
the labor-intensive “sunset industries” — began to look abroad to
areas with lower production costs, more flexible environmental
regulations, and larger import quotas in the developed world.43

Given the cultural affinity and geographic proximity, China was a
natural choice.

Indeed, the move to the mainland was made even more attractive
by the orientation of mainland foreign economic policy in the late
1980s. It was at this time that Beijing implemented its coastal develop-
ment strategy that was specifically intended to make the east coast of
China an attractive venue for labor-intensive manufacture. Given the
“push” factors at work in Taiwan, the “pull” from the mainland dramat-
ically accelerated the movement of the island’s firms to the mainland.44

Thus, the drivers during the initial period of Taiwan investment on
the mainland were industries manufacturing shoes, umbrellas, tex-
tiles, and so forth.45 As the 1990s progressed, the nature of invest-
ment changed. Investment in manufacturing remained dominant at
more than 90 percent of the total, while agriculture and services rep-
resented less than 10 percent.46 However, the size and technological
sophistication of the investments increased over time and upstream
suppliers (for example, Formosa Plastics) followed their customers
to the mainland and companies producing for the mainland market
(such as those in the food industry) established a presence across
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the strait.47 Within a decade, there had been a dramatic change in
the profile of Taiwan-invested enterprises on the mainland.

Still, the most significant development was the migration of
Taiwan’s electronics industries to the mainland. On the eve of WTO
accession, these industries were the dominant investors, constituting
45 percent of the island’s FDI on the mainland, with metals and
metal products in a distant second place at 7 percent — a figure that
correlates with the dominance of these industries in Taiwan’s foreign
trade.48 At that time, 37 percent of Taiwan’s information technology
hardware was being produced on the mainland.49

Measuring the precise amount of investment on the mainland
during the pre-accession period is difficult, although its overall mag-
nitude is unquestionable.50 According to figures provided by
Taiwan, between 1952 and 2001, the government approved 24,160
applications for investment on the mainland, worth nearly US$ 20
billion. This made it the leading destination (at 39 percent) for 
the island’s outward investment during that period.51 The larger
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mainland figures claim that, from 1979 to 2001, the mainland was
the destination for nearly 50,000 projects from Taiwan, with a
contracted value of about US$ 55 billion and US$ 29 billion already
utilized. As a result, Taiwan was the fourth-ranked investor on the
mainland after Hong Kong, the U.S., and Japan.52

In sum, during the 1990s, there was a dramatic change in the
economic relationship between the two sides of the Taiwan Strait.
The former enemies had become economic partners. The scope and
the intensity of the rapid development of their relationship 
was remarkable. Yet, for many commentators, even more surprising
was the contrast between the flourishing cross-strait economic ties
and the almost simultaneous deterioration in the political/security
relationship. As Richard Bush53 writes in a recent study:

Since the late 1980s...the story line has taken two very different paths: economically
and socially, what was a no man’s land is now a superhighway of cross-Strait trade
and travel, while politically and militarily the two sides are locked in a stalemate of
mistrust and hostility.

As we shall see in the next section, the political-military tensions
surely escalated during these years. However, they did not do so on
a “path” apart from the economic developments. In fact, the difference
between the two was more apparent than real.

BEFORE THE WTO: GROWING POLITICAL TENSIONS

Despite the lingering impact of the civil war on cross-strait relations
after 1949, the two sides always agreed that the conflict was a domes-
tic matter between two political parties within the context of one
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China. As Deng Xiaoping noted in 1983, the KMT and the Chinese
Communist Party spoke “a common language” (see footnote 24).

As late as the 1980s, it seemed that Chiang Ching-kuo and his
KMT were still speaking the same language. Chiang upheld 
the notion of Taiwan’s inclusion in “one China,” affirmed the
domestic nature of the relationship with the mainland, and, as we
have seen, initiated a process that enhanced the economic contacts
between the two sides. However, he also began a reform process
that had the effect of reshaping the “central government” in 
Taipei into a government of the island, rather than of all of China.
By doing so, he eroded the island’s ties to the mainland, thus 
laying the basis for a radical change in the dynamics of cross-strait
relations.54

Chiang initiated a process of political reform that brought large
numbers of non-mainlanders into the KMT party and government,
and permitted the creation of an opposition party — the Democratic
Progressive Party (DPP) — that was committed to the further
Taiwanization of the government, as well as independence from the
mainland. Moreover, by abandoning the KMT’s insistence that other
nations and international organizations had to choose between rela-
tions with either Taipei or Beijing, Chiang began the process of
establishing a separate international identity for Taiwan.

After Chiang’s death, his successor, Lee Teng-hui, continued — and
even accelerated — these somewhat contradictory trends. On the
one hand, the new administration spoke the language of one China,
and created political institutions and a legal framework for increased
dealings with the mainland. Thus, from 1988 to 1993, the fundamen-
tal legislation governing cross-strait relations was promulgated;
organizations (both official and semi-official) were created for the
management of cross-strait relations; the National Unification
Guidelines that laid out a process for Taiwan to rejoin the mainland
were established; and the thick economic ties described above
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began to develop in an environment of cautious rapprochement.
Most dramatically, in 1993, talks were held in Singapore between
“unofficial” representatives of both sides — the first such meeting
since the end of the civil war.

However, in retrospect, it is clear that this meeting represented
not only the high-tide of cross-strait relations during the 1990s, but
also the beginning of the end of positive developments in both the
economic and political realms.55 As Taiwan and the mainland edged
toward the 1993 talks, the opposition, the pro-independence DPP,
accused the KMT of selling out Taiwan in party-to-party talks
through a new “united front.” These voices challenged the tradi-
tional KMT-CCP consensus that Taiwan was a part of China. In the
new democratizing Taiwan, these voices could be neither sup-
pressed nor ignored.

Negotiations between the former enemies in the civil war thus
no longer defined the nature of cross-strait talks. The KMT was a
ruling party within a developing democracy in which the nature of
the relationship with the mainland was now a bitterly-contested
political issue. If political progress were to parallel the economic
progress, it was now necessary to arrive at a new agreement regarding
the nature of each side and its relation to the other side.

As the Singapore talks approached, it was evident that although
the KMT government still adhered to the principle of “one China” in
name, its definition conflicted with that held by Beijing. Even
though Taipei noted the mainland’s claim that “one China” was 
the PRC, it maintained that “ ‘one China’... [meant] the Republic of
China founded in 1911...with de jure sovereignty over all of China
[but] jurisdiction only over Taiwan, Penghu, Kinmen, 
and Matsu.” On this basis, Taipei insisted that unification would 
be a multi-stage process to be negotiated by two equal, sovereign
entities.
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By the mid-1990s, Taiwan was routinely defining itself as an
“independent sovereign state since its establishment in 1912.” Lee
Teng-hui sought to substantiate this claim by increasing Taiwan’s
international profile through “pragmatic diplomacy” and renewed
efforts to enter the United Nations. In 1999, he appeared to erode
his commitment to the idea of one China by speaking of the “special
state-to-state relationship” (teshu guo yu guo guanxi) that existed
between Taiwan and China.

The reaction of the leadership on the mainland to the evolution
of Lee Teng-hui’s cross-strait policy was predictable. Follow-up talks
to the Singapore meeting scheduled for the summer of 1995 failed to
materialize as a result of Lee’s “unofficial” visit to the U.S. Rather, the
mainland flexed its muscle with missile tests close to the island —
a form of intimidation repeated on the eve of the first presidential
election in Taiwan in 1996. From that point on, Lee was seen as 
an advocate of independence, and when he enunciated his 
“two-state theory” in 1999, the PRC ended the tenuous political links
that had existed between cross-strait organizations and declared that
their renewal would require recognition of the “one China
principle.”

The election of Chen Shui-bian as President of Taiwan in March
2000 and the legislative gains of the DPP in December 2001 
exacerbated the situation. Because Chen and his party were closely
associated with the independence cause, on the eve of his election,
the mainland adopted a threatening posture. Although Chen struck a
moderate tone in his inaugural address, he co-opted the KMT view
that the ROC was already an independent, sovereign state; continued to
refuse to accept the “one China” principle, or the consensus of 1992,
as a precondition for talks with the mainland; and accelerated efforts 
to enhance Taiwan’s international profile. Characterizing his approach
to cross-strait relations as “insincere” and his efforts to secure a sepa-
rate international identity for Taiwan as seeking independence, Beijing
refused any dealings with Chen or his government and aggressively
sought to limit the island’s “international space.”

In short, after the mid-1990s, the two sides simply ceased to
speak “a common language.” As a result, negotiations stalled and the
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political relationship reached a new low point even as economic
relations lingered at their apex.

Yet, economic and political policies were not entirely as separate
as is so commonly assumed. The spillover of the political conflict
into the economic ties was manifest in the dispute over the negotia-
tion of direct shipping links between the island and the mainland.
Despite the growing economic presence on the mainland and the
wishes of many Taiwan entrepreneurs, Taipei held to its demand that
direct transportation links would have to be negotiated by govern-
ment representatives from each side. Although Beijing was willing to
hold such talks if Taiwan accepted the “one China principle” (which
it would not), the mainland proposed unofficial talks that were unac-
ceptable to Taipei. Meanwhile, Taiwan’s business people on the
mainland incurred the extra indirect shipping and travel expenses as
cross-strait economics were subordinated to politics.

This very public, and often bitterly-contested, spillover of political
concerns (the one China issue) into economic relations seemed an
exception in the trade and investment relationship that was devel-
oping from strength to strength during these years. In fact, this was
more a symptom, rather than an exception. Although lacking the
visibility of the dispute over negotiations of direct links, the deep
political differences between the two sides were creating a
distinctive trade regime that would have to be reconciled — or 
not — with the requirements of membership in the WTO.

BEFORE THE WTO: A VERY POLITICIZED 
TRADE REGIME

Almost from the inception of renewed cross-strait economic contacts,
Beijing was not shy about making it clear that these policies also
had an important political purpose. As Yang Shangkun, then China’s
President, put it in December of 1990:

We should make efforts to develop cross-Strait relations. The emphasis should 
be placed on economic and other exchanges in order to yi shang wei zheng
[exploit business to exploit politics] and yi min bi guan [utilize the public to urge
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the official]. We should lead cross-Strait exchanges in the direction to facilitate
unification of the motherland and the four modernizations.56

In other words, economic relations would create a constituency for
unification within the Taiwan business community. Economics
would create a united front from below, as China put its “hope in
the Taiwan people” (xiwang yu Taiwan renmin), rather than in its
government. Throughout the 1990s, as cross-strait political relations
deteriorated, official dialogue ended, and the issue of direct trans-
port links remained unresolved, mainland statements sought to
mobilize this constituency by emphasizing the importance of
improved cross-strait relations for Taiwan’s economic health.
Indeed, this message intensified (especially in respect to the eco-
nomic benefits of direct shipping) as the island’s economy braced
for an unprecedented decline on the eve of accession to the WTO
during the 2001–2002 period.57

In pursuit of these political goals, the mainland created a regula-
tory framework and political environment for Taiwan’s business
people on the mainland, which was both exceptionally open and
supportive. Paradoxically, at a time when China’s opening to the
world was still somewhat circumscribed, the privileges granted to
Taiwan companies were expansive. In July 1988, the “Regulations of
the State Council of the PRC for Encouraging Taiwan Compatriots to
Invest in the Mainland” extended regulations pertaining to foreign
companies to those from Taiwan; stipulated the types of investment
that would be permitted; pledged that Taiwan Invested Enterprises
(TIEs) would not be nationalized; permitted remittances abroad, and
so forth.

In addition, the compatriots (tongbao) of Taiwan also were
granted special privileges. In 1994, the “PRC Law on the Protection of
Investment by Taiwan Compatriots” that was further elaborated in
1999 in the “Detailed Implementation Rules,” according to mainland
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commentators, was intended to ease the concerns of Taiwan’s
investors. These regulations covered matters ranging from tax status
to the schooling of children to the protection of property to the enjoy-
ment of equal rights with Chinese firms with respect to the purchase
of materials and utilities.58

Taiwan enterprises received special privileges as well.
Preferential treatment was initially accorded to Taiwan enterprises
investing in the province of Fujian. In the years that followed, other
provinces and cities set aside special zones for investment by
Taiwan enterprises and provided added incentives such as tax
exemptions, duty free imports, land use rights, and so forth — some
of which were granted without the approval of the central govern-
ment.59 Moreover, according to mainland commentators, special
assistance was provided to these Taiwan companies in matters such
as obtaining loans or resolving disputes and the local branches of
the Taiwan Affairs Office of the State Council were required by law
to provide assistance to the Taiwan compatriots.60

To be sure, there were occasional suggestions of Taiwan
business people being subjected to political pressure and of their
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vulnerability to predatory local officials. However, in a detailed
study of the interaction between Taiwan business people and the
mainland government, Tung Chen-yuan also found considerable
evidence of efforts by Chinese officials both at the center and in the
localities to look after the interests of Taiwan investors, and to retain
their confidence during times of political or military tension (such as
during the 1996 cross-strait crisis).61

Finally, the mainland’s trade regime for Taiwan was intended
not only to favor and nurture investment from the island, but also to
keep it quite distinct from the international trade regime. Taiwan
businessmen were referred to as tongbao (fellow countrymen 
or compatriots), and although they were granted many of the
privileges of foreign business people (and sometimes treated as for-
eign investors), they were clearly in a different category on the
mainland.62 For example, Beijing refused to discuss an investment
protection treaty with Taipei because such a treaty would have 
suggested that relations were international in nature. Rather, 
investment protection was, as we have seen, legislated as if it were a
domestic issue, with the implication that Taiwan companies were
domestic in nature.

Taiwan’s regulatory framework for trade with the mainland was
also shaped by political factors — of both a domestic and international
nature. However, here, the orientation was the mirror image of that
prevailing on the mainland. At a time when Taiwan was progressively
liberalizing its trade regime vis-à-vis the rest of the world, it was
seeking to closely regulate interaction with the mainland.

From the inception of cross-strait economic relations in the
1990s, the government in Taiwan was torn between a policy of
restricting interactions with the mainland in the interests of limiting
perceived damage to the security and the economy of the island,
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and the desire to lessen political pressures emanating from the
business community for a more open trade regime.63 What resulted
was not only a fluctuating pattern of regulation, but also, more
fundamentally, a paradoxical situation, whereby a highly restrictive
trade regime for the management of cross-strait trade existed alongside
an apparently flourishing economic relationship.

Although Chiang Ching-kuo had unleashed the forces for cross-
strait trade and investment in the late 1980s, it did not take long
before the government became alarmed over the potential impact
on both the island’s economy, as well as on its ability to resist main-
land pressures. As early as 1990, there was official concern over
what came to be known as “mainland fever,” and frequent warnings
of the dangers of what, at that time, was a relatively small amount of
Taiwan trade and investment with the mainland.64 Over the next
decade, these warnings intensified, culminating in Lee Teng-hui’s
1996 direct response to Yang Shangkun’s pronouncement of 1990:

During this year’s elections, the Communists ended the close communications
channel that had been established. Until now they have practiced techniques of
“cold dealings” [leng chuli], and methods of “using the people to pressure the
officials” [yi bian bi guan] and [to] “use business to surround politics” [yi shang wei
zheng]...to counter this situation we must adopt the great principle of “avoiding
haste and being patient” [jingji yongren].65

Still, although there were occasional suggestions that a constituency
sympathetic to mainland demands was indeed developing, and
considerable concern that investment flight to the mainland would
“hollow out” Taiwan’s industry or cause the island to lose its
technological edge, the major worry in Taipei, during the 1990s,
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centered on the political leverage through economic sanctions that
the mainland would gain from the island’s growing economic
dependence.66 In order to prevent such an outcome, the govern-
ment initiated several measures to regulate and restrict economic
relations with the mainland.

In 1992, the Lee Teng-hui Administration promulgated the “Act
Governing Relations between the People of the Taiwan Area and
the Mainland Area” that established broad governmental powers for
the purpose of “regulating dealings between the people of the
Taiwan area and the mainland area.” Under the umbrella of this
legislation, more specific regulations to govern trade and invest-
ment, such as the “Regulations Governing Permission of Trade
between Taiwan Area and Mainland Area,” were put into effect in
order “to implement due control or administration of the trading
activities” across the strait.67

Four areas were subject to control by the government in Taipei.
Incoming investment from the mainland was, by and large, forbidden,
as was investment by Hong Kong companies in which mainland
companies held more than a 20-percent share.68 Second, there were
regulations limiting the movement of persons across the strait, espe-
cially mainland technicians or managers employed by Taiwan or
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foreign companies.69 Third, imports from the mainland were strictly
controlled. For example, in mid-1991, imports of 158 classes of
items were designated as permissible (a three-fold increase over
1988); by 1995, the number had increased to roughly 3,900 indus-
trial products and 200 agricultural products; and in the year before
accession to the WTO, approximately 5,600 agricultural and industrial
items were permitted, representing slightly less than 50 percent of
China’s classes of exports.70

For many in Taiwan, the final area of control was the most critical:
the regulation of investment on the mainland. In a manner similar to
the regulation of imports, the government sought to identify permis-
sible areas of investment on the mainland. During the 1990s, a com-
plicated regulatory framework for the approval of individual
investments, which considered the sizes of the investment, the types
of companies that could invest, and the classes of investments that
would be permitted, was developed. By 1994, almost half of the
9,000 types of products produced by Taiwan companies could be
manufactured on the mainland, with the government noting that
approval would be granted only if the manufacture of the products
in Taiwan could “no longer be competitive internationally.” At the
same time, some investment in the service industries on the
mainland was also permitted.71

After Lee’s 1996 exhortation to the business community to limit
its investments on the mainland, regulations were tightened, accom-
panied by threats of more diligent enforcement and severe punish-
ment for violations. Thus, in May 1996, a more stringent screening
process went into effect; investments were capped at US$ 50 million
(although exceptions were possible), and investments in infrastruc-
tural projects on the mainland were banned. Still, despite Lee’s
rhetoric and encouragement for Taiwan’s investors to “go south,”
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the government still classified over 6,600 classes of manufactured
goods that could be manufactured on the mainland — only 342
were prohibited.72 Persistent demands from the influential business
community for a less restrictive trade regime, as well as simple
evasion, remained at odds with the government policy.

In 2001, on the eve of accession to the WTO, the administration
of Chen Shui-bian tried to seize the initiative in managing economic
relations with the mainland. It abandoned the “no haste, be patient”
policy and replaced it with a policy of “active opening and effective
management” (jiji kaifang, youxiao guanli), which was both a
recognition of the failure of earlier attempts to regulate and a politi-
cal concession to business on the eve of the legislative elections. In
essence, the rules that followed from the new approach retained the
principle of government regulation of investments and imports, and
enhanced the “security coefficient of the economy” (“effective
management”), while simplifying administrative procedures and eas-
ing restrictions on the size of investments (for example, the US$ 50
million cap on investment size was eliminated) and on the types of
projects that could be initiated (“active opening”).73

In sum, although the active and often cooperative nature of
economic relations between Taiwan and the mainland provided a
sharp contrast to the stagnation and conflict of the political relation-
ship, the two tracks were not mutually independent. Although
neither side totally succeeded, each sought to shape the cross-strait
trade regime in a manner that would serve its respective political
ends. The complex intertwining and interaction of these two strands
with politics as the dominant factor was the defining characteristic
of cross-strait relations as both sides acceded to the WTO.
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BEFORE THE WTO: EXPECTATIONS AND OBSTACLES

There was considerable optimism regarding the economic potential of
dual WTO membership. During the preceding decade, a foundation
had been built for a close and mutually-beneficial relationship between
the mainland and Taiwan. This was not due simply to the magnitude
of the economic links between the two sides — their quality was also
important. A cross-strait division of labor tied to often-complex 
production chains had emerged, even as Taiwan enterprises on the
mainland established roots in the mainland’s cultural, legal, and eco-
nomic systems. For the most part, the existing size and quality of the
economic relationship seemed to provide precisely the kind of envi-
ronment that, after an inevitable period of adjustment, could thrive in
the trade regime mandated by the WTO agreements. As Barry
Naughton noted, the years before had seen the “close integration of
production networks without any institution for fostering overall eco-
nomic integration and despite significant unresolved political differ-
ences.”74 The world organization could provide the institutional
framework that was lacking, but the political differences would remain.

While the economic relationship that developed during the
1990s held the promise of dramatic expansion under the new trade
regime, the highly-politicized trade regime that had shaped it would
have to be radically reformed, if it were to conform to WTO require-
ments. As we have seen, both Taiwan and the PRC, by seeking to
achieve political/security ends through economic means, by parallel,
unilateral actions had developed regulatory frameworks for cross-
strait trade and investment, that were inconsistent with the WTO
and the associated agreements that they had pledged to respect.

Thus, although the lingering ban on direct transportation links
did not fall under WTO regulations, Taiwan’s restrictions on imports
from the mainland; regulations of movement of persons across the
strait; and blocking of mainland investments in the island’s service
industries, which had been motivated by the perceived need to limit
the island’s vulnerability to political and economic pressures from
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the mainland, were clear violations of the core principles of the
most-favored nation and national treatment. Although Taiwan might
have invoked the non-application clause (Article XIII) in the WTO
founding agreement or used the vaguer rationale of security con-
cerns (Article XXI), it chose not to.75 These non-conforming elements
remained in place as Taiwan entered the WTO.

For the mainland, the areas of possible non-compliance did not
revolve around restraints on incoming trade and investment.
Expansion, rather than restriction, served the PRC’s interests and
political goals. However, the special privileges granted to Taiwan
investors or favorable treatment on imports in order to increase politi-
cal capital did run afoul of the WTO’s core principles of most-favored
nation and national treatment as blatantly as Taiwan’s restrictions.
Still, although important elements in the mainland’s cross-strait policy,
these issues were dwarfed by the much larger question of the impli-
cations for the PRC’s “one China principle” were it to deal with
Taiwan within the context of the WTO either by applying its rules to
cross-strait trade, or by dealing directly with the island’s representa-
tives. To recognize that the WTO agreement applied in any way to
cross-strait relations would contradict the claim that these relations
were a domestic issue subject to no outside interference and, tacitly,
sanction Taiwan’s participation in a key international organization.
Yet, like Taiwan, the mainland chose not to exercise the exclusion
clause or to make claims based on national security.

Thus, the dual accession of Taiwan and the PRC to the WTO 
presented a paradox. As the result of historical conditions, both were
entering the organization against a background of promising economic
relations, while still steadfastly holding to fundamental policies vis-à-vis
each other which, as a condition of membership, they had solemnly
pledged to eliminate from their dealings with all other members.

In the chapters that follow, the contributors to this volume
address this dilemma, but they do so within the broader context of
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the more general impact of accession to the WTO on the economies
of Taiwan and China.

OVERVIEW OF THE CHAPTERS

In the first chapter, Tain-Jy Chen provides a survey of the domestic
consequences of WTO accession for both Taiwan and China. After
reviewing the accession agreements of each party, he examines the
concessions in industrial goods, agriculture, and services such as
telecom, insurance, banking and securities on Taiwan. In China, he
examines the concessions in tariffs, quotas and import controls, trad-
ing and distribution rights, and the service industry. He concludes
that Taiwan experienced no “major dislocation” due to accession. In
fact, Taiwan’s industrial sectors were able to make some inevitable
adjustments that would have been difficult to make without the
cover provided by the WTO accession demands. To some extent, a
similar process occurred in China and the perceived fears of the
impacts of WTO trade liberalization were cushioned by a variety of
technical measures. As has become obvious over the past four years,
post-WTO economic growth continued with no major disruptions.

Connie Huang-hwa Yang reviews the domestic legal and structural
changes that Taiwan had to make in order to fulfill its commitments.
Similar to Chen’s analysis, she finds that the long accession process
enabled Taiwan to make gradual changes that, in any case, were
desirable. Examining the legal history with the knowledge of an
insider, Ms. Yang explores how approaches to amending its laws were
expected to be used as a precedent for future trade pacts. She also
reviews the domestic consultative process for accession; the internal
tensions of the administration during the accession process; and the
internationalization of different agencies after accession. The role of
the foreign business communities was another factor that impacted
the redesign of the legal infrastructure. Finally, the chapter presents
two cases to illustrate the political difficulties Taiwan has confronted
after accession — the stigma attached to WTO accession due to the
public’s misconception of the merits of the WTO rules and China’s
refusal to treat Taiwan in the same manner as other WTO members. 
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In a guardedly-pessimistic conclusion, Yang writes that, for the
moment, China has no intention of interacting with Taiwan under the
WTO framework, but hopes that China’s domestic economic growth
will bring China’s political conditions closer to those of Taiwan.

In his discussion of Taiwan’s accession requirements and their
impact on economic policy, Chi Schive looks at the extent of Taiwan’s
deregulation in trade and investment policies toward the mainland,
notably in the commodities area. After introducing a projection of the
possible economic impact on both sides of the strait of the policy
changes made in accordance with the WTO rules, Schive explores the
reasoning guiding Taiwan’s current policies to restrict the scope of
cross-strait economic ties. He goes on to examine the unilateral
import and investment restrictions by Taiwan with respect to the PRC,
which resulted from this reasoning, and reviews existing Taiwan regu-
lations regarding investments in and technological collaboration with
the PRC. Schive notes that, if Taiwan continued its tight control policy,
real GDP was predicted to increase by 0.17 and 0.15 percent in
Taiwan and the PRC, respectively, whereas if Taiwan loosened its pol-
icy, real GDP was predicted to increase by 0.21 and 0.17 percent
respectively. He concludes with a call for Taiwan to continue to liber-
alize its trade policy in all sectors, including agriculture, which he sees
as Taiwan’s weakest sector.

Peter Drysdale and Xinpeng Xu use a trade efficiency and inten-
sity analysis to look at the relative benefits for Taiwan and China
after WTO accession. They find that, due to political restrictions,
Taiwan has not been able to take full advantage of China’s eco-
nomic liberalization and, thus, Taiwan’s industrial upgrading has not
progressed as quickly as it could have. In part, China’s pursuit of
Free Trade Agreements (FTAs) on sub-regional or bilateral bases has
also pre-empted many of Taiwan’s own interests in these arrange-
ments. The authors recommend a strategy for Taiwan of going
“loudly and actively globalist,” and including China in its liberaliza-
tion strategy. Taiwan should push for liberalization in goods and
services and remove trade discrimination against the mainland.

In his chapter on the political economy of cross-strait relations,
Joseph Fewsmith reviews the tight trade and economic links between
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Taiwan and China. He asks how such links — the “centripetal forces”
of integration — might interact with the “centrifugal pulls of identity
and politics” on both sides of the strait. After reviewing the benefits of
investment flows for both Taiwan and China, Fewsmith looks at the
impact of the investment trends on cross-strait economic and political
ties. He examines the case of the steel dispute in 2002 as an example
of increased cooperative behavior within an international organization.
Unfortunately, as Fewsmith notes, this was the only case of a dispute
being adjudicated in such a manner. However, Fewsmith’s conclusion
is relatively optimistic. He contends that WTO accession has been a
“boon” to both Taiwan and China, and that, within a range of politically
acceptable options, amelioration of tensions could occur.

In the first of the chapters on sectoral studies, Jih-chu Lee
reviews the state of the financial sectors in Taiwan and China. She
notes that this sector is commonly regarded as the weakest in both
of the two economies. One difference is that Taiwan has allowed
foreign financial institutions equal footing with local entities, thus
bringing in competition at an earlier stage in Taiwan. Lee identifies
the major weaknesses of Taiwan’s financial sector as the following:
too many banks; increasingly poor quality of assets; lack of innova-
tion in service offerings; and inadequate exit mechanisms. In a
cautiously-optimistic prognosis for the long term, however, she
notes that Taiwan’s reform initiatives in the financial sector, such as
the establishment of asset management companies, will create
greater efficiency over the next few years. In a similar review of
China’s financial sector, Lee finds greater cause for concern. Poor
supervision, distortions of loan portfolios, higher levels of NPLs, an
underdeveloped money and bond market, as well as an undisci-
plined stock market, remain highly problematic. She predicts an 
outflow of deposits, human resource problems, and increased com-
petition from new financial instruments. All this may be ameliorated
by an acceleration of financial reforms as the WTO regulations kick
in. Lee also reviews cross-strait cooperation in the financial sector
and offers suggestions for further integration.

Robert Ash notes that the agricultural sectors in both Taiwan and
China are vulnerable to foreign competition. However, the potential
costs of WTO accession are not the same for each side. In China, the
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possible dislocation of millions of farmers was seen as a real threat to
regime stability, whereas in Taiwan, the “age structure of its farm pop-
ulation, its more comprehensive social security provisions and the
greater cohesiveness of its social fabric promised to cushion the impact
of more intense foreign competition.” After a review of the accession
requirements and negotiated settlements, Ash analyzes the implica-
tions of the accession agreements for China and Taiwan. His wide-
ranging discussion of crop distribution, employment, and regional
implications concludes that the significance for agricultural restructur-
ing and intensified economic reform may be the most important results
of accession. In terms of cross-strait consequences, although Taiwan’s
economy has generally become more integrated with the Chinese
economy, in the agricultural sector, the data are not conclusive.

Charles Trappey presents an optimistic scenario for the future of
the electronics and the ICT sector. After reviewing the histories of
the electronic industries in both Taiwan and China, he compares the
WTO accession terms for each side. He notes that China had a longer
way to go than Taiwan to meet the terms of accession, but still has
made great progress. Trappey is confident that WTO accession will
continue to be the primary driving force for positive trade policy
changes in both China and Taiwan during the next few years.

Chwo-Ming Joseph Yu looks at the WTO’s impact on the auto
sector in Taiwan and China, and examines the types of cross-strait
cooperation, as well as the future prospects. Automakers on both
sides of the strait have increased their links with foreign companies,
but cross-strait trade has been limited due to political tensions. After
reviewing the world automobile industry and the many joint ven-
tures formed by major automakers in China, Yu proceeds to
describe the market characteristics in Taiwan and China. He assesses
the impact of WTO accession, examines joint ventures between
automakers from Taiwan and China, and summarizes the develop-
ment of cross-strait cooperation for firms in the automobile industry.
Yu finds that Taiwan and China automakers have become integrated
into the global automobile industry over the past few years. 
But, with the exception of parts trade, they have not achieved the
kind of cross-strait integration once thought possible due to political
conflicts.
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