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Introduction


Taiwan’s economy grew rapidly in the last four decades of the 20th century. Between 1960 and 2000, real growth in GDP has averaged about 8 percent. Unemployment averaged about 2.28 percent and inflation was kept around 4.5 percent. After 2000, however, Taiwan’s economic growth slowed, and in 2008, the global financial crisis hit Taiwan. The 2008 global financial crisis brought home the realization that an economic growth model reliant on exports could be vulnerable to market fluctuations. This paper
 examines Taiwan’s adjustments and positioning to meet the global economic crisis. The paper argues that the financial crisis revealed weaknesses in Taiwan’s export-oriented economic growth model, and that Taiwan is searching for a place in the post-financial crisis global economy. The first section examines Taiwan’s role in the global economic structure before the 2008 financial crisis and the government’s response to the crisis. The second section analyzes the global economic structure after the financial crisis. The final section examines Taiwan’s strategy adjustment in response to the new global economic structure. 

Taiwan’s place in the pre-2008 financial crisis global economy

The story of Taiwan’s rise into the ranks of the newly industrializing countries (NICS) is well documented.
 In the 1950s, the government implemented an import substitution strategy that favored such labor-intensive industries as chemicals, textiles, paper, and plastic. Under the government’s administrative guidance, Taiwan in the 1960s transitioned from import-substitution industrialization (ISI) to an export-led development strategy. As a result of these strategies, Taiwan’s annual GDP grew more than 8 percent in the 1950s and nearly 10 percent in the 1960s, with inflation kept below 5 percent. The government channeled this economic growth into education, health care and technology, enhancing Taiwan’s competitiveness in the global economy. During the Cold War, Taiwan provided an economic development model for other developing nations who rejected Marxist-inspired development theories. The Taiwan experience directly contradicted Marxist and Dependency theorists who argued that developing nations would remain poor unless they de-linked their associations with the industrialized countries.


Taiwan’s annual growth rate between 1960 and 2000 was 8.5 percent. Unemployment averaged 2.28 percent, while inflation was kept to below 5 percent a year. Rapid economic growth lifted the standard of living for most islanders. Per capita income increased from $144 in 1960 to $13,090 in 2000. In the 1980s, the cost of labor began rising fast, land access became difficult, and the government tightened labor standards and environmental protection.  Taiwan businesses started to outward FDI first to SE Asia and then to China. By 2007, Taiwan’s accumulated FDI reached $117 billion, 55.4 percent of which went to China. Of the investments in China, 31.5 percent were in the manufacturing of computer and electronic parts, components and products.
 The strategy of Taiwan investors was to take advantage of a nearly inexhaustible supply of cheap labor in China but maintain headquarters in Taiwan. This strategy increased Taiwan exports to China. Exports increased from $3.3 billion in 1990 to $21.2 billion in 2007. Meanwhile, Taiwan’s trade surplus grew from $2.5 billion to $18.3 billion. In 2002, China surpassed the US as the top destination for Taiwan’s exports. In 2007, Taiwan’s exports to China contributed 44.6 percent to the growth of Taiwan’s economy.


Despite its trade and FDI with China, Taiwan’s economy slowed down after 2000. After 2000, global economic and domestic political uncertainties caused domestic demand and private investment to slow. After 2001, the share of exports to GDP increased while that of domestic consumption to GDP declined. Stagnant domestic consumption and private investment lowered domestic demand and suppressed Taiwan’s capital stock formation, further decreasing the rate of economic growth. GDP growth slowed to 4.07 percent from 2000 and 2007 and unemployment rose to 4.26 percent.  In late 2008, Taiwan was slammed by the global financial crisis just as the economy was beginning to recover. Although the Taiwan’s real GDP grew 6.25 percent in the first quarter of 2008, it slowed to 4.56 in the second quarter as the financial crisis that started In the US as a result of the sub-prime mortgage market crash sparked a global recession and decelerated international trade. 

For the past decades, Taiwan had befitted from export-oriented industrialization under the framework of GATT/WTO, and Taiwan’s active promotion of its exports enabled Taiwan to participate in the global economy. The second half of 2008, however, exposed the vulnerability of export-oriented economies like Taiwan’s to the global financial crisis. In response to the crisis, financial institutions tightened credit. Weak global demand for goods decelerated the global economy. As a result, small open economies such as Taiwan experienced significant drops in exports, especially of information and communications technologies (ICT) products which are sensitive to global demand fluctuations. With fewer orders from its major trading partners, export of Taiwan’s ICT and electronic products decreased by 11.5 percent and 27.7 percent, respectively. With sharply falling export volume, real GDP growth in the fourth quarter of 2008 contracted 8.61 percent.

The Taiwan government adopted several policy measures in response to the financial crisis and the sudden drop in demand for Taiwan’s exports. To alleviate the impact of the financial crisis, Taiwan’s government in September 2008 launched the Economic Vitalization Package and implemented a succession of monetary policies, financial stability measures and fiscal policies to increase domestic demand, stabilize the financial system and maintain the momentum of economic growth.
 

These measures were an immediate response to an urgent problem. As Clark and Tan correctly point out in their paper, Taiwan is increasingly squeezed between industrializing developing countries and advanced economic powerhouses, such as the United States and Japan. Taiwan’s export-oriented economic growth model is increasingly challenged by other export-oriented economies. For the past four decades, Taiwan has been an export powerhouse. But its status is being challenged in the new global economy. States such as Taiwan are looking for what to do next. That is, Taiwan needs a new strategy both for its survival and for its continued prosperity. Twenty-five years ago, Peter Katzenstein investigated this dilemma in his groundbreaking work Small States in World Markets (1985). Katzenstein found a remarkable level of economic flexibility among small states in Western Europe. He claimed that small democratic corporatist states in Western Europe have been vulnerable to shifts in the world economy in the twentieth century, and that this vulnerability encouraged policy makers to make far-reaching structural changes to their economies. Typically, small states are “rule takers” (as opposed to the “rule makers” of the US, Japan and other larger states) in that they lack the power demanded by the strategies with which the larger states such as the US and Japan deal with economic change.
 For small states, economic change is a way of life. Small states, because of their small size, are dependent on world markets, and cannot choose protectionism. Nor does their economic openness allow them the luxury of long-term plans for sectoral transformation. Policy makers in small states chose policies that reinforce their position and resist political upheaval. Katzenstein argues that small states live with change by compensating for it, and cultivate strategies that respond to and reinforce domestic structures. He found that, confronted with change, small states have a preference for reflexive and flexible policy adjustment.


What does this mean for Taiwan, a so-called small state?
 What flexible policy adjustment is appropriate for Taiwan? The next section examines the global economic structure after the 2008 crisis, and is followed by an analysis of Taiwan’s position in the new global economy.

Global Economic Structure after the Financial Crisis


If Taiwan’s economy was stagnant before 2008, can we expect Taiwan’s economy to be stagnant after the financial crisis as well? To answer that question, we need to look at how the global economic structure changed after 2008. The global economic growth engine has been shifting gradually from the West to the East since the beginning of the 21st century, the latest stage of the globalization process of the last twenty to thirty years. Consistent with Deng Xiaoping’s economic reform policies that began in 1978, China liberalized its low-cost labor force, its land and natural resources. These changes allowed Chinese manufacturing to participate in the global manufacturing process. The twin phenomena of liberalization and globalization fueled China’s spectacular economic rise. China’s share of the global economy has been increasing significantly since the 1990s (Figures 1 and 2). 

Figure 1.








Figure 2.
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China’s opening offered new opportunities for Western businesses. Many multinational corporations moved their production lines to low-cost countries such as China and Vietnam. This development model benefited both China and the West. Western companies provide jobs, and helped fuel China’s economic rise. Made-in China products shipped all over the world satisfied the fast-growing consumption need of the West at low prices. The result was a great wave of consumption for the West, a great economic leap for China, and great loosening of liquidity for the global financial market. This global economic development model functioned very well for more than a decade and both producers (such as China) and consumers (such as the US) enjoyed a long period of low-inflation and high-growth. Ben Bernanke described this era as the “Great Moderation.”


The model had a fatal shortcoming, however. It ignored the fact that this “Goldilocks economy,”
 was unsustainable. The longer it lasted, the bigger the problem it created. Western countries failed to pay for cheap products made in China (and in the other Asian countries), with goods of the same value. To pay for the increasing consumption, they either borrowed more and more money from the next generation or increased their debt (either household or government, or both) year after year. Uber-consumption coupled with uber-debt caused a global imbalance. The huge trade surpluses China racked up was the causality of the huge U.S. trade deficit (as well as household debt and government deficit). The greater China’s surplus, the greater is the U.S. deficit, creating a greater imbalance of the global economy. The imbalance could be sustained for many years, but not eternally. Over the years, the US has borrowed too much from creditors and eventually the US has to pay back its debt.


The global financial crisis uncovered the fragility of the global economic development model. The crisis was not an accident, but was the unavoidable result of structural instability. In 2008, the export-oriented development model premised on over-consumption and over-borrowing faced a fatal challenge from the global financial crisis. While both China and the US benefited from the model, the US incurred an extraordinarily heavy debt burden. At some point, the debt needs to be repaid. An attempt to immediately pay off debt is called deleveraging.
 Figures 3 and 4 demonstrate the impact of deleveraging. The process is akin to a self-strengthening downward spiral. As more people reduce their leverage, the economy shrinks (or grows at a slower pace), which in turn makes people less willing to borrow and consume.

Figure 3.
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No longer able to access cheap credit, the Western countries can no longer consume cheap products as much as they wanted, and the turnaround pushes them into the difficult deleverage process which is expected to take several years.
 The deleverage process has slowed consumption in the West. In other words, global demand growth will rely less and less on the West. 

Figure 4.
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It is interesting to note, however, that while the global financial crisis drastically hurt Western economies, it hurt Asia-Pacific economies far less. When the growth model had been damaged, the old growth engine of the West also shifted to Asia. Thus, the impulse of the global financial crisis not only shook the global development structure, but also shifted the global economic balance of power.


As domestic demand in the West withered, domestic demand in China emerged as the new global growth driver. China, which for the past three decades had used the export-oriented growth model, is standing at the crossroads of a new development model. There are three reasons for the change in the model. First, foreign demand can no longer sustain China’s strong growth and the domestic demand inside China is finally taking off. Second, rising labor costs in China have begun to erode China’s cost advantage. Third, wealth accumulation in China is approaching a critical point, driving huge consumption growth as China urbanizes its rural areas. China’s 2008 Labor Law seeks to increase the standard of living standard for workers, while pressuring manufacturers to raise wages for their employees. Wages are rising due to a growing labor shortage (felt particularly in China’s coastal regions). Even before promulgation of the 2008 Labor Law, China’s per capita GDP had risen to more than $3,000 and the per capita GDP of China’s coastal regions had risen to more than $10,000. China’s wealth accumulation provides a solid foundation for strong consumption growth in the next decades. In that sense, the global growth engine looks to further shift its weight to the Asia-Pacific, at least to the foreseeable future. As consumption in Taiwan slows, Taiwan can take advantage of the growth of China’s domestic market. As the largest source of investment in China,
 Taiwan is already heavily vested in China’s economic rise. With such a large footprint in China, Taiwan businesses are in a good position to benefit from the rise.

There are some caveats, however. Although the old structure has collapsed, the new one still under construction and is incomplete. Although these new consumption patterns provide new business opportunities after the global financial crisis, the trend has not been as promising as it appears absent some necessary conditions. Income is unequally distributed in China, and the potential pool of consumers may not be as large as initially thought. The question then becomes “What are the further conditions for China to become the next end market and global growth driver”? Conditions that may limit China’s ability to become the next end market and global growth driver are: increases in the cost of labor, depletion of natural resources (such as coal for energy), higher food prices, natural disasters and possibly the threat of climate change. Therefore, attempts to increase living standards in China to levels seen in the West may generate a lot of business opportunities, but can cause disaster if the huge demand is constrained by the resource limitation without agile policy arrangement. 


In short, the global economic structure has been altered drastically after the global financial crisis. The West is waking up to the fact that it will one day need to deleverage. At the same time, China is emerging as the next consumer market. The Taiwan government needs to respond to this new environment with a comprehensive strategy. The next section discusses Taiwan’s new national strategy. 

Taiwan’s Strategy Revision in Response to the New Global Economic Structure

The CBC and government policy measure mentioned above were largely an immediate response to an urgent problem. Taiwan, however, also needs to address a larger problem. Where does Taiwan fit in the new global economy? This section considers options presented to Taiwan by the new global economic order. 


Strengthen Taiwan as vital link in global supply chain. Taiwan’s export-oriented growth strategy has positioned Taiwan as a vital link in the global supply chain of upstream component providers, mid-stream processors, downstream assemblers, and end-market consumers (Figure 5). 

Figure 5. The Global Supply Chain
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Hence, China, Taiwan, Japan, the United States and other countries each play a different but critical role in the chain, and any change on the part of one country affects the entire chain. Understanding the supply chain gives us a better understanding of the structural export/import breakdown, and a clearer picture of the China-Taiwan trade situation. China-Taiwan economic relations can be described as complementary: both parties do business together to play their role in the supply chain. During the process, Taiwan makes investments in China and generates a trade surplus with China (Figures 6 and 7).
 
Figure 6.









Figure 7.
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Taiwan’s surplus with China provides the necessary components to China’s factories, which assemble final products and ship them to overseas markets. In that case, any reshaping of Taiwan’s future strategies or policies should take into account this supply chain. However, both the Chen and Ma administrations concentrated on loosening government controls on China-bound investment.
 Whether controls on investment should be tightened or loosened should be part of a broader strategy, and should be considered not merely in response to changes in China’s policies, but should take into consideration the impact on the Taiwan people or the competitiveness of Taiwan’s domestic economy.

Furthermore, the question of whether Taiwan should increase economic ties with China should be considered in light of Taiwan’s global strategy position. For instance, if Taiwan over-emphasizes relations with China over that of its other trade partners, it would likely miss the key point of global strategic layout and self-positioning. In other words, Taiwan’s position in the new global economy it is not a game of bilateral trade competition or cooperation, but is a game of global positioning.

Figure 8.
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Figure 8 illustrates Taiwan’s exports to China (blue bar), imports from China (green bar), and its trade surplus with China (red bar). All of the numbers exhibited an upward trend, peaking in 2008 and then dropping in 2009 due to the global financial crisis. The increases reflected the greater integration of China and Taiwan into the global supply chain. Taiwan’s integration made Taiwan the world’s third largest holder of foreign exchange reserves (FX).  Taiwan’s foreign exchange reserves climbed from $74 billion in early 1990 to $84 billion in 1996 and to a whopping $325 billion in 2009 (Figure 9). 
Figure 9.
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Defy economic marginalization. The greatest threat to Taiwan’s economic positioning in the new global order is economic isolation or marginalization. Since is accession to the United Nations nearly forty years ago, China has sought to limit Taiwan’s diplomatic space by pressuring Taiwan’s diplomatic allies to switch recognition from the ROC to the PRC, and by insisting that its diplomatic partners adhere to its one China principle. In recent years, China has gone even further by trying to isolate or marginalize Taiwan in the global economy. In the age of economic globalization, national economies are integrated into the international economy through trade, foreign direct investment (FTA), capital flows, migration, and the spread of technology.
 Under GATT/WTO, the dominant trade pattern has been FTAs.
 China, however, discourages its diplomatic partners from signing FTAs with Taiwan. As China’s diplomatic partners far outnumber that of Taiwan’s, this no-FTA policy has serious adverse consequences for Taiwan’s presence in the global economy. To address this no-FTA policy and the possibility of economic isolation, Taiwan has sought to engage China rather than challenge it.
The most important strategy change of the Taiwanese government is its mainland China policies. Since his inauguration as president, Ma Ying-Jeou has maintained an atmosphere of reconciliation with mainland China. Cross-Strait relations have warmed up since the ice-breaking visit of the then KMT’s chairman Lien Chan to mainland China in 2004, and the historical bilateral talk between the chairman Lien of KMT and the chairman Hu of the CCP. Since 2008, both the governments of Taiwan and China have sought measures to improve Cross-Strait relations. The most significant of these efforts has been signature of Economic Cooperation Framework Agreement (ECFA) between Taiwan and mainland China. On its face, ECFA is a free trade agreement (FTA) that promotes economic cooperation and trade facilitation. The agreement is likely to bolster two-way trade quickly, given an “early harvest” of tariff reductions for a variety of products on both sides. Looking a bit closer, however, one can see that ECFA implies some element of political reconciliation. ECFA can be seen more broadly as port of an effort by Beijing to win the “hearts and minds” of the people of Taiwan. The Taiwan government positions ECFA as a strategic turning point to enhance Taiwan’s economic development. While the strategy may not be planned specifically in response to global financial crisis, it can be used to cope with the new world structure. Taiwan’s government had two major aims in pursuing ECFA. The first aim was to improve the economic relationship with China and benefit from China’s economic rise. The second aim was to improve Taiwan’s political relationship with China so that the ROC could augment economic ties with the rest of the world without interference from China. These two aims require some elaboration.

First, Taiwan wants to improve economic relations with China to benefit from China’s economic rise. China’s economic rise, coupled with its ability to weather the financial crisis relatively unscathed, has earned China a more important role in the global market. In light of China’s rising economic clout, Taiwan may have more chances to join the construction of the new global economic chain if Taiwan can enhance its economic ties with China. For example, development of China’s interior, urbanization of rural areas, emergence of domestic consumption, and liberalization of industries such as financial service, infrastructure, retailing and transportation all provide huge business opportunities for Taiwan investors. Tighter economic ties with China may also strengthen Taiwan’s strategic position in the region. Many people on Taiwan think that the island can play a more aggressive role in the regional or even global value chain. They claim that, given Taiwan’s location in Asia, the island can serve as a critical point in the supply chain. Specifically, Taiwan may position itself as the regional headquarters for MNCs in the Asia Pacific and as the regional capital raising center. Reaching this goal would require a massive effort on the part of the Taiwan’s government, financial and lending institutions and entrepreneurs. Furthermore, Taiwan would face competition from other Asia Pacific countries. Although ECFA is a starting point, Taiwan still has a long way to go to achieve the above mentioned goals.

ECFA’s second goal is to improve Taiwan’s political relationship with China, thereby increasing Taiwan’s economic ties with the rest of the world with less interference from China. FTAs are inter-governmental negotiations, and as such reflect not just economic goals of policy makers but also non-economic priorities of the state.
 One of the motives for formalizing FTAs is to improve a country’s status by gaining international recognition. The World Bank notes that many countries engage in FTAs to be noticed.
 Negotiations imply sovereignty, however, and China does not want its diplomatic partners to recognize the ROC on Taiwan. Taiwan, because the international pariah status imposed on it by China, has been largely shut out of the free trade regime. For many years, China has put political pressure on countries not to formalize or discuss FTAs with Taiwan. Although Taiwan does have trade agreements with other countries, they are mostly with their diplomatic allies. For instance, Taiwan has trade agreements with Panama, Guatemala, Nicaragua, Honduras and El Salvador, and is in negotiation with the Dominican Republic. The Taiwan government believes that signing ECFA will improve cross-Strait relations and trade, enabling foreign governments to enter into FTA talks with Taiwan. In particular, it believes that China would be more willing to allow its diplomatic and trade partners to sign FTAs with Taiwan.
 Free Trade Agreements allow Taiwan to expand cross regional trade links, thereby minimizing vulnerabilities to the variances of regional trade by spreading the risk, and spurring economic development. Thus, signing FTAs with major trade partners would enhance Taiwan’s strategic position, both economically and politically. From Taiwan’s perspective, signing FTAs with other countries has the added benefit of helping Taiwan expand its diplomatic space. 
Unfortunately for Taiwan, it appears that regional and cross-regional FTAs with China’s diplomatic partners only come through China. Taiwan’s economy is export-oriented, and Taiwan’s export competitiveness being threatened in global markets, with exports account for more than 70 percent of Taiwan’s GDP. Exports and a trade surplus are the driving forces of economic growth. In recent years, the wave of regionalism has generated more than 230 RTAs and bilateral FTAs in which the signatories grant each other tariff-free market access. If Taiwan is unable to participate in this trend, its export competitiveness will be greatly weakened.


In Asia, the ASEAN countries have taken the initiative in seeking FTA partners. ASEAN has formalized or negotiated ten bilateral CFTAs and promoted the idea of ASEAN plus N (i.e., China, Japan, Korea and India among others) RFAs. Starting this year, the successive establishment of the ASEAN-China, ASEAN-Japan, and ASEAN+3 free trade areas will further threaten Taiwan’s exports. The petrochemical, machine and auto parts industries will be among those that will be most affected. With the wave of regionalization and cross-regionalization, Taiwan is at risk of being left out of the game. In other words, the greater the number of countries that engage in FTA, the greater the threat put on those countries that fail to engage. The formalization of FTA on the part of ASEAN and other Asian countries put pressure on Taiwan to join the game to avoid the threat of marginalization. Without ECFA, Taiwan believes that China would continue to obstruct Taiwan’s efforts to enter into FTAs with trade partners, essentially isolating Taiwan at a time of growing regionalism and cross-regionalism.


There is no guarantee that China will allow other countries to enter into FTAs with Taiwan. Negotiating and finalizing an FTA is always a highly controversial issue even among states that don’t have a bug bear influencing their trade partners. In the case of other countries, different industries, constituencies and other actors may support or reject the proposed FTA. The conflict and negotiations between two countries usually takes years to work out an FTA. Taiwan has the added complication of China putting pressure on diplomatic and trade partners not to engage in FTA with Taiwan. In July, however, Taiwan officials indicated that China was finally willing to let Taiwan negotiate trade pacts with other countries.
 For example, Taiwan and Singapore will pursue a free trade-style deal under the WTO framework. However, both Taiwan and Singapore agreed not to characterize the agreement as an FTA, but only one as being on par with an FTA. China’s response (“We believe that Singapore will adhere to the one-China policy, and properly handle its economic and trade relations with Taiwan accordingly”) did not clearly commit China to blanket acceptance of the right of Taiwan to sign FTA or even FTA-type agreements with other countries, a right asserted by Ma and recognized by the US and presumably the WTO.
 Although Taiwan broached the topic of FTAs with other ASEAN nations, Malaysia and Thailand both indicated that they were satisfied with the existing trade agreements with Taiwan and did not need to sign an FTA with Taiwan. Taiwan is now eyeing Vietnam and Indonesia as potential FTA partners.

Even after signing ECFA, China will strongly influence any potential FTA that Taiwan seeks with any of China’s diplomatic or trade partners. China’s strategy will be to find the point which balances economic benefit (what it can give to Taiwan) and political goal (what it wants to take from Taiwan). All parties involved in the FTA concept (Taiwan, China, and the potential FTA partner) will be looking out for their best interest. Taiwan’s strategy will be to improve relations with China in hopes of getting positive feedback from China, which will enable Taiwan to extend its economic influence to other countries (through FTA). Taiwan’s motive will be to strengthen political ties with the FTA partner, enhancing Taiwan’s international posture. Thus, the signing of ECFA benefits both Taiwan and China. Through ECFA, China gains greater access to the Taiwan market, while Taiwan gets more control to engage in negotiations with other countries. ECFA, which on its face appears to be merely an economic arrangement, is actually a dilemma for Taiwan and touches the critical point of cross-Strait relations. 


But what if China puts pressure on its partners not to sign FTA with Taiwan? In that case, Taiwan companies may shift their headquarters or move more manufacturing facilities to China in order to take the advantage of the FTA between China and other trade partners, such as lower tariffs. In the worst case scenario, this hollowing out of Taiwan’s economy would damage Taiwan’s economy and further shake its strategic position in the region. A strategically weakened Taiwan might be the ideal solution for China, but would impair Taiwan’s ability to determine its own future.

Critics of ECFA argue that Taiwan is giving up too much sovereignty by signing the agreement with China. The opposition Democratic Progressive Party (DPP), which opposes ECFA, is concerned that the government will renege on previous commitments and promises to the Taiwan people. For instance, early discussion of ECFA indicated that Taiwan would not allow the import of agricultural products from mainland China, but the agreement signed by China and Taiwan allows the import of some Chinese agricultural products. Early discussions also indicated that there would be no import of mainland Chinese labor into Taiwan, but later discussions moved away from that position.
 Critics claim that ECFA might further hollow out Taiwan’s economy, and while certain industries will benefit, agriculture and semi-skilled labor will be unable to compete with the entry of cheaper Chinese products and labor.


While the impact of ECFA is primarily economic, it also has political implications. Consistent with Katzenstein’s finding that policy makers in small states chose policies that reinforce their position and resist political upheaval, Taiwan’s policy makers have cultivated a strategy that responds to the changes in the global economy and reinforces Taiwan’s domestic structure. Under ECFA, Taiwan will continue an export-oriented growth strategy, but will seek new and larger markets, such as China and China’s diplomatic partners, in FTAs. The policy adjustment represented by ECFA benefits the KMT more than the opposition. Deeper China-Taiwan economic ties benefit the KMT, which in the past decade has sought warmer cross-Strait relations. Although ECFA is designed to enhance economic ties between China and Taiwan, it may also have the effect of diluting pro-independence sentiment in Taiwan. Recall that China has not given Taiwan carte blanche to enter into FTA-type agreements with China’s diplomatic allies. Each agreement must first gain China’s approval. This means that Taiwan needs to consider China’s views in considering FTA with China’s allies. Because China holds virtual veto power over Taiwan’s attempts at FTA, it would be in Taiwan’s best interest to stay in China’s good graces -- even if it means making accommodations to the CCP. Hence, the KMT will seek to accommodate China so that Taiwan can enter into FTA to prevent its marginalization by China! Of course the KMT will want ECFA to succeed because ECFA is supposed to benefit Taiwan. If ECFA truly benefits Taiwan, there will be little support in Taiwan for rocking the boat, and as the genesis behind ECFA, the KMT can take credit for closer economic relations with China.


With ECFA in effect, the opposition DPP might lose popular support as the Taiwan electorate hesitates to vote for a political party that China clearly distains. China-Taiwan relations deteriorated during DDP rule from 2000 to 2008, and Beijing clearly favored Ma Ying-jeow over his DPP opponent in the 2008 Taiwan presidential election. While it is true that “all politics are local” and that Cross-Strait relations are just one issue of many in presidential elections, the very significant issue of ECFA could be a factor in persuading voters to maintain the status quo, that is KMT rule. 

Beyond ECFA: Nation Branding Taiwan. Taiwan’s quest for a position in the new global economic structure can also be understood in terms of nation branding. Nation branding is a new field of theory and practice which posits that countries have reputation, and that people form an impression of a country based on those reputations. Although these reputations are commonly built on stereotypes and clichés, they nevertheless color people’s perception of respective countries, regions or continents. Take the continent of Africa for example. According to Simon Anholt, a pioneer in the theory and practice of nation branding, Africa suffers from ‘continent brand effect.’ Because there is so little public awareness and knowledge of the individual countries, every country on the continent (apart from South Africa) ends up sharing the same reputation. According to Anholt (2007), when there is little differentiation among the countries in a region, negative impressions carry over to the entire group. Even a relatively prosperous and well-governed nation like Botswana ends up sharing perceptions of violence with Rwanda, of corruption with Nigeria, of poverty with Ethiopia and of famine from Sudan.
 Ironically, this “Brand Africa” is promoted by the media, international organizations, donor governments, and even unwitting celebrities whose impassioned pleas for aid build the brand image of Africa, not as fifty-three countries in various stages of development and struggle, but as a uniform, hopeless basket-case. Each of these appeals makes it harder for places like Botswana to break free from these negative associations.
 Under the theory of nation branding, Botswana and other countries seeking a place in the new global economic structure need to develop a ‘competitive identity,’ basically a positive, famous, well-rounded national reputation.


Like Anholt, communications scholar Evan H. Potter Potter claims that a country's brand matters. In his book Branding Canada (2009), Potter argues that international relations are increasingly driven by a handful of global media giants and numerous non-state groups that transcend the international and domestic spheres. Influencing public opinion abroad has become as important to achieving foreign policy goals as interstate negotiations. A good brand contributes to “soft power,” the ability to influence behaviour by persuasion rather than coercion. Developing a brand is the task of “public diplomacy,” which Potter defines as “the effort by the official institutions of one nation to influence the elite or mass public opinion of another nation for the purpose of turning the policies or views of that target nation to advantage.”
 Potter warns that if a country fails to tell its own story, its image will be shaped by the perceptions of others. One example is the decline of Canada’s image and its sudden re-emergence after a single magazine cover. Canada should have a brand, but successive federal governments neglected to enhance it. Canada’s image hit a nadir in 2003 with the publication of Andrew Cohen’s When Canada Slept examining Canada’s declining role on the world stage and when Time magazine ran a cover story bemoaning Canada’s declining influence. A single cover of the Economist depicting a moose with sunglasses that declared Canada’s liberal values as cool changed everything. It started an avalanche of positive press which the government co-opted and used to recreate Canada’s international reputation. The influence of one magazine cover altered the flow of public opinion.

According to Potter’s theory, the key to branding is to give people an exciting story about a country in which they are interested and to prove it over and over again in a variety of ways. This repetition creates accumulated recognition.
 Canada’s brand is a sophisticated, creative, multicultural, multilingual country with extraordinary natural wonders and vibrant, cosmopolitan cities. Other countries have carried out successful branding campaigns or are seeking national brands. Take for instance England’s “Cool Britannia” or The Isle of Man’s “Giving You Freedom to Flourish” and Columbia’s “Columbia is Passion.”  Singapore, widely known to be safe, clean and efficient, recently began a new nation branding strategy to shake off perceptions of it as a staid, if not sterile, city. A new brand in the works tries to project Singapore as a “Global City for Information, Communications and the Arts.”
 Abu Dhabi (UAE), whose oil-based economy is also facing structural adjustment, is trying to promote an internationally facing, Middle Eastern based, destination brand.

Taiwan has actually practiced public diplomacy for many years. The Chen administration tried to broaden Taiwan’s diplomatic space by developing “people’s diplomacy” whereby individual citizen groups interact with people of other countries in transnational or inter-society networks. A convenient method of private interaction is participation in international non-governmental organizations. As of 2005, Taiwanese had participated in activities of more than 2,000 INGOs. To raise awareness of Taiwan, its NGOs and INGOs participated in overseas programs in the spirit of the “Volunteer Taiwan” and “Love from Taiwan” initiatives.
 

To better facilitate Taiwanese public diplomacy, the Taiwanese government recently unveiled a plan to promote Taiwanese “gastrodiplomacy,” or culinary diplomacy. Taiwan’s diverse cuisine is well-loved among residents and tourists, but is not well recognized throughout the world. Taiwan wants to change that. The Ministry of Economic Affairs plans to invest NT$1.1 billion (about US$34.2 million) through 2013 to engage in Taiwanese gastrodiplomacy and promote Taiwanese cuisine. As part of the “gourmet Taiwan” campaign, the country will host international gourmet festivals as well as help send local chefs to participate in global culinary competitions.  It will also support the introduction of Taiwanese restaurants abroad, with a focus on major overseas shopping malls and department stores as well as sampling stations for Taiwanese cuisines at international airports.  The gastrodiplomacy plan is anticipated to enable local businesses to set up 3,500 restaurants in both Taiwan and abroad, and generate close to NT$2 billion in private investments. The plan gives Taiwan an opportunity to push its diverse culture into the global spotlight and rebrand the way it is seen in the world.


Although the “gourmet Taiwan” initiative is appetizing, it does not constitute a national brand. A country’s brand image has six dimensions: exports, governance, culture and heritage, people, tourism, and investment and immigration.
 Taiwan has very favorable attributes on all six dimensions, which makes Taiwan an attractive place to do business. In addition, Taiwan has the added advantage of occupying a key location in the Asia Pacific. Taiwan offers foreign businesses a safe location that is foreigner friendly and with easy access to mainland China, without the downside of actually being in China (such as party and government corruption, rising crime rates, health risks due to environmental degradation and demands for sensitive IT information as a condition of business). Taiwan consistently receives high ratings in global competitiveness surveys conducted by Switzerland’s International Institute for Management and Development and by the World Economic Forum. 


Taiwan’s Council for Economic Planning and Development (CEPD)
 recently announced plans for a global road show to promote Taiwan’s strategic position. The CEPD claims that Taiwan is the best choice for multinational enterprises that want to set up Asian regional headquarters or find alliance partners. Following the signing of ECFA, international enterprises that cooperate with Taiwan in deploying in the Asian market can enter the Chinese market under preferential conditions and be protected by an investment protection agreement. In addition, the better understanding that Taiwanese enterprises (relative to companies in other countries) have of China’s operating environment, and the comparative advantage provided by Taiwan’s 17 percent business income tax, can bring rich rewards to foreign companies that invest in Taiwan. Under the favorable conditions provided by ECFA, foreign investors in Taiwan not only will be able to draw on Taiwan’s existing industrial strengths, but also will enjoy a very promising business environment that enables them to secure more sustainable benefits.

Conclusion
Taiwan has one of the world’s most resilient economies. Taiwan enjoyed decades of explosive growth only to find it stagnating in the early 21st century. Just as it was recovering, however, it was hit with the global financial crisis. Two years later, Taiwan’s economy is again soaring. Taiwan posted growth of 13.1 percent in the first half of 2010, ranking among the best in the world. Although it would be premature to claim that Taiwan’s export-led growth model has been exhausted, post-crisis changes to the structure of the global economy demand that Taiwan reposition itself on the global stage.
Currently, Taiwan’s most important strategic goal after the global financial crisis is to reposition itself in the new global economic structure and use the incumbent resources and market conditions to create an indispensable status in the global economic value chain. The Taiwan government has already taken some important measures to cope with the global financial crisis, such as loosening monetary policy, stabilizing the financial system, and altering fiscal policies. While some of these were one-time measures or temporary measures designed to have an immediate impact, others, particularly loosening monetary policy, will have more effect in the medium to long run. Positioning Taiwan as the regional headquarters for MNCs in the Asia Pacific and as the regional capital raising center is a longer term strategy, but does not seem to have the consensus of policy makers. Implementation of ECFA is a long term strategic initiative. While negotiating a free trade framework with China, Taiwan hopes to be able to enter into FTA with other countries, thereby expanding its international space. These negotiations will reveal China’s true colors. One day, ECFA may be judged less on its merits as an economic agreement than on its ability to enhance Taiwan’s international position and thereby safeguard Taiwan’s security.

As of August, ECFA is just a framework agreement. China and Taiwan still need to negotiate detailed agreements on mutual investment and openness of the trade service sectors. Because of these outstanding issues, Taiwan still has some bargaining power to deflect China’s potential objections to Taiwan’s signing of FTA with other countries. The next stage of the process will certainly be more complicated than the first stage of reaching the ECFA framework. Taiwan’s negotiating skills will certainly be tested as China and Taiwan finesse the details of ECFA.
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