changing status
quo" leaves the hunters with alower payoff. "Changing status quo" isthe
equivaent of thehare snceindividua strategies pursued thus are expedient
and reflect no mutuality of interestsin the outcomes that are obtained.

Even within the range of behavior that could beinterpreted as"man-
aging status quo" areas of concern could emerge. For instance, thereis
an expectation that the signing of the ECFA will act asabridgefor Taiwan,
leading to the signing of economic cooperation agreements with other
countries.® 1f one assumesthat Chinawill "alow" Taiwan to sign trade
agreementswith other trading partners, what are theforeseeabl e options?
In principle, this is not impossble given the interes that China has
shown since 2001, when it expresdy incorporated the need for "actively

48Chiang, " Opportunities and Chall enges," 25.
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participating in the multilateral trade system and regiona economic coop-
eration" in its tenth Five-Year Plan.*® For Taiwan, then, three pathways
gand out:

1. A bilaterd preferential agreement-based approach where Taiwan
would get to sign preferential agreements, smilar to the ECFA,
withits key trading partners. The most commonly cited instances
are the negotiations investigating the establishment of trade en-
hancement measures (TEM) with the European Union, atrade and
investment framework agreement (TIFA) with the United Sates,
an ECA with New Zealand, and possible FTASCEPAs with India
and Singapore. It is reasonable to assume that the conclusion of
smilar pacts would involve Chinds tacit agreement, otherwise
some of these (and others) would have made further progress than
they have. Thereisclearly an inward-bilatera biastoward China
in this particular approach even though in economictermsitis ex-
pedient, or least painful in terms of domestic economic restruc-
turing on preferentia terms. China would probably prefer this
option asit givesthe highest vigbility to its economic carrots, and
narrows the perimeter of cross-Strait interaction with an explicit
inward bias.

2. The second pathway involves Taiwan utilizing the af orementioned
spirit of "greater flexibility” to build bridges in a distinctly plurilat-
eral context (i.e, not preferentially excluding others). The initia
economic cogs are higher compared to option 1 since amultilateral
initiative such as the Free Trade Area of the Asa-Pacific (FTAAP;
growing out from the Trans-Pacific Partnership or TPP?), for in-

“0utline of the Tenth Five-Year Plan for National Economic and Social Development of the
PRC, adopted on March 15, 2001, http://news.xinhuanet.com/zhengfu/2001-10/18/content
_51471.htm.

%0The TPPis a proposed trade agreement between Augtralia, Brunei, Chile, Malaysia, New
Zealand, Peru, Singapore, Vietnam, and the United States under the APEC umbrella (with
Japan, Mexico, and South Korea recently expressing i nterest).
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stance, would entail deeper economic reforms than would bilat-
erdly (individualy) negotiated preferential agreements. Thisaso
requires Beijing to accommodate the economic interests that
Taiwan wishes to pursue. The implicit assumption in drawing this
diginctionis the "functional elbow space" that Taiwan has gained
in those multilateral forums (such asthe WTO, ASEAN, the Euro-
pean Union, and APEC) in which China's overt influence remains
subject to multilateral pressures as well. Given Taiwan's success-
ful application for observer status in the World Health Assembly in
2009, its attempt to gain observer statusin the International Civil
AviationOrganization (ICAO), or, even earlier, Taiwan's accession
to the WTO asacugomsterritory, or its membership of APEC, the
inward bilateral biastoward China that exists in option 1isashade
muted in this option.

3. Thethird option entails arestructuring of the Taiwanese econony
where exiging tariff barriers across the board are rationalized uni-
laterally. This process, abeit less expedient than options 1 or 2
(since it would entail more economic costs with deeper reforms),
would alow Taiwan some room to move away from the necessary
inward-bilateral bias toward China of the ECFA. However, this
option is not likely to fly with the business community asitis ex-
plicitly focused on unilatera reforms.

In the normal course of events, Taiwan would pursue a combination
of these pathways in the ECFA ecosystem, depending on considerations of
expediency. However, a problem will arise when the ECFA generates
dispute legidation againgt Chinaand Taiwan by other WTO members. As
mogt favored nations (M FNs), other WTO members who are not extended
the benefits of tariff reductions, intellectua property protection, or prefer-
entia treatment in areas such as banking (which is extended to Taiwanese
banksinthe ECFA), could mount challengesto China and Taiwan. While
the "enabling clause" permits WTO members to provide "differential and
more favorable treatment” to developing countries "in spite of" the MFN
obligation to all WTO members, neither China nor Taiwan could benefit
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from this interpretation since the "enabling clause"" exclusively concerns
agreements among "developing” countries—and Taiwan is not a develop-
ing country. Agreementsinvolving developed and devel oping WTO mem-
bers may only be subject to the requirements contained in GATT Article
XXIV (refer to the earlier discussion on WTO compliance).>

What thiscould imply for Taiwan isthe evolution of adistinct trading
template over the coming years. Such a"WTO-plus" template could take
theform of "walls' (alongthelinesof the high tariff wallsfor non-members
of the North American Free Trade A greement [NAFTA] or non-EU mem-
bers, for ingtance) which drawsboth Taiwan and Chinainto anarrower per-
imeter by projecting thisarrangement asa "Greater Chinaeconomic space”
or as an "internal matter" (as China claims that it is). This template gets
re-enforced whenever Taiwan exhibits an inward-bilateral bias toward
China in its pursuit of "bridges" with other WTO members. Therefore,
even astrategy of "managing status quo" would entail an active Taiwanese
drategy at multiple levelsto avoid a multilateralization drategy from de-
scending into a "WTO-plus' template that would be outside the comfort
zone of the ECFA—and might eventually automatically lead to a"changed
gatus quo." The dilemma is exemplified further by the expectation that
the new Chinese leadership under Xi Jnping ( ) may have a more
hands-on/flexible approach, as Xi, unlike previous leaders, has experience
in Fujian Province (and consequently guanxi with the Taishang).”® New
policies, such as "winning Taiwanese hearts and using economics to push
for unification," have already been articulated.> This could imply that Tai-

51The "enabling clause" is technically known asthe special and differential provision of "dif-
ferential and more favourable treatment reci procity and fuller participation of developing
countries." See original text at http://www.wto.org/english/docs_e/legal_e/enabling1979
_e.htm. For an excellent discussion on this with respect to Taiwan see Hui-wan Cho,
"WTO Needsto Know about ECFA," Taipei Times, June 1, 2009, http://www.tai peitimes
.com/News/editorials archives/ 2009/06/01/2003445066 (accessed May 14, 2012).

5230-Ann Crawford and Roberto V. Fiorentino, " The Changing Landscape of Regional Trade
Agreements" (discussion paper, no. 8, World Trade Organization, Geneva, Switzerland,
2005), 7.

53Gee " Xi Jinping 'Transcends His Predecessors: Expert," Taipei Times, February 17, 2012,
http: //imww.tai peitimes.com/News/taiwan/archives2012/02/17/2003525696.

%bid.
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wan'scomfort zone may actualy increase and for that reason there is even
more need to prevent cross-Strait ties from descending into a"WTO-plus”
template. For Taiwan, the spillover effect of an unmanaged status quo
could be similar to that in the European Union, where the free movement
of goods, services, personnel, and capital has generated a European iden-
tity.>® This should influence the various appended agreements that will
ater the final shape of the cross-Srait ECFA in the coming years.

Concluson

By closaly reexamining the narrative and substance of the ECFA (its
contents, clams, and problem areas), we can see that, initially, for areas
such asemployment generation, therewill be no smple causd relationship
between the ECFA-induced ecosystem and thereviva of Taiwanese manu-
facturing. However, the benefitsare certain. Cross-Strait relations will not
belimited to an ECFA-only framework sinceit ishoped that normalization
of reations between Taiwan and China will set the stage for more trade
liberalization agreements with other trading partners. Taiwan should es-
chew politicaly and economically expedient strategies with an inward-
bilateral bias toward Chinaand insead usethe ECFA ecosystem to pursue
its multilateralization strategy in the spirit of the "greater flexibility" pro-
mised by China.*®

55Ching-Chang Chen, "Understanding the Political Economy of Cross-Strait Security: A
Missing Link," Journal of Chinese Pdlitical Sience 15, no. 4 (D ecember 2010): 408.

S6Thisis not to suggest that thisis what is happening at presert in thelight of improved cross-
Strait relations. Asrecently as July 28, 2011, responding to a statement made by Wang Yi
( ), director of the Taiwan Affai rs Office, that "the Taiwan issue is mainland Chinasin-
ternal affair and must be resolved through negotiations between the Chinese people on both
sdes" Taiwan's Mainland Affairs Council (MAC) reiterated that "the Republic of China is
asovereign and independent country instead of the Mainland's inter nal issue" (emphasis ad-
ded). Further, onA ugust 23, 2011, while attending the ROC Centenni d Peace Day activities
in Kinmen, President Ma Ying-jeou emphasized that "no unification, no independence, and
no use of force isthe fundamentd princi ple under which the government currently handles
cross-Strait relations.” See http://www.mac.gov.tw/ct.asp?xItem=100490& ctNode =6605&
mp=3.
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As we noted earlier, the signing of the ECFA itself is indicative of
mutual cooperation (asin the stag hunt game), making games such as the
prisoner's dilemma, which invol ve non-cooperation, less useful for con-
ceptualizing the situation between Taiwan and China. Inthis context, we
identified anumber of possble pathwaysfromwhich Taiwan could choose
one (or a combination thereof). Recent efforts, such as the s gning of an
invesment protection agreement with Japan or the initiation of talks
with Sngapore or New Zealand, are being touted as direct gains from the
ECFA>" Asof now there have not been many tangible diplomatic gains
that can be attributed directly to the ECFA. Thelong-term objective should
be to help Taiwanese companies leverage Chinas resources, build strong
brands (the lack of mainstream Taiwanese brands compared to their OEM/
ODM success has been noted), and evolve economies of scae, penetrate
global markets, and boost Taiwan's international competitiveness.® If, in-
sead, Taiwan's path-dependency is toward the Chinese economy asa find
market, without an accompanying further restructuring of itsown economy
as a knowledge-based, innovation-driven, diversfied-trading entity—then
Taiwan may be locked into a stuation in which it will have to pay the
political costs of economic integration.

5Grace Kuo, "Taiwan to Embrace Greater Trade Liberalization," Taiwan Today, June 4,
2012, http://tai want oday.tw/ct.asp?x1tem=191669& ctNode=453& mp=9 (accessed June 5,
2012). However, a s milar investment protection agreementwas signed with India as early
as 2002, and ascientifi c and technological cooperation agreement was signed in 2007. Tai-
wan and Australia signed an agreement on avoidance of double taxation even earlier in
1996.

%8Wang, "The Strategies Adopted by Taiwan," 255.
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Appendix |
Flow chart of the WTO Dispute Settlement Process
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Source: http://www.wto.org/engli sh/tratop_e/dispu_e/disp_settlement_cbt_e/c6slpl e.htm
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