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Abstract 
The first section of this article briefly introduces the background for the initiation of ECFA(Economic Cooperation Framework Agreement), and points it out that ECFA is controversial mainly for its preferential (beyond MFN) nature under the circumstances of the highly politicized cross-strait economic relations.
The second section characterizes the “natural trading partners” argument as a benchmark for the discussion of pros and cons of ECFA, especially from the pure economic viewpoint.
The third section adds mainly the non-economic factors into the arena of cross-strait relations after ECFA.

At last, the gap between the rhetoric and reality, the implications of ECFA in particular, will be explored. 
Key words: ECFA (Economic Cooperation Framework Agreement), economic integration, economic statecraft.
1. China-Taiwan rapprochement and ECFA

Taiwan and the People`s Republic of China have long had a grave dispute on the question of sovereignty and the PRC even promulgated an “Anti-Secession Law” in March 2005 that mandated the use of “non-peaceful means” not excluding military force, to achieve “national unification.”
However, after taking office on May 20, 2008, the Chinese Nationalist Party (KMT) government under President Ma Ying-jeou adopted a policy of “setting aside the sovereignty dispute” 
with which Peking also shared and “economic issues could be dealt with first and political issues later.” 

In the wake of this shift, the process of cross-strait discussions through two intermediary organizations (SEF and ARATS),
 which had been interrupted since the Taiwan Strait missile crisis from July 1995 through March 1996, were resumed.

Subsequent talks led to 14 bilateral agreements and one declaration in areas including direct air and sea commercial linkages, tourism, IPR (intellectual property rights), judicial assistance and a memorandum of understanding (MOU) on financial supervision that significantly loosened previous barriers to cross-strait trade and personnel flows. 

Most notable of the new pacts was the “Cross-Strait Economic Cooperation Framework Agreement” (ECFA) signed by SEF and ARATS on June 29, 2010 in Chongqing, China, after one and half years’ negotiation. It means that Taiwan and China have agreed to establish a free trade area across in the coming years. An “early harvest” list has been announced, containing selected industries and services that enjoy preferential treatment immediately upon the implementation of ECFA scheduled on January 1, 2011.
Actually, the ECFA was initiated by Taiwan’s President Ma Ying-joeu in November 2008,
 which received a goodwill response from China’s President Hu Jintao on 31 December 2008. 

This preferential pact promises to have profound economic and political implications for Taiwan in at least the following three levels.

First, ECFA will stand as both a product and test of the cross-strait rapprochement which will in turn have implications for East Asian security that are beyond the scope of this paper. 

Second, as a bilateral trade deal, the ECFA will have impacts on Taiwan and other trading partners for its preferentiality and exclusivity respectively.

The preferentiality of ECFA will inevitably lead to even closer economic and trade relations between Taiwan and the PRC, and will have major economic and political implications. 

However, the ECFA policy has faced considerable opposition and skepticism within Taiwan and requests, which were rejected by the Taiwan government, were made for a national citizen referendum to ratify or reject the agreement. 

Although the agreement has been signed and ratified by the national legislature, ECFA will continue to be a major political issue and the next Taiwan presidential election in 2012 could well turn into a ”vote of confidence” on the pact.  

In addition, the exclusivity aspect of the ECFA may have negative implications for competing countries with economic interests in the PRC (notably South Korea) and whether such concerns will have major influences on the regionalism in East Asia will merit close observation. 

Third, the ECFA, as with other FTAs, serves not only as a trade policy but also an exercise in economic statecraft.

As Steil and Litan (2006) note, “Economic statecraft applies economic means to ends which may or may not be economic, such as FTA and trade sanctions.”
The spread of trade deals in East Asia since the late 1990s, notably the so-called “ASEAN plus One” free trade areas formed by the Association of Southeast Asian Nations and China, South Korea, Japan, India, Australia and New Zealand respectively, and “ASEAN plus Three” (China, South Korea, Japan), have provide room for the exercise of economic statecraft, especially by the PRC. This adds regional and international aspects to the already complex state of cross-strait relations. 

In general, markets have an inherently expansionary tendency which   politics may accelerate or inhibit. Yet, “no matter how closely politics and economics are interlocked in reality, it is surely possible intellectually (even rewarding) to keep them apart.”（Machlup, 1977) and this principle is even more salient to the discussions of cross-strait economic relations.
The following discussion will mainly begin from the standpoint of pure economic and trade considerations and then include domestic and external political and economic factors and base its analysis on the preliminary content of the ECFA, its liberalization schedule and effects.
2. “Natural trading partners” and the other arguments
Due to economic differences (factor contents and technology) and geographic proximity（as well as psychological distance）
, Taiwan and China are natural-trading-partner, and both benefit enormously from economic integration.
 

Take a trade for example, China plus Hong Kong has replaced the United States as Taiwan’s largest export market since 2000, (see Figure 1) as well as the biggest trading partner since 2003. In addition, trading amount since 2005 has exceeded $ 100 billion, and Taiwan has enjoyed trade surplus for a long time.
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Figure 1 China is Taiwan’s biggest market for exports since 2000
This is because since the 1990s, lower stream industries along with middle and higher stream industries swarmed to China, causing demands for intermediate products and components of Taiwan, which is typical investment-driven trade. Nowadays, over 90% of Taiwan’s exports to China are intermediate products and components. 
Employing China as production bases then exporting end products to consumer markets like US and EU is a well known model for “Triangle trade”.  The prominence of so-called “taking orders in Taiwan, but producing in China” is another unique phenomenon. Almost one half of the orders of manufacturing products in Taiwan now are produced overseas, especially in China.

Besides, China accounts for the largest destination for Taiwan’s outward foreign direct investment (FDI) since middle of 1990s, now is estimated at least $150-200 billions. 
The competitive pressure from the globalization is the main reason of East Asian regionalization which could be expressed in two aspects: increasing intra-regional trade in intermediate goods and components, and FDI within this region, especially in the information and communication technologies (ICT) sector. 
This gives an explanation why Taiwan’s exports is more and more dependent on China’s market, while both sides are parts of a closely connected East Asian production network. China is playing the vital role of the lower streams assembly for various manufacturing industries to which Taiwan’s huge investment and management practices also contribute.

The emergence of China is characteristic with size, growth, and openness that lead China to become an important trading partner for Taiwan and East Asian countries. See Table 1. 
Table 1 China becomes the top trading partner of many countries, including Taiwan (2009)
	
	Population
(million)
	GDP
(USD billion)

(PPP) 
	GDP per capita

	Main Export Markets
(%)
	Main Import Resources

(%)

	Taiwan
	22.8
	378

（790）
	16562


	1. China（28.0）
2. H.K.（15.2）
3. US（12.2）
4. Japan（7.5）
	1. Japan（20.9）
2. China（14.1）
3. US（10.4）
4. S. Korea（6.0）

	China
	1330
	4909

（9019）
	3681


	1. US（18.4）
2. H.K.（13.8）
3. Japan（8.1）
4. S. Korea（4.5）
	1. Japan（13.0）
2. S. Korea (10.2)
3. Taiwan（8.5）
4. US（7.7）

	US
	306.8
	14258
	46475
	1. Canada（19.4）
2. Mexico（12.2）
3. China（6.6）
4. Japan（4.8）
5.UK（4.3）
	1. China（19.0）
2. Canada（14.4）
3. Mexico（11.3）
4. Japan（6.2）
5.Germany（4.6）

	Japan
South Korea
ASEAN（6）
Indonesia       

Malaysia
Philippines
Singapore
Thailand
Vietnam

	127.1

49.4      

575.5

240.3

28.3

98.0

5.0

67.0

87


	5078

（4117）
831

（1374）
1419

（2793）
528

（964）
196

（379）
160

（324）
172

（193）
256

（534）
93

（256）

	39958

16824

2467

2197

6928

1636

34492

3820

1065


	1. US（18.9）
2. China（16.1）
3.EU（12.5）
4. S. Korea（8.1）
5. Taiwan（6.3）
1. China（23.3）
2. US（10.4）
3. Japan（6.0）
4. H.K.（5.4）
1. Japan（20.2）
2. US（9.5）
3. Singapore（9.4）    

4. China（8.5）
1. Singapore（14.7）    

2. US（12.5）
3. Japan（10.8）
4. China（9.5）
1. China（34）
2. US（16.9）
3. Japan（16.4）
4. H.K.（12.0）
1. Malaysia（12.1）
2. Indonesia（10.6）
3. H.K.（10.4）
4. China（9.2）
5. Japan（5.5）
1. US（11.2）
2. Japan（11.2）
3. China（9.1）
4. Singapore（5.6）
5. H.K.（5.6）
1. US（21.5）
2. Japan（10.8）
3. Australia（7.0）
4. China（5.9）
	1. China（22.3）
2.EU（10.7）
3. US（10.7）
4. Australia（6.3）
5. Saudi Arabia（5.3）
1. China（16.8）
2. Japan（15.3）
3. US（9.0）
4. Germany（3.8）
1. Singapore（16.9）
2. China（11.8）
3. Japan（11.7）
4. US（6.9）
1. China（12.8）
2. Japan（12.5）
3. Singapore（11.0）
4. US（10.8）
1. Japan（18.3）
2. US（15.2）
3. China（14.8）
4. US（13.8）
1. Malaysia（11.9）
2. US（11.8）
3. China（10.6）
4. Japan（8.1）
1. Japan（18.8）
2. China（11.2）
3. US（6.4）
4. UAE（6.0）
5. Malaysia（5.5）
1. China（20.4）
2. Singapore（11.8）
3. Japan（9.6）
4. S. Korea（7.7）


Source: EIU (Country Report/Forecast/2010).

With its increase in income, China has become an important emerging market. Also, the global financial crisis in 2008-2009 has a considerable effect on the bilateral economic and trade relations across the Taiwan Strait. While the economy of developed countries such as the U.S. and Japan continues to languish, China’s post-crisis growth remains above 8%, which is bound to replace the falling demand of Western countries and enhance the cross-Strait economic and trade relations.
In addition, Taiwan, as a more developed economy, is supposed to be better able to enjoy some advantages in the process of economic integration. It is therefore more possible that Taiwan can pursue a higher economic integration but maintain a moderate interdependency by increasing product differentiation or lowering the substitution effect of major products.
 
As Taiwan has a better social security system and a more stable society, it is more capable to mitigate the social dislocation as a result of exposure to open trade. 
The factor of “economic scale” also plays an important role in cross-Strait economic and trade relations. Generally, it is easier for a country with a smaller economy to adjust the relative prices of, say, capital and labor, and thus has better access to opportunity for and benefits from economic integration with other countries.
However, “no pains, no gains” Economic integration can bring benefits as well as social costs. As a smaller country can easily adjust the relative prices of factors of production, it can experience greater adjustments or fluctuations in its industrial structure. Social adjustment costs are mainly represented in the forms of unemployment, wage decreases for low-skilled workers, worsening income distribution, and increase in government’s expenses in unemployment allowance or social aid.

On the other hand, a larger country normally has a higher degree of division of labor and therefore less economic integration with other countries. A smaller country, in contrast, tends to form an “asymmetric interdependency” with a larger neighboring country (see the following section for the analysis of its political and economic implications). The two sides of the Taiwan Strait offer an example: More than 40% of Taiwan’s exports go to China (including Hong King), but China’s exports to Taiwan accounts for at most 2.3% of China’s total export trade. 

According to Messerlin (2008), small countries are rather active in the recent bilateral FTAs for the balance of domestic forces is likely to be the same, or even to be more favorable, with a bilateral than a WTO deal. The small country’s import-competing industries are likely to face roughly the same competitive forces in the case of a bilateral with a large country than in the case of a WTO agreement because the large country’s producers are roughly as efficient as world producers for a wide range of goods. Meanwhile, the small country’s exporters are likely to perceive a bilateral as providing them as many export opportunities as a WTO agreement because the large country markets are large enough to absorb their export capacities. 

The ECFA is a preferential trade agreement (PTA) with ambiguous static welfare effects, combined with the positive effect of “trade creation” and negative effect of “trade diversion”. However, the ECFA is expected to have net positive effect, because China’s is efficient in production for a wide range of goods that the supplier prices by China is near to the world prices.  

One caveat is that the net effects of economic welfare due to PTA might be dubious if the assumption of immobility of production factors is relaxed. 
Lastly, according to Pelkmans (2001), the initiation of the integration is not just about eliminating obstacles passively; it requires support by means of active institutional coordination. Specifically, to achieve effective economic integration, it is necessary to go beyond “at the border” issues such as the tariff rates, and into the “behind the border” issues of harmonization of policies and regulatory regimes. 

Yet coordination in domestic policies and so on inevitably involves questions of jurisdiction or sovereignty, which always constitutes barriers for the two sides of the Strait.
Table 2 summarizes the analysis above.

Table 2: Catalysts and constraints for cross-Strait economic integration (from the perspective of Taiwan)
	Factor
	Explanation

	Catalysts

	East Asia production network
	· The two sides across the Strait both belong to the network, and Taiwan is responsible for supplying intermediate products or compartments.

	Global financial crisis (event)
(2008～2009)
	· Taiwan’s economic growth has been slower in recent years, while China’s market continues to grow rapidly.

· In case of a decline of the EU and US markets or a retreat of globalization, Chinese market may provide the demand for Taiwan’s exports. 

	Economic development (structure)
	· Taiwan, as a more developed economy, is better able to pursue a higher economic integration but maintain a moderate interdependency by increasing product differentiation. 
· Besides, the more established social security system would make Taiwan a better place to mitigate the social dislocation due to the exposure to open policy. 


	Relative economic scale (structure)
	The other things being equal,
· it is easier for a country with a smaller economy to adjust the relative prices of, say, capital and labor, and thus it is more feasible to potential benefits from economic integration (market)
· A smaller country tends to sign an FTA with a larger country that is its natural trading partner (institution) (Messerlin, 2008)

	Constraints

	Asymmetric interdependency
	With Taiwan becoming more dependent on China economically and bilateral political and economic integration deepening, there are rising concerns within Taiwan. 

	Income distribution (social stability)
	Taiwan’s income distribution is worsening (through factor price equalization), but Taiwan Administration’s financial capability (in terms of tax burden) is low 

	Deep integration
	Behind-the-border issues involve questions of jurisdiction or sovereignty.


3. ECFA and its discontents 

In its appeal to the public’s support for the ECFA, Taiwanese government makes defensive and constructive arguments. 
It is argued defensively that the ECFA is a strategic policy to prevent Taiwan from being marginalized in the international trade arena, especially after the “ASEAN plus One/ China” FTA went into effect in 2010 and the possible prospect of ASEAN plus Three” (Japan, China, and Korea looms. Moreover, the ECFA might lead to or “contribute to” more FTAs between Taiwan and its leading trading partners without being marginalized.

On a more constructive note, the ECFA will help Taiwan increase its industrial competitiveness, attract foreign investors, and enable its economic development to be promptly and closely integrated with the fast-growing Chinese market. 

However, the arguments for the ECFA are yet to be validated. The most overstated argument is attributing the urgency of signing the ECFA to that “ASEAN-China FTA went into effect on this year.”As a matter of fact, the real impact of ASEAN-China FTA on Taiwan’s exports to the Chinese market is trivial because the ratio of exports from Taiwan to China that overlaps with those from Southeast Asian countries is not high
What might impose a real impact on Taiwan is “ASEAN plus Three” FTA—a FTA between the ten ASEAN member states and South Korea, Japan, and China—or a Northeast Asian FTA comprising Korea, Japan, and China. This is true because these FTAs cover not only China whose market Taiwan is a major supplier but also South Korea that competes with Taiwan in a wide range of goods. However, whether the “ASEAN plus Three“ will be established remains as elusive as ever. 
Given that the economic impacts of “ASEAN plus One” on Taiwan are limited, and the prospects for “ASEAN plus Three” remains pessimistic, it might be an overstatement that ECFA calls for urgent actions.
In the perspective of industrial development, one of the main reasons to sign the ECFA is to gain certain advantages for petrochemical products and plastics materials exploiting its preferential tariff programs in the Chinese market. Companies from these industries in Taiwan are confronted with severe competition by their counterparts in Japan and South Korea, both of which have not signed FTAs with China.
Diagram 1 illustrates that selected features of cross-strait trade liberalization. 

First, the debate over trade liberalization in the context of the cross-strait relation is more complicated than the usual cases, which are normally restricted to policy choices/or trade-offs between “openness” and “domestic stability”. However, the national security and Taiwan’s sovereignty should be also included in the case of ECFA.

Second, while economic integration does not necessarily lead to political unification, however, the preferentiality of ECFA will bias toward it.

Third, there are concerns of economic protectionism and the issues of government offering compensation schemes and appropriate safety nets such as social security for the less competitive businesses due to the economic integration. It is noteworthy that the concerns over national security tend to align with the protectionism. 
Last, “normalization” of cross strait relations is a well-accepted rhetoric among various parties in China and Taiwan. It can refer to either the WTO MFN treatment or the elimination of unnecessary barriers, such as lifting the ban on cross-strait direct links, or cooperating on functional issues based on actual needs, such as bilateral investment and tax agreements. However, a preferential trade deal like the ECFA goes much further than normalization.
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Diagram 1: Three dimensions of Cross-Strait political-economic relations (from the perspective of Taiwan)
The main arguments proposed by opponents and suspects against the ECFA could be summarized into four aspects. They are as follows
· The signing of the ECFA means that Taiwan will adopt a different economic approach towards China, from discrimination to favoritism, which is controversial for the sensitive relations between Taiwan and China.
· The ECFA might therefore worsen the distribution of income in Taiwan.
· The ECFA will deepen Taiwan’s economic reliance on China and further skew the asymmetric interdependence.
· The worst case scenario is that Taiwan will be still unable to sign FTAs with its major trading partners in the future after the signing of the ECFA. 
3.1 ECFA: jumping from discrimination to favoritism 
As cross-strait economic issues have been highly publicized, Taiwan, which has not yet fully fulfilled its WTO commitments, is now put under pressure to shorten its timetable for liberalizing its markets following the signing of the ECFA.

By politicizing cross-strait economic issues, in the end China plans to achieve its political agenda of “unification via economy”, a strategy that has remained unchanged. 

China never hesitates to admit that the reasons why it is willing to “yields on its interests” in the ECFA negotiations are that Taiwan compatriots are its brothers and that the ECFA is constructive to unification. 

At the same time, Taiwan has unilaterally adopted the trade policy of “discrimination” against China. Taiwan has banned more than 2,200 Chinese agricultural and industrial items from import list. Almost all service sectors in Taiwan are restricted to Chinese investors. Restrictions on investments by China were not partially lifted until June 2009, with the government planning to take a gradual and step-by-step approach towards further relaxation.

The number of Chinese products prohibited from being imported into Taiwan accounts for 20 percent of Taiwan’s total import items. Namely, cross-strait economic and trade relations are yet to be normalized. However, the ECFA is by definition more preferential than WTO MFN treatment.

Taking trade in goods as an example for further elaboration, when a prohibited item, under “WTO-minus” provision, is allowed to import, its tariff level will be reduced from tariff ceiling to MFN tariff rates. If it is included in the ECFA, a “WTO-plus” pact, the tariff rate will be further cut to zero. That is to say, inclusion of items on the list of prohibited imports to Taiwan in the ECFA will deal a big blow to Taiwan’s economy, industry and labor market.

The impact will be aggravated by the three factors as follows.

· As China has become the largest exporter in the world. (It is also the world’s second largest importer.), China holds its global competitive edge in assembly products from labor-intensive sectors.

· China has become Taiwan’s largest trading partner. In 2009, exports from Taiwan to China, including Hong Kong, comprised about 43 percent of its total exports. In addition, China is now the second largest import source for Taiwan, with its products accounting for 13 percent of Taiwan’s total imports, after 19 percent of its import products from Japan. 

· Size matters: China’s GDP reached US$ 4.9 trillion in 2009, 13 times the GDP of Taiwan, or US$ 378 billion. If GDP is measured on a basis of Purchasing Power parity (PPP), there will be a much bigger difference because of the relatively lower price level in China. 

3.2 ECFA: a product of mixture by the WTO principles and cross-strait features

Considering the above-mentioned economic realities, there is a reasonable doubt that Taiwan might not comply fully with the WTO rules imposed on developed members
engaging in regional trade agreements, especially the criteria of “substantially all the trade”.

This will make room for ECFA to become a product of mixture by the WTO principles and cross-strait features that some people tries to avoid. As a matter of fact, China is making every effort to modulate ECFA more like an internal deal rather than an international agreement. So goes the argument that the cross strait relations under clear-cut and equal footing of WTO MFN is a better option for Taiwan.

It’s true also because MFN can act to eliminate discrimination by precluding favoritism, the economic and political advantages held by some territories could be seen to be somewhat contained. Therefore, the multilateral mechanism/WTO rather than the ambiguous cross strait relations would guarantee the Taiwan’s sovereignty.

Besides, Taiwanese government has repeatedly claimed that the ECFA was modeled on the ASEAN-China Framework Agreement. But to so argue is to confuse the people as Taiwan cannot enjoy the flexibility that the China-ASEAN Framework Agreement provides.  
The main difference is that China and the ten ASEAN member states join the WTO as developing countries and thus they are entitled to sign preferential trade agreement in accordance with the more flexible requirement of the “enabling clause,” under the name of “framework agreement.”

As mentioned above, as Taiwan has renounced its status as a “developing country” upon its accession to the WTO, thus relinquishing its rights as a developing nation member, the legal basis for the trade of goods under the ECFA shall be Article XXIV of GATT. As required by the article that contracting parties of preferential trade agreements proceed with opening up its economy by a step-by-step approach, ECFA shall be one of the “interim agreements” of Article XXIV towards trade liberalization. 
It implies that both Taiwan and China have to eliminate barriers on substantially (normally 90 percent) all trade in goods between the two sides within a reasonable period of time (The length of time shall exceed ten years only in exceptional cases) after the signing of the ECFA. 

However, there is no “plan and schedule“ in the legal text of ECFA, and therefore no guarantee for ECFA to meet the requirement of “substantially all the trade”.
3.3 ECFA might worsen the distribution of income in Taiwan

Trade agreement is by nature reciprocal. While Taiwan wishes to gain greater access to the Chinese market through the ECFA, it has to open its market in return. As mentioned above, impacts on Taiwan might be huge due to the greater exposure to China as a result of deeper cross strait integration.

This might in turn result in deterioration of income distribution in Taiwan, for Taiwan’s economy is abundantly endowed with capital relative to labor compared with China according to the proposition of factor price equalization.
 Such a tendency could well constrain integration of cross-strait economy.

The specialization process (reallocation of resources) as a result of economic integration is associated with adjustment costs that need to be taken into consideration when ascertaining the net effect. Adjustment costs may take the form of a reduction in wages or unemployment for individuals as well as the expenditures of social security (Jovanovic, 2001). 

Worse, the Taiwanese government is incapable of taking care of losers in the ECFA with poor fiscal positions. The “tax burden” (tax revenues/GDP) in Taiwan now is lower than 14 percent.

3.4 The ECFA might deepen Taiwan’s “asymmetric interdependence” on China
East Asian economies, including Taiwan, have indeed been growing increasingly interdependent. Besides, the ECFA per se is a kind of FTA, a preferential agreement, which will result in “trade diversion” and then bring Taiwan economically closer towards China. 

However, the concept of economic interdependence could be conceptualized into two usages (Keohane and Nye, 1977). It can mean “sensitivity interdependence,” that is, changes in prices and quantities in different national markets respond readily to one another. In addition, economic interdependence can also refer to a power relationship, to what Hirschman [1945] (1980) calls “vulnerability interdependence,” which is concerned with the use and threatened use of power as source of influence.

To a certain extent, China’s engagement of Taiwan fits well with the explanation of the Nazi Germany’s trading relationships with its smaller European neighbors, especially Bulgaria, between the First and Second World Wars. Hirschman [1945] (1980) argues that the dominant country would like to cultivate interdependence with smaller ones by the granting of a positive preference to serve a prerequisite to exercising influence. However, once dependency was established, a second application of discrimination then became possible whereby the dominant territory could dictate additional terms by exercising, or threatening to exercise, the termination of this dependent bilateral trade (Mathis, 2002).

Often, a small country has to submit itself to the hegemony so that it can have peace. In the case of the cross-strait EFCA, it is highly likely that China will leverage the “asymmetric interdependence“ to suppress Taiwan’s sovereignty.
3.5 “Waiting for FTAs”

The worst case scenario is that Taiwan is still unable to sign FTAs with its major trading partners after the signing of the ECFA.

East Asian regionalism not only opened a channel for China to participate in East Asian economic cooperation, it “accidentally” gave China a new tool to suppress Taiwan’s space in international politic-economic arena and block Taiwan from joining international organizations, thus resulting in “cumulative isolation” effect (Lampton, 2008).
Taiwan has been repeatedly excluded from the spaghetti bowl proliferation of regional trade agreements in East Asia, where regionalism is so prevalent that pushes Taiwan to sign the ECFA with China. The fear of being marginalized from the East Asia regionalism induces Taiwan and its private sectors to seek to join the existing or developing economic alliances and inspires them with “compliance.”

In this regard, China impeccably carried out its economic strategy against Taiwan—it relies on economic means to achieve its political goals.

As for the reason why Taiwan suffers from “marginalization syndrome” are as follows.

The regionalization in East Asia: leading to closer economic and trade relations, therefore the exclusion of Taiwan from the process will cause greater costs and more serious consequences.
Another reason is that Taiwan previously faced marginalization in political and diplomatic fronts, but with the emergence of regionalism, the specter of Taiwan being marginalized in global economic and trade issues is looming.

In pursuit of the ECFA, Taiwan is both motivated by positive incentives to explore the Chinese market and compelled by negative incentives (the degree between coercion and imposition)
 that it will be marginalized without signing the ECFA. 
However, as Krasner (1999) has noted, the national welfare will be reduced either by coercion or imposition, that is, rather than doing that out of its own free will as illuminated by Table 3.
Table 3 Modalities of Compromise (source: S.D. Krasner: Sovereignty and Its Discontent, 1999)

	
	Pareto Improving

	Contingent
	
	Yes
	No

	
	Yes
	Contract
	Coercion

	
	No
	Convention
	Imposition


China has said that it will make “proper and reasonable” arrangements for Taiwan to gain international space under the “one China” principle after the ECFA is in place. As expected, Taiwan and Singapore recently announced a plan to explore the feasibility of a bilateral economic cooperation on a par with a free trade agreement. However, it is generally agreed that Beijing will not allow Taiwan to seek FTA negotiations with the US, Japan, the EU, and ASEAN as a whole.
 If it is the case, what benefits the ECFA will bring to Taiwan needs to be re-evaluated when mobility of factors of production (such as labor and capital) are taken into account. 

Worse, it might therefore lead Taiwan to fall into a “hub-spoke” trap, with China being the hub and Taiwan the spoke, which will induce more capital and other economic resources from Taiwan into China.

For example, a local business, which could have expanded its operations in Taiwan, might decide to install more assemblies in their plants in China or move its entire operations to China after ECFA. It is because that products made in China can help it secure grater market access than in Taiwan. In other words, the ECFA will provide benefits to enterprisers for relocation into China. Again, it will do harm to the immobile factors of production.
4. Characteristics of the ECFA and implications  

4.1  “Early harvest” 

Though the ECFA will take effect in early-2011, it will include only items on the “early harvest” program. This means that the tariff rates on selected goods will be lowered gradually from January 2011, and reduced to zero by January 2013. Taiwan and China will also offer easier market access
 to each other in selected services sectors effective from January 2011.
Meanwhile, the ECFA specifies that within six months after its entry into force, Taiwan and China must proceed to negotiations on the four areas of trade in goods, trade in services, investment protection, and dispute settlement mechanism.
 As regards the timeline of the negotiations, however, the pact only states that they should be completed “as soon as possible,” with the ultimate goal being “to diminish or eliminate the tariff and non-tariff barriers on ”majorities of the goods between the two parties,” something like the “substantially all the trade” stipulated by GATT XXIV.
As of the moment, the only thing that is certain is the “early harvest” list. According to this list which will be implemented in three phases within two years, China will lower tariffs on 539 items, ranging from agricultural goods to manufacturing products including petrochemicals, textiles, metals, machinery, and transport equipments (see Table 4, where current trade value comes to USD13.84bn and accounts for 16.1% of China’s total imports from Taiwan [2009 data]). 

By contrast, Taiwan will cut tariffs on 267 manufacturing items, including machinery, transport equipments, petrochemicals, and textiles (see Table 5, totaling USD2.86bn, or 10.5% of Taiwan’s overall imports from China.
 

	Table 4 Taiwan’s “Early harvest”: China's Industries subject to liberalization 
	
	(Units: US$ million)

	Industry
	No. of items
(HS 8 digits)
	Taiwan’s exports to China in 2009
	% of total Exports to China

	Petrochemical
	88
	5,944
	6.93 

	Machinery
	107
	1,143
	1.33 

	Textiles
	136
	1,588
	1.85 

	Transportation equipment
	50
	148
	0.18 

	Others
	140
	4,997
	5.84 

	Steel
	22
	1,078
	1.26 

	Metal
	26
	1,818
	2.12 

	Tool
	5
	13
	2.00 

	Electric
	14
	614
	0.72 

	Agricultural products
	18
	16
	0.02 

	Total
	539
	13,838
	16.14 


Source: Taiwan’s Ministry of Economic Affairs

	Table 5 China’s “Early harvest”: Taiwan's Industries subject to liberalization 
	
	(Units: US$ million) 

	Industry
	No. of items
(HS 8 digits)
	Taiwan’s Imports from China in 2009
	% of total Imports from China

	Petrochemical
	42
	329 
	1.21 

	Machinery
	69
	474 
	1.75 

	Textiles
	22
	116 
	0.43 

	Transportation equipment
	17
	409 
	0.02 

	Others
	117
	1,530 
	5.64 

	Total
	267
	2,858 
	10.53 


Source: Taiwan’s Ministry of Economic Affairs

On the early harvest list, there are also limited items involving services trade:
in terms of non-financial services, the two parties open 8 items each; 
as regards financial services, Taiwan opens up its banking sector, while China widens access for Taiwan to its banking, securities and futures, and insurance industries.  

The ECFA has the following characteristics:

1. No definite content and timeline other than the “early harvest” list.

One prominent characteristic of the ECFA is its “hit-and-run” tactics. The ECFA contains no specific timeline for the implementation of free trade other than the “early harvest” list. This is obviously different from the practice commonly seen in an FTA, which normally has “plan and schedule” at the first place. Without a definite plan and schedule, it is difficult to assess the economic impacts of the ECFA; 
2. Focus on the traditional industries rather than ICT
 In terms of cross-Strait trade in the manufacturing sector, as the both sides of the strait have seen close integration in the ICT sector, which most of them are covered by the ITA (Information Technology Agreement, 1997), the ECFA therefore affects mainly the traditional industries. On the other hand, Taiwan’s agricultural sector is completely excluded out by the pact—Taiwan still bans the import of some 830 items of China agricultural products;

3. Post-ECFA negotiations will bring real impact on Taiwan’s economy 

Following the signing of the ECFA, there will consequent negotiations for ultimately opening up “substantially all the trade” in goods and services of numerous sectors to meet the requirements of WTO for preferential trading agreements. It is therefore reasonable to presume that the post-ECFA negotiations will bring real impact on Taiwan’s economy, industries, and employment. Generally speaking, Taiwan’s domestic-demand-driven industries, small and medium enterprises, and downstream companies in specific industries will be the most vulnerable to the ECFA. Furthermore, as the agricultural sector is supposed to remain rather intact, the pressure of opening up will be focused on industrial products. 
There are 7201 items of industrial products that are already allowed to be imported from China is ought to be the primary target for liberalization, that is, from MFN treatment to zero tariff rates; furthermore, if the tariffs on the banned 1378 item are mainly metals and downstream textile products produced by small and medium enterprises (SMEs) are to be further removed, it will cause greater impact. 
4.2 Effects and implications of the ECFA 

Normally, trade liberalization solely in terms of cross-border tariff concessions can have only limited effects, but its impact on specific industries, positive or negative, can vary.

According to an empirical study by Chung-Hua Institution for Economic Research (2009), which uses FTAP
 simulation to assess the effects of the ECFA, in the scenario where Taiwan’s agricultural sector remains frozen but trade in industrial goods and services is liberalized, the ECFA will raise Taiwan’s real GDP by 1.03% and China’s real GDP by 0.17% .

Preferential trade agreements, by definition, involve some degree of discrimination with respect to nonparticipating economies. As such, the ECFA will have minor but negative impact on Japan, South Korea and the US (see table 6).

One thing noteworthy is that the ECFA will result in a worsening of the “terms of trade” for China, the main reason being China’s current import tariffs are higher than Taiwan’s. 

Table 6 Economic impacts of ECFA (%)

	
	Exports
	Terms of Trade
	GDP

	Taiwan
	6.657
	1.766
	1.030

	US
	0.046
	-0.013
	-0.002

	China
	2.437
	-0.394
	0.173

	Hong Kong
	-0.054
	-0.053
	-0.008

	Japan
	-0.214
	0.003
	-0.003

	South Korea and ASEAN
	-0.061
	-0.046
	-0.026

	The other regions
	0.023
	-0.001
	-0.003


Overall, the total effect of the ECFA is “more positive than negative”; by textiles, basic iron and steel, petroleum and coal products manufacturing industries, but bad for its electrical and electronics, other transport equipment, and wood products manufacturing industries.

With respect to the effect of the ECFA on employment, it is difficult to make reliable assessment
 because the content of the ECFA remains open, and there are too many ad hoc assumptions in simulation models.

In addition, there is usually intense trade competition between East Asian countries in the third place, so the ECFA may lead to the start of a domino effect. The Export Similarity Index (ESI) is a common tool for evaluating competition of this kind. As seen in Table 7, the ESI for East Asian economies are generally above 0.5, which means there is high export similarity between East Asian economies.
 The increasingly interwoven production network in East Asia and growing opportunities in intra-industry trade both contribute to this phenomenon.
The economy that has an export structure most similar to Taiwan is South Korea, with an ESI value of 0.80, followed by China, the ASEAN, and Japan are in the next places, with ESI values being 0.76, 0.73, and 0.67.
In other words, Taiwan and South Korea are experiencing strong competition for the third place including China; therefore, the ECFA between the two sides of the Taiwan Strait may very well drive South Korea to expedite its FTA negotiations with China. 
On the other hand, if an exclusive free trade areas is formed in East Asia, and Taiwan is shut out, South Korea will be the country that benefits the most in terms of export performance. Products from South Korea that enjoy some preferential terms may easily replace those from Taiwan. 

Table 7 Export similarity between Taiwan and other countries (2006)

	
	Taiwan
	China


	Japan
	Korea
	ASEAN
	India
	Australia
	New Zealand
	North America
	EU 
	Others

	Taiwan
	　
	0.76 
	0.67 
	0.80 
	0.73 
	0.45 
	0.24 
	0.30 
	0.62 
	0.62 
	0.35 

	China
	0.76 
	　
	0.60 
	0.73 
	0.72 
	0.55 
	0.27 
	0.36 
	0.59 
	0.60 
	0.39 

	Japan
	0.67 
	0.60 
	　
	0.76 
	0.54 
	0.40 
	0.23 
	0.29 
	0.71 
	0.70 
	0.31 

	Korea
	0.80 
	0.73 
	0.76 
	　
	0.72 
	0.47 
	0.25 
	0.31 
	0.73 
	0.71 
	0.38 

	ASEAN
	0.73 
	0.72 
	0.54 
	0.72 
	　
	0.53 
	0.37 
	0.39 
	0.63 
	0.59 
	0.54 

	India
	0.45 
	0.55 
	0.40 
	0.47 
	0.53 
	　
	0.37 
	0.35 
	0.49 
	0.54 
	0.55 

	Australia
	0.24 
	0.27 
	0.23 
	0.25 
	0.37 
	0.37 
	　
	0.40 
	0.40 
	0.35 
	0.47 

	New Zealand
	0.30 
	0.36 
	0.29 
	0.31 
	0.39 
	0.35 
	0.40 
	　
	0.42 
	0.85 
	0.47 

	North America
	0.62 
	0.59 
	0.71 
	0.73 
	0.63 
	0.49 
	0.40 
	0.42 
	　
	0.85 
	0.49 

	EU
	0.62 
	0.60 
	0.70 
	0.71 
	0.59 
	0.54 
	0.35 
	0.85 
	0.85 
	　
	0.47 

	Others
	0.35 
	0.39 
	0.31 
	0.38 
	0.54 
	0.55 
	0.47 
	0.47 
	0.49 
	0.47 
	　



Source: data bank of GTAP 7.0 version

The Harmonized System Codes, which are used internationally to classify products for customs purposes, may provide some evidence, too. Comparing the lists of the top 100 items of products that a country exports to China, we find that Taiwan and South Korea share as many as 61 items in common; Taiwan has 46 items in common with Japan, 31 items with the ASEAN countries and the Philippines, 29 with Malaysia, 29 with Thailand, and 18 with Indonesia.
Lastly, regarding the possible influence of the ECFA on the East Asian regionalism, it should be reflected on the cooperation mode of the “ASEAN plus Three” model. Frost (2008) argues that the “ASEAN plus Three” model should bode well for future prospects in East Asia. 
Although it is a long way to go for the “ASEAN plus Three (or more)” model in terms of FTA, some progress has been made in functional issues, particularly cooperation in the financial area. This may be an integration model that is more feasible for East Asia, too. 
A cross-Taiwan-Strait ECFA would reduce the tension of cross-strait and might make it easier for Taiwan to participate in functional cooperation issues under the “ASEAN plus Three ” framework, particularly the Chiang Mai Initiative (CMI). 
5. Conclusions

The rapprochement of Taiwan and China has led to the signing of the ECFA on June 29, 2010 and other 13 agreements concerning various functional issues since May 2008. Since the ECFA is a essentially a free trade agreement, it has added regional and international aspects to the already complex state of cross-strait relations.

The preferentiality aspect of the ECFA will inevitably lead to even closer economic and trade relations between Taiwan and the PRC, and will have major economic and political implications. In addition, the exclusivity aspect of the ECFA may have negative implications for rival countries with economic interests in China.

From the aspect of economic integration, Taiwan and China are “natural trading partners” for each other, largely as a result of geographic proximity, and psychological distance (compared to other economies), as well as the economic differences in factor contents and production technologies. This aspect is also reinforced by the fact that both sides are parts of an increasingly production network in East Asia.

Taiwan is supposed to have greater benefits from deeper integration with China, regardless of market-driven or institution-driven, because

   1. Taiwan, as a more developed economy, is better able to pursue a higher economic integration while maintaining a moderate degree of interdependency by increasing product differentiation. Besides, Taiwan`s more comprehensive and robust social security system should mitigate social dislocation resulting from the greater exposure in the wake of the trade liberalization and tariff reductions. 

   2. It should be easier for a smaller economy like Taiwan to gain greater potential benefits from economic integration with other countries thanks to its greater flexibility in adjust the relative factor prices of, say, capital and labor.

   3. According to Messerlin (2008), small countries are rather active to sign bilateral FTAs with large countries for the balance of domestic forces is likely to be the same, or even to be more favorable. As both sides across the Strait are each other’s “natural trade partner,” even if the ECFA is merely a preferential trade agreement (PTA) with ambiguous overall welfare effects from positive “trade creation” and negative effects from trade diversion,” the ECFA is expected to have net positive effect due to China`s efficiency low cost production for a wide range of goods.  

      One caveat is that the net effects of economic welfare due to a PTA might be dubious if the assumption of immobility of production factors is relaxed. 

   4. In addition to its role as a production base, China, with its rising incomes, has become an important emerging consumer market. The global financial crisis in 2008-2009 has also a considerable effect on the bilateral economic and trade relations across the Taiwan Strait. While the economy of developed countries such as the U.S. and Japan continues to languish, China’s post-crisis annual economic growth has remained at above 8 percent which is bound to replace the falling demand of Western countries and enhance the cross-Strait economic and trade relations.

   5. Moreover, the ECFA might lead to or “contribute to” more FTAs between Taiwan and its leading trading partners without being marginalized.

However, the advantages mentioned above are limited by the following realities:

  1.  As indicated by the saying ``no pain, no gain,” economic integration can bring benefits as well as social costs. As a smaller country can easily adjust the relative prices of factors of production, it can experience greater fluctuations in its industrial structure and suffer huge social adjustment costs in the forms of unemployment, wage decreases for low-skilled workers, worsening income distribution, and greater fiscal pressure due to rising government expenditures on unemployment allowances or social assistance.

   2. The impacts of ECFA on Taiwan will be aggravated by the fact that ECFA reflects a great leap from discrimination to favoritism.

      Taiwan had unilaterally adopted the trade policy of “discrimination” against China and banned more than 2,200 Chinese agricultural and industrial items from import list. Almost all service sectors in Taiwan are restricted to Chinese investors. Restrictions on investments by China were not partially lifted until June 2009.

      The number of Chinese products prohibited from being imported into Taiwan accounts for 20 percent of Taiwan’s total import items and cross-strait economic and trade relations are yet to be “normalized”. However, the ECFA is by definition more preferential than WTO MFN treatment. 

      This situation makes the form and design of ECFA divergent from the other FTAs, not to mention political factors. 

      The debate over trade liberalization in the context of the cross-strait relation is more complicated than the usual cases, which are normally restricted to policy choices or trade-offs between “openness” and “domestic stability”as issues of Taiwan`s national security and sovereignty are also affected in the ECFA issue.

      It is noteworthy that the concerns over Taiwan`s national security tend to align on the side of a more protectionist trade regime toward the PRC.  

Worse, the Taiwan government has less capability of providing assistance for ``losers`` in the ECFA trade adjustments given its worsening fiscal position, which is in part caused by its low overall national tax burden of less than 14 percent of GDP. 

   3. The ECFA is a combination of the WTO principles and cross-strait features.

Considering the above-mentioned economic realities, there is reasonable doubt that Taiwan might find it difficult to comply fully with the WTO rules imposed on developed members engaging in regional trade agreements. There is no “plan and schedule`` in the legal text of ECFA and therefore no guarantee that the ECFA will meet the requirement of providing tariff free treatment for “substantially all the trade”.

The evident fact that China is making every effort to modulate ECFA more like a domestic arrangement rather than an international agreement provides weight for arguments that Taiwan would be better off management cross strait economic relations under the clear-cut and equal footing of WTO MFN treatment. 

Since MFN can act to eliminate discrimination by precluding favoritism, the economic and political advantages held by some territories could be seen to be somewhat contained. Therefore, the multilateral WTO mechanism would be preferable to the ambiguous cross strait relations in guaranting Taiwan`s  sovereignty.

   4. A significant issue concerns the tendency for smaller countries to form “asymmetric interdependency” with a larger neighboring country. The two sides of the Taiwan Strait offer an example: More than 40% of Taiwan’s exports go to China (including Hong Kong), but China’s exports to Taiwan accounts for at most 2.3% of China’s total export trade.

Furthermore, the preferential aspect of the ECFA may well hence result in “trade diversion” and bring Taiwan economically closer towards China.

Often, a small country has to submit itself to the hegemony so that it can have peace. In the case of the cross-strait EFCA, it is highly likely that China will leverage the “asymmetric interdependence“ to suppress Taiwan’s sovereignty.

5. The worst case scenario is that Taiwan is still unable to sign FTAs with its major trading partners after the signing of the ECFA.

It is because that the implementation of the ECFA will lead Taiwan, in the absence of FTAs with ASEAN, or more importantly the US and Japan, into a “hub-spoke” trap, with China being the hub and Taiwan the spoke, which will then exacerbate the existing over dependence of Taiwan`s economy  on China.

The ECFA`s characteristics include (a) no definite content and timeline other than the “early harvest” list; (b) 
focus on the traditional industries rather than ICT; and (c) post-ECFA negotiations which will bring real impact on Taiwan`s economy.

As of the moment, the only thing that is certain about ECFA is the “early harvest” list that will take effect from January 2011 and will be implemented in three phases within two years.

China will lower tariffs on 539 items, ranging from agricultural goods to manufacturing products including petrochemicals, textiles, metals, machinery, and transport equipments where current trade value comes to USD13.84 billion and accounts for 16.1% of China’s total imports from Taiwan.

By contrast, Taiwan will cut tariffs on 267 manufacturing items, including machinery, transport equipments, petrochemicals, and textiles, totaling USD2.86 billion  or 10.5% of Taiwan’s overall imports from China.

According to an empirical study by Chung-Hua Institution for Economic Research (2009), under the scenario where Taiwan’s agricultural sector remains frozen but trade in industrial goods and services is liberalized, the ECFA will raise Taiwan’s real GDP by 1.03% and China’s real GDP by 0.17% .

Though the economic effect of ECFA is moderate, South Korea, which has an export structure most similar to that of Taiwan, might suffer most from the ECFA. This could push South Korea to hasten its FTA negotiations with China.
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� It’s often criticized as a policy that essentially constituted an unilateral pretence that the dispute over Taiwan`s sovereignty could be downplayed.


� They are abbreviation of Taiwan's Straits Exchange Foundation (SEF) and China’s Association for Relations across the Taiwan Straits (ARATS) respectively.


� Ma’s initiative was originally called the “Comprehensive Economic Cooperation Agreement” (CECA), and in early 2009, it was changed to the ECFA due to the former’s similarity to the “CEPA”, which a preferential trade deal signed by China and Hong Kong on June 29, 2003. In fact, as early as 2007, Ma’s presidential campaign team brought up the proposition of “cross-Strait common market,” which was taken as “one-China market” and was thus replaced with the idea of “forming CECAs with other countries.” 


� The 'six-points' outlined in Hu's speech are: "1) firm adherence to the 'one China' principle; 2) strengthening commercial ties, including negotiating an economic cooperation agreement; 3) promoting personnel exchanges; 4) stressing common cultural links between the two sides; 5) allowing Taiwan's 'reasonable' participation in global organizations and 6) negotiating a peace agreement" (Straits Times, January 2, 2009). See � HYPERLINK "http://www.jamestown.org/single/?no_cache=1&tx_ttnews%5Btt_news%5D=34333" �http://www.jamestown.org/single/?no_cache=1&tx_ttnews%5Btt_news%5D=34333�


�“Psychological distance” factor brought by similar language and culture is assumed as an important reason why Taiwanese FDI is inclined to China.


�Krugman (1991) referred to those countries that have a great amount of trade as a result of geographic proximity and lower transportation costs. 


� This figure increases from 16.7% in 2001 to 47.9 % in 2009. Most of the ICT industries are over 80%. Source: Taiwan’s Ministry of Economic Affairs.


� See Cooper( 1985).


� There are three political-economic camps within Taiwan in terms of the attitude toward China— one, people who want the nation to keep its distance from China and reject the opening of direct links and any cross-strait business agreements; two, people who favor normalizing business relations that neither discriminate against nor favor China; and three, people who advocate accelerating economic integration with China through a preferential agreement like the ECFA.


�Taiwan is classified within the WTO as a developed country as it expressed in its WTO accession that it will not uses its rights (such as the enabling Clause) as a developing country. ”…The representative of Chinese Taipei stated that his government will not claim any right granted under WTO Agreements to developing country Members….”（WT/ACC/TPKM/18. p.9），�HYPERLINK "http://ekm92.trade.gov.tw/BOFT/OpenFileService?file_id=24096c970a1822f99f41e9d4c8d9fedf&context=83ee4cf785ad25a257533d1ac7c3b82f"�http://ekm92.trade.gov.tw/BOFT/OpenFileService?file_id=24096c970a1822f99f41e9d4c8d9fedf&context=83ee4cf785ad25a257533d1ac7c3b82f�





� “Several of South-South agreements are based on a staged approach to trade liberalization whereby a framework agreement is signed that includes as a first step the inclusion of a partial scope agreement, often accompanied by an “early harvest programme”, and as second step a commitment to future FTA negotiation.”, see The Changing Landscape of Regional Trade Agreements: 2006 Update. By R.V. Fiorentino, L. Verdeja and C. Toqueboeuf, Regional Trade Agreements Section/Trade Policies Review Division, WTO. Discussion Paper No. 12.see �HYPERLINK "http://www.wto.org/english/res_e/booksp_e/discussion_papers12a_e.pdf"�http://www.wto.org/english/res_e/booksp_e/discussion_papers12a_e.pdf�





� The other things being equal, the relatively intensive use of production factors will expand and benefit from the ECFA. However, equalization of absolute factor price can occur only when several assumptions meet, which is extremely unstable. It must be very careful when interpreting the results. See O’Rourke, Kevin H. 2008. "factor price equalization (historical trends)." The New Palgrave Dictionary of Economics. Second Edition. Eds. Steven N. Durlauf and Lawrence E. Blume. Palgrave Macmillan, The New Palgrave Dictionary of Economics Online. Palgrave Macmillan. 16 March 2010 <http://www.dictionaryofeconomics.com/article?id=pde2008_F000322> doi:10.1057/9780230226203.0544


� Potential benefits of economic integration also include that it can further induce division of labor, propelling the push towards specialization, and create economies of scales. Equalization of absolute factor price alone is not enough to determine if it is advantageous to initiate economic integration.


� The average tax burden of 14 percent in Taiwan is not only far below levels in the US and EU countries but also lower than the rates in East Asia countries, Japan, China, and South Korea. The tax burden was as low as 13.9 percent in 2008 and 12.2 percent in 2009. 「Important Social and Economic Index」, Directorate-General of Budget, Accounting and. Statistics


�HYPERLINK "http://www.dgbas.gov.tw/public/Data/031517385171.xls"�http://www.dgbas.gov.tw/public/Data/031517385171.xls�





� See Gilpin (1987) and Cooper (1985).


� In the face of coercion by a strong nation, a weak nation can decide whether or not to engage in trade agreements. In an imposition case, a weaker nation has no option but to comply with the preferences of a strong nation.


� Director of China's Institute of Taiwan Studies under the Chinese Academy of Social Science Yu Keli (余克禮), whose remarks are often seen as symbolic of the Chinese government’s attitudes, has said clearly that signing the ECFA does not mean that it will clear the way for Taiwan to seek closer economic ties with other economies. He said that the signing of the ECFA will create favorable conditions for Taiwan to economically cooperate with member states of ASEAN, but this does not mean that Taiwan can join the ASEAN and its affiliated agencies. 「ECFA to be signed this year at the earliest or next year at the latest」, Commercial Times, 2009.10.28.  





�Due to the ever-escalating degree of cross-strait economic integration, factors of production become more mobile than ever. This would gradually integrate economies of both sides of the strait into “one region,” and consequently “dynamic” areas would be able to absorb most resources and become economic hubs, while other places could become economic “desertification.”(Capello, 2007) The traditional comparative advantage theory will be gradually replaced by absolute advantage theory. What is worse is that it’s easier for factors of production (labor and capital) in Taiwan to move to China, than vice versa, because the impacts on national security of inflows of Chinese capital and labor are still issues of concern to Taiwan side. Therefore, the above-mentioned disadvantages could happen to Taiwan after its economy is closely integrated with China.


� See Schiff and Winters (2003). 


� Taiwan (2008) : the applied tariff rate for imports goods is 6.1%, for agricultural goods is 16.9% and manufacturing products is 4.5%; and that of most of the goods in “early harvest” lies between 2.5%~3%; as to China (2008): the applied tariff rate for imports goods is 9.6%, for agricultural goods is 15.6% and manufacturing products is 8.7%; and that of most of the goods in “early harvest” lies between 10%~15%. For the tariff rates see http://stat.wto.org/Country Profile


� Similar to most FTAs recently, the ECFA covers mainly the liberalization of trade in goods and services, which are under the auspice of WTO, as well as issues such as “investment protection and promotion,” and “economic and industrial cooperation.”


� See Taiwan-China: a quick look at the ECFA, DBS Group Research, 29 June 2010. � HYPERLINK "https://www.dbsvresearch.com/research/DBS/research.nsf/(vwAllDocs)/F678A45CFC276BA5482577510031F27F/$FILE/tw_2010Jun29.pdf" �https://www.dbsvresearch.com/research/DBS/research.nsf/(vwAllDocs)/F678A45CFC276BA5482577510031F27F/$FILE/tw_2010Jun29.pdf�





� which are closely related to investment, including FDI


� China opens 8 sectors to Taiwan: Accounting, auditing; computer and related services; R & D services; design services; convention; medical-hospital setup; cultural-movies imports; and air transport; in contrast, Taiwan opens 8 sectors to China: R & D services; design services; convention; exhibition; cultural-movies imports; sporting, recreational services; air transport; and distribution-commission agents’ services. 


� Taiwan has previously allowed1427 items for agricultural products from China on the basis of WTO MFN treatment, as the date of 1st February 2010.





� The FTAP model is a comparative static, computable general equilibrium model of the world economy that includes a treatment of foreign direct investment on a bilateral basis. The FTAP model was developed in stages from the FTAP（Global Trade Analysis Project）model. 


� The figures are results of accumulation effect for an indefinite period of time derived in a dynamic model of capital accumulation, which means that the boosting effect does not necessarily take place regularly every year. See “The Assessment of Economic Impacts of ECFA” by the CIER (2009). 


� For example, the CIER (2009) suggests that the ECFA can increase Taiwan's employment by 257,000-263,000 employees; Taiwan's Council of Labor Affairs assesses the number to be 105,000-125,000. The opposition camp's assessment is that there will be 230,000 employees in traditional industries losing their jobs.


� Examples are the elasticity of substitution across workers with different skills or in different industries, and possible change in investment location, including moving offshore.


� Note that the GTAP consists of 57 commonly defined industries, so export similarity derived based on GTAP categories may skew to the higher side. Yet the comparison of export similarity between different countries can still provide some insight.
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Sheet1

		出口比重		ASEAN		US		Japan		China(H.K)

		1991		9.8848621982		29.3007972652		12.0623574599		16.317836962

		1992		10.3702988945		28.9331235818		10.9165643758		18.9225252869

		1993		11.0690274201		27.7202115925		10.5498359917		21.706428108

		1994		12.3170582243		26.1579007549		10.9859188202		22.9914601419

		1995		13.4198251849		23.6503336229		11.7830466121		23.7175560967

		1996		13.3674778803		23.1725306761		11.7807810313		23.6422568388

		1997		13.3662221469		24.2070436889		9.5765100463		24.0126852299

		1998		10.734161914		26.565554384		8.4317538797		23.1995477749

		1999		11.7549528699		25.4147773753		9.7872280826		23.4796802673

		2000		12.4570626255		23.4730122182		11.1916616252		23.9711078425

		2001		12.1588212588		22.2746344618		10.3112847266		26.6089840256

		2002		12.1580962421		20.2234453437		9.1401465976		32.137228632

		2003		12.0395625651		17.6323471807		8.2536921957		35.6970925001

		2004		13.1745840562		15.7655425363		7.5714887799		37.9705806455

		2005		13.7902842029		14.6723907182		7.6152548811		39.1476289425

		2006		13.9245577174		14.4457682548		7.2763908499		39.8142136642

		2007		14.7161066048		13.0037522816		6.4592744658		40.6998647123

		2008		15.22800163		12.0452531386		6.8677681588		38.9526263998

		2009		15.0172594527		11.5640268437		7.1202976757		41.0922968352

		進口比重		ASEAN		US		Japan		China(H.K)

		1991		8.0691850229		22.4523037013		30.0001486538		4.047486637

		1992		8.7371874591		21.9024528605		30.227217717		3.5114380779

		1993		9.1100010847		21.7003926557		30.0880577109		3.5610665731

		1994		10.2563696918		21.1397085009		29.0406750412		3.9738488936

		1995		10.1987697382		20.0592006896		29.228518419		4.7649787484

		1996		10.9360967871		19.5094493402		26.8564632597		4.6541564834

		1997		11.7032091463		20.3049786607		25.3631377532		5.1660454576

		1998		12.0869616282		18.8016064311		25.7975798774		5.7921171581

		1999		13.0800489717		17.7911117104		27.6371076334		5.9792027922

		2000		14.450046357		17.9460472278		27.5397183288		6.0058158768

		2001		14.8953928334		17.0488395475		24.019528799		7.366090201

		2002		14.724415151		16.1212400431		24.1639655732		8.7275943103

		2003		13.7030363898		13.2765878239		25.5601097738		10.1045054552

		2004		12.0744759985		12.9066879429		25.905513248		11.3188278804

		2005		11.5931445275		11.5933270304		25.2190727326		12.1585157994

		2006		11.5457523046		11.1814346905		22.834135558		13.1541793942

		2007		10.8502580559		12.0902888354		20.9516116959		13.6096419572

		2008		10.6793316585		10.949020596		19.3421884402		13.6760028129

		2009		11.3753367806		10.4111441222		20.7718580913		14.6501958698

		不對稱		export(US$million)		佔台灣出口比重		import		佔台灣進口比重		佔中國出口比重

		1991		12430.582361		16.317836962		2544.239796		4.047486637		1.4957272931		2.505871055

		1992		15415.807876		18.9225252869		2528.344381		3.5114380779		1.2422848828		2.1994062568

		1993		18470.372757		21.706428108		2744.123538		3.5610665731		1.2148879737		2.2804375027

		1994		21390.503242		22.9914601419		3391.55017		3.9738488936		1.2514406526		2.2688483688

		1995		26482.150535		23.7175560967		4934.014028		4.7649787484		1.5365783117		2.7644692182

		1996		27410.651082		23.6422568388		4764.359074		4.6541564834		1.4425643336		2.6728522154

		1997		29314.176404		24.0126852299		5911.088195		5.1660454576		1.5999691822		2.8162274899

		1998		25653.970086		23.1995477749		6062.119331		5.7921171581		1.7005233349		2.9162923452

		1999		28548.442209		23.4796802673		6618.072731		5.9792027922		1.7989822211		3.0525913012

		2000		35553.055965		23.9711078425		8408.436483		6.0058158768		1.8651146247		3.0867873646

		2001		33610.82874		26.6089840256		7952.838982		7.366090201		1.7441578933		2.7828336127

		2002		43485.7299		32.137228632		9882.941159		8.7275943103		1.8801862612		2.8867491511

		2003		53757.944981		35.6970925001		12934.520673		10.1045054552		1.9545659617		2.8491960049

		2004		69244.568223		37.9705806455		19100.590648		11.3188278804		2.2412726065		3.1337537426

		2005		77678.42165		39.1476289425		22202.691345		12.1585157994		2.1135680883		2.848544936

		2006		89188.989616		39.8142136642		26662.845152		13.1541793942		2.0755816847		2.7032458572

		2007		100395.758189		40.6998647123		29838.916085		13.6096419572		1.9096014755		2.4219702831

		2008		99572.592095		38.9526263998		32883.179274		13.6760028129		1.836412388		2.2832599676

		2009		83693.017098		41.0922968352		25545.169241		14.6501958698		1.6825848465		2.1128074412

				中國出口		香港出口(整體)		香港出口(港產品)		total 1( B+C)		total 2 (B+D)		自中港進口		G/E		G/F

		1991		71910		98190.5128205128		29,621		170100.512820513		101,531		2544.239796		1.4957272931		2.505871055

		1992		84940		118583.717948718		30,016		203523.717948718		114,956		2528.344381		1.2422848828		2.1994062568

		1993		91740		134134.615384615		28,593		225874.615384615		120,333		2744.123538		1.2148879737		2.2804375027

		1994		121010		150001.666666667		28,473		271011.666666667		149,483		3391.55017		1.2514406526		2.2688483688

		1995		148780		172323.974358974		29,700		321103.974358974		178,480		4934.014028		1.5365783117		2.7644692182

		1996		151050		179220.128205128		27,200		330270.128205128		178,250		4764.359074		1.4425643336		2.6728522154

		1997		182790		186660.128205128		27,104		369450.128205128		209,894		5911.088195		1.5999691822		2.8162274899

		1998		183710		172775.512820513		24,161		356485.512820513		207,871		6062.119331		1.7005233349		2.9162923452

		1999		194930		172948.717948718		21,872		367878.717948718		216,802		6618.072731		1.7989822211		3.0525913012

		2000		249200		201626.794871795		23,201		450826.794871795		272,401		8408.436483		1.8651146247		3.0867873646

		2001		266100		189870.128205128		19,682		455970.128205128		285,782		7952.838982		1.7441578933		2.7828336127

		2002		325570		200066.282051282		16,785		525636.282051282		342,355		9882.941159		1.8801862612		2.8867491511

		2003		438370		223389.230769231		15,601		661759.230769231		453,971		12934.520673		1.9545659617		2.8491960049

		2004		593360		258860.769230769		16,152		852220.769230769		609,512		19100.590648		2.2412726065		3.1337537426

		2005		762000		288483.846153846		17,440		1050483.84615385		779,440		22202.691345		2.1135680883		2.848544936

		2006		969080		315516.282051282		17,247		1284596.28205128		986,327		26662.845152		2.0755816847		2.7032458572

		2007		1218020		344552.948717949		13,990		1562572.94871795		1,232,010		29838.916085		1.9096014755		2.4219702831

		2008		1428550		362070.641025641		11,636		1790620.64102564		1,440,186		32883.179274		1.836412388		2.2832599676

		2009		1201660		316549.871794872		7,403		1518209.87179487		1,209,063		25545.169241		1.6825848465		2.1128074412
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