














I. The Trade-Investment Nexus after the Plaza Accord in 1985
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I1. Various Scenarios of East Asian Economic Integration and Their Respective
Impact on the U.S. and Taiwan : U.S. and Taiwan are on the Same Boat

1.  Proliferation of Regional Trading Arrangement after the 1997 Financial Crisis

- By December 2008, there are 421 regional trading Arrangements ( RTAs) registered under the WTO, and
more than 200 on-going negotiations which will lead to bilateral and multilateral free trade areas ( FTA)
agreements. By January 2009, there are 37 FTAs signed in East Asia. Overlapping FTAs and different rules
of origin have generated a “ Spaghetti Bowl” or “ Noodle Bowl” of regionalism in East Asia. The following

are most important to Taiwan;
l. ASEAN plus Japan ( 2007)
II.  ASEAN Plus Korea ( 2008)
I1l.  ASEAN Plus CER ( Australia and New Zealand, 2009)
IV. ASEAN plus China ( 2010)
V.  ASEAN plus India ( 2011)
VI. ASEAN plus Three
VII.  ASEAN Plus Six

2. The U.S. and Taiwan are the outliners

- Among these RTAs, the ASEAN-Plus China, which will be implemented in 2010 and ASEAN plus three
(China, Korea, and Japan), which is in the progressive stage of intensive negotiation before the bust of
the global economic slump are the most crucial ones to Taiwan.
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Table (Income Effects of Alternative Scenarios)
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Table (Income Effects of Alternative Scenarios)-Con’t
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II1. Taiwan’s Options and Future

e As 16th largest exporter and the 17th largest importer in the world and the 7th
largest foreign investors in the world, Taiwan has been an active player in the trade
and investment nexus in East Asia. In fact, Taiwan is the second largest foreign
investors in several ASEAN countries. Yet, due to “China” factor, Taiwan is blocked
from any of the proposed economic integration in East Asia, and has not been able to
sign any bilateral FTAs with any countries in East Asia. Hence, Taiwan becomes
vulnerable to the East Asian economic integration. So far, Taiwan has signed FTA with
some Latin American countries such as El Salvador, Guatemala, Honduras, Nicaragua,
and Panama with relative insignificant breakthrough in the trend of being
marginalized amid economic integration.
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1.

US-Taiwan Free Trade Agreement

U.S. has been engaging in “competitive liberalization” through bilateral preferential trading
arrangements as an alternative. The U.S.-Korea FTA is pending the congressional approval.
U.S.-Thailand is postponed due to Thai’s domestic political factors.

A U.S. - Taiwan FTA will have both strategic as well as economic interests for the U.S., which is
much more significant than those of the U.S. FTAs with either Chile or Jordan. Both Chile and
Jordan were ranked as the 37th and 77th largest trading partners for the U.S., whereas Taiwan
is the 8th largest trading partner for the U.S. with a bilateral trade totaled to S 58.59 billions
in 2007.

Yet, from the current “Trade and Investment Framework Agreement” ( TIFA) to a U.S.-Taiwan
FTA, Washington and Taipei would have to overcome four major pending issues on a) trade
liberalization in agricultural products b) intellectual property rights protection

c) telecommunication sector and d) pharmaceutical products.

The trade promotion authority act expired at the end of 2007. Yet, the lack of administrative
discretion on “fast track trade agreement” is not a pre-requisite for the U.S. to pursue any FTA
agreement with any countries including East Asia. But, realistically, the Obama Administration
won’t be ready for free trade agreement with East Asian countries until the economic slump is
under going strong recovery.
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2. China-Taiwan Economic Cooperation Framework Agreement( ECFA)

China replaced the U.S. as Taiwan’s largest trading partners since 2003 (since 2000 if one
combines it with the trade flows with Hong Kong). More than 40% of Taiwan’s outward FDI
was destined to China. Therefore, engagement with China is a natural alternative for Taiwan
to overcome the tendency of being marginalized.

According to the website of the Bureau of Foreign Trade, “The agreement’s content would be
determined by the two sides in negotiation. However, the content, based on similar
agreements that have been signed internationally as well as the needs of our side, may
include trade in goods (including tariffs and non-tariff measures), trade in services, investment
protection, intellectual property rights, safeguard measures, economic cooperation, and
economic dispute settlement mechanisms”.

Hence, from what was stated above, one could figure out that the proposed ECFA probably
will consist of three major segments in the trade pact; (Next slide)
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2.
1.

China-Taiwan Economic Cooperation Framework Agreement( ECFA)

Normalization of Cross Strait trade flows under WTO: Trade flows across the Taiwan Strait
has not completely normalized under the WTO framework yet even after both China and
Taiwan joined the WTO. By March 13, 2009, 2,198 import commodities under 8-digit
product classification of the Harmonized System (HS) code are still banned from China.
Among them, 1364 are industrial products, 834 are in agricultural products. Meanwhile,
there are 400 products under “conditional import” or “prohibit” categories (From the
website of the Bureau of International Trade at www.Trade.gov.tw).

It is interesting to know that Beijing didn’t appeal to the WTO on this issue. Obviously,
Beijing didn’t intend to settle any trade disputes with Taiwan under the WTO trading
framework at all.

But, the Ma Administration jumped ahead to talk about preferential trading arrangements
and even political settlement before normalization of trade across the Taiwan Strait.

WTO Plus Preferential Trading Arrangements: from CEPA to ECFA: Whether the proposed
trade pact is CEPA, CECA, or ECFA, it is a preferential trading arrangement beyond the
multilateral trade liberalization under WTO. Yet, it is permitted under the Article 24 of the
GATT/WTO. In general, a trade pact would include free flows of merchandise, investment,
trade in service, intellectual property rights. Advocating for the ECFA, the Ma
Administration argued that, without ECFA, Taiwan’s export to China would suffer from the
resultant discriminatory tariffs after the ASEAN plus China becomes effective in 2010. To
some extent, the unconvincing argument is like the story of “Wolf! Wolf!”.
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2.

China-Taiwan Economic Cooperation Framework Agreement( ECFA)
.

WTO Plus Preferential Trading Arrangements: from CEPA to ECFA(con’t): There are
several counterarguments on the benefits advocated by the Ma Administration. First of all,
according to Tsai-Lung Hong (2009), Taiwan major rivals in China market are from Japan
and Korea, not the ASEAN countries. Based on 2-digit HS code, Taiwan’s trade
competitiveness in China’s market will be challenged more by similar products from Japan
and Korea rather ASEAN countries. Hong (2009) found that among the top 100 importing
products list in China, the overlapping product lists are the most between Taiwan and
Korea (61), followed by Taiwan and Japan (46) and from 11 to 32 between Taiwan and
ASEAN. Hence, Taiwan’s real rivals in China’s market are Japan and Korea, not the ASEAN
countries. Moreover, most Taiwan’s firms have strong competitiveness than those from
ASEAN countries.

Secondly, the trade-investment nexus since the 1980’s has generated a new pattern of
intra-industry trade in China’s trade structure. Based on 3-digit product classification of
SITC, Chow (2002) found that intra-industry trade accounted for more than 75% of China’s
total trade since the 1990’s. Among Taiwan’ exports to China, more than 75% are
intermediate goods for further processing for export, which are eligible for rebates after
export. Hence, any tariff discrimination against Taiwan’s export in China would be
mitigated due to the interdependency of intra-industry trade across the Taiwan Strait.
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2.

China-Taiwan Economic Cooperation Framework Agreement( ECFA)
1.

WTO Plus Preferential Trading Arrangements: from CEPA to ECFA(con’t): Thirdly, China
signed the sector —based Information Technology Agreement (ITA) when China joined the
WTO. Hence a great majority of Taiwan’s exports of the information and computer
technology (ITC) products to China under HS 85 has already been enjoying “tariffs free” in
China.

After further screening, the list of overlapping product under 6-digit of HS code between
Taiwan and ASEAN countries narrowed downed to 7 items in Indonesia, 8 items in Vietnam,
13 in Thailand, 14 in the Philippines and 32 in Singapore. Most of those products are in
petro-chemical and plastic products. Hence, the benefit for Taiwan from ECFA is rather
limited.

Fourthly, Hong (2009) also pointed that among Taiwan’s export to China, 5 items under 6-
digit HS code are classified as “sensitive” or “highly sensitive”, and 5 items are classified as
“dual track” tariffs- normalization products by China. The timing and speed of liberalization
of those products won’t be effective even after ASEAN plus one is implemented (From
China sources at the website, http://fta.mofcom.gov.cn/dongmeng/hwmy.shtml).
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2.

China-Taiwan Economic Cooperation Framework Agreement( ECFA)
1.

WTO Plus Preferential Trading Arrangements: from CEPA to ECFA(con’t): Fifthly, the
marginal benefit of the ECFA is rather limited and the probable tariffs discrimination
against those sectors affected from Taiwan by the ASEAN plus China FTA is about 5% to
10% with a weighted average of 6.5%, most of them are in textile, petro-chemical and
machinery. Yet, most Taiwanese firms in those sectors have already established their
production bases in China and ASEAN countries. At most, the impact of ASEAN plus China
would enhance their “tariff jumping” outward investment. Therefore, the adversary effect
is well manageable if appropriate remedy from the government is undertaken. What is the
rationale to rescues those selected sectors by jeopardizing the entire manufacturing and
agricultural sectors and the overall economy by signing the ECFA?

Finally, one may wonder if Taiwan could benefit from ECFA and de-tour its export to ASEAN
countries. There is 40% on the “value-added” from the “rule of origin” clause under ASEAN
plus China, which would make any de-tour or re-export strategy totally impotent even if
Taiwan wants to apply the statecraft of trade strategy in China. As pointed above, those
hard hit sectors such as petrol-chemical, plastic and textile sectors in Taiwan have already
built their production bases in China and ASEAN through outward FDI since the 1980’s.
Hence, ECFA would be a redundant for Taiwanese firms in those sectors too.
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2.

China-Taiwan Economic Cooperation Framework Agreement( ECFA)
.

WTO Plus Preferential Trading Arrangements: from CEPA to ECFA(con’t): To objectively
analyze the cost and benefit from any trade pact, one has to evaluate the overall effect on
the GDP, trade, and the social welfare. For example, on labor employment, one has to
consider all employed labor affected by the ECFA directly and indirectly, not just to
evaluate only on those employed in those sectors discriminated by the trading agreement
under ASEAN plus China. There are 2.5 million labor employed in the manufactured sector
by the end of 2008. Other than those employed in petro-chemical, textile and machinery
industries, thee are 1.77 million workers employed in other sectors of manufactures, which
accounted for 70% of total labor employment in manufactures. Moreover, if the trade
liberalization covers agricultural and fishery sectors, then there is additional 535,000
people to be negatively affected by the ECFA.

According to the brochure released by the government, Taiwan would only gain access to
China’s market and would not liberalize China’s export of agricultural products to Taiwan.
Is it possible for Beijing to yield to Taipei’s demand without asking for anything in return?
This is an interesting development to be monitored. Yet, even if Beijing yields to Taipei’s
demand with asking returns, what are its motivations? For China’s perspective, using trade
as a leverage to deter DPP from regaining the power in 2012 election is fully consistent
with Beijing’s interest. All politics is local. Why not penetrating into the agricultural/ sectors
which leaning toward DPP in the south part of Taiwan?
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2. China-Taiwan Economic Cooperation Framework Agreement( ECFA)

Coordination/ Cooperation of Industries: Toward an economic union or A Greater China
Common Market?

The Ma Administration declared that further coordination on trade and industrial policies
will be pursued so that deepening economic integration would enable China and Taiwan to
have a better division of labor. Hence, the Ma Administration is not only aiming at a
preferential trade with China, but also pursuing a common market and even an economic
union with China. The so-called “Cross Strait Common Market” was nurtured by Ma’s Vice-
president, Vincent Shiew, during the 2008 presidential campaign. But, the DPP opponent,
Frank Hsieh, challenged it as a “One China Common Market”. The undergoing development
on this issue would be further aggravated by the global financial crisis in 2008-2009.
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3. Open Regionalism and Multilateral Trade Liberalization

— Market access and non-discrimination are the two fundamental principles for the WTO and its
predecessor, the GATT. Even though Article XXIV of the GATT permitted the formation of
preferential trading agreements, many members seemed to have departed from the WTO
principles by discriminating against non —-members through “exclusive” rather than “open”
regional trading bloc. All East Asian economic integrations are typical example under which
the U.S. as a Pacific power is being deliberately excluded.

— The proposed APEC-FTA is suggested to become effective among developed countries in 2010,
and among developing countries in 2020. But, APEC-FTA is an unilateral, voluntary trade
liberalization scheme.
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IV. Beyond Economic Integration: Political Economy of Deepening Engagement
with China

e Taiwan’s asymmetric trade dependency on and over concentration of investment in
China led to a shift of power in China’s favor, which enabled China to extract
substantial political dividends through Cross Strait interflows (Chow, 2008). The
spillover effects of China-dominated trade and investment flows have generated
economic rent seeking, blurred Taiwan identity, undermined Taiwan’s ‘ de facto”
sovereignty as well as its national security, and entangled with Taiwan’s electoral
politics ( Chow, 2008).

e Since money talks and votes count in any capitalistic and democratic country, the
quality of Taiwan’s democracy has been critically undermining by the legacies resulted
from economic and trade flows across the Taiwan Strait. As an immature democracy,
Taiwan has yet to develop a countervailing power within its social groups, and the
appropriate “check and balance” mechanism within its government to devise a
‘socially optimum policy’ in trading with and investing in China. Therefore, interest
groups dominate political process and policy-making s on the Cross Strait policies in
Taiwan as public choice theory would correctly predict.



IV. Beyond Economic Integration: Political Economy of Deepening Engagement
with China

e Without institutionalized trading framework, Taiwan has already had an asymmetric
trade dependency on China market with 40% or more of its total export destined to
China. With ECFA, Taiwan’s trade with and investment in China would further
accelerate to generate strong repercussion on Taiwan’s economy, society and its
fragile democracy;



IV. Beyond Economic Integration: Political Economy of Deepening Engagement
with China

1. China’s Leverages and Taiwan’s Vulnerability

— First, Samuelson theory on “factor price equalization “dictates that wage/price would become
equalized under free trade. Accordingly, the theory of one price would dictate that the wage
rates in Taiwan would further deteriorate and income distribution between wage earners and
capitalist would further widen as more and more trade flows are directed to a lower income
partners such as China. Taiwan miracle on growth and equitable income distribution since the
1960’s was due to export-led growth with predominant shares of export destined to the U.S.
and western industrialized countries. The shift of trading partners to China after the 1990’s
caused the stagnation of the growth in labor employment and the deterioration of wage rate
as Samuelson theory dictates. Further economic integration with China would further
deteriorate Taiwan’s labor employment, wage rate and income distribution.



IV. Beyond Economic Integration: Political Economy of Deepening Engagement
with China

1. China’s Leverages and Taiwan’s Vulnerability

— Secondly, China has been engaging in overseas investment and takeovers not for business, but
because of strategic demands. With its S 2 trillions of foreign exchange reserves, China could
easily convert those reserves into its portfolio investment in Taiwan. By the end of May 2009,
the total capitalization in Taiwan Stock Exchange (TSE) was S 585 billions, which, without
imposing any cap on it, is subject to “systemic risks” of any speculative foreign portfolio
investment. Even with a cap of limiting China's shares not to exceed to 10% of shares within
the same firm, China's shareholders, most of them are from state-owned enterprises (SOEs'),
would be able to pick up the board members they like and infiltrates into the corporate
governance in Taiwan through their proxies. If China buys out leading companies in major
industries — for example telecommunications, finance and science and technology , it would
not only strengthen China’s development in those rival industries against Taiwan, but also
control Taiwan’s core industries completely.



IV. Beyond Economic Integration: Political Economy of Deepening Engagement
with China

1. China’s Leverages and Taiwan’s Vulnerability

— Thirdly, once China’s capital flows come to the stock market and real estate market without
any limit, Chinese investors would inevitably generate much higher volatilities on the asset
and real estate market. China’s portfolio investment in Taiwan since March 2009 has raised
the price-equity (PE) ratio beyond its long term average, and departed from the
“fundamentals” to “bubble territory”. Evidently, an inherently potential crisis is being built by
the asset and real estate bubble amid the current stock market in Taiwan. As Dornbush
famous quote that “what’s going up will be going down”, the only thing we don’t know is
“when “? Therefore, Taiwan may further suffer from another financial bubble and the income
gap between the rich and poor will further widen due to the inflows of China’s speculative
capitals. Hence, it would spread the seeds of serious social polarization and conflict in Taiwan.

— Moreover, liberalization of portfolio investment without regulation would enable Beijing to
influence Taiwan's domestic politics as well because China could affect Taiwan's periodic
elections through politically motivated transactions manipulations of its portfolio investment
in Taiwan.



IV. Beyond Economic Integration: Political Economy of Deepening Engagement
with China

1.

China’s Leverages and Taiwan’s Vulnerability

Fourthly, with China's direct investment in Taiwan's infrastructural projects and sub-contract
to Taiwan's companies, China will have the leverage to penetrate into Taiwan's commerce and
industry by picking those who favor for unification as partners. The Ministry of Economic
Affairs announced a plan outlining 101 types of investment that would be permitted from
Chinese businesses, including 11 types of infrastructure projects, 25 in the service industry
and 65 in the manufacturing sector. Of the proposed investment categories, major projects
such as the opening of Taiwan’s airports and docks/ port and related facilities as well as major
facilities at scenic and recreational areas to Chinese investment have proved to be the most
contestable.

At present, the Legislature is trying to amend the” Act for Promotion of Private Participation in
Infrastructure Projects”, which would loosen restrictions on investment in build-operate-
transfer (BOT) infrastructure projects to remove obstructions and pave the way for Chinese
investment. Given that Beijing is still hostile to Taiwan’s statehood and its international status,
these policy shifts which would squeeze out Taiwanese companies would certainly
compromise Taiwanese national security and dictate the direction of political developments
toward eventual unification.



IV. Beyond Economic Integration: Political Economy of Deepening Engagement
with China

1.

China’s Leverages and Taiwan’s Vulnerability

Fifthly, China’s “money diplomacy” through its procurement mission to Taiwan, which is being
motivated by politics rather than market forces, may generate short-term economic benefit
yet would definitely distort Taiwan's economic restructuring in the long run. Long term
market sustainability for Taiwan’s products from the global market will be replaced by the
short-term political forces manipulated by China. As political forces could not override market
forces forever, Taiwan’s sustainable development will be in jeopardy.

Sixthly, there is a technology spillover effect from trading with advanced industrialized
countries vs a developing country such as China. Taiwan has reached an intermediate stage of
newly industrialized country, which needs to continue to upgrade its economic structure
toward more innovation —driven, knowledge-based economy by catching up with the
advanced industrialized countries. Taiwan has gained much of its advancement in industrial
structure by trading with the U.S. and western industrialized countries since the 1960’s. By
trading with advanced industrialized countries, the structure of domestic industries has to be
upgraded so as to maintain Taiwan’s trade competitiveness. Nevertheless, trade with and
invest in developing countries could only “replicating” its existing industrial technologies.
Further economic and trade interflows with China involves a hidden cost of slowing down
technological transfers from advanced industrial countries-an opportunity cost that most
advocated for ECFA have ignored.



IV. Beyond Economic Integration: Political Economy of Deepening Engagement
with China

2. Economic Security of Trading with a Politically Hostile Country

— Trade with a political hostile country bears significant legacy of economic security when the
relations between these two countries deteriorates. Albert O Hirschman (1945) analyzed the
economic consequence of trade dependency in some small Eastern European states in the
1930’s, which led to “captive markets” for Nazi Germany and enslaved state until the end of
the WWII. Prybala further argued that Central Europe could have been taken over entirely by
Nazi Germany through economic forces had the Nazi not invaded Czechoslovakia militarily
because those countries would have collapsed even before Nazi army arrived. Taiwan needs
to be alerted by the historic lessons from the collapse of those European states due their

dependency on a single market.



IV. Beyond Economic Integration: Political Economy of Deepening Engagement
with China

2. Economic Security of Trading with a Politically Hostile Country
—  Knorr argued that “power arises from an asymmetrical interdependence. It does not matter
whether the coercing actor uses the carrot or the stick” ( Knorr 1997. p. 102). Since the

1980’s, China has gained more and more leverages against Taiwan and has extracted
substantial political dividends through Cross Strait interflows. Political gains that China had

generated include, at least, the following;
I.  To nurture interest groups in Taiwan with preferential treatments for Taishang, and to
induce them to echo to Beijing’s policies on Cross Strait relations.
. To de-legitimize Taiwan government by managing trade disputes with private sector rather
than through the WTO framework

lll.  To blur Taiwanese national identity through intimidating Taiwanese subsidiaries in China.
IV. To manipulate community tension by incorporation of Taiwan’s democracy (Friedman,
2007).

— Hence, in addition to the " asymmetric economic dependency”, economic integration with
China will provide China with its leverages on Taiwan’s domestic economic and political
policies. These are the intrinsic or hidden cost for Taiwan which will become more evident if
the proposed ECFA become effective in the near future.
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3. Coping with the Rise of China without Falling into the Hub-Spoke Trap

— If the proposed ECFA could not provide a path for Taiwan to join the ASEAN-FTA, and only
engaged with the China-centric preferential trading area, i.e. “The Greater China Economic
Circle”, then Krugman’s “hub-spoke” thesis (1991) would become materialized under which
Taiwan will become the peripheral whereas China will become the “core” country. After
analyzing the effect of economic integration on the shift of industrial clusters, Krugman (1991)
argued that a scenario of “hub- spoke “between large and small economies will occur because
the large economy with relatively large size of production will be benefited through trade
liberalization, cost reduction and scale economies (the “hub”), whereas the smaller size
economy will suffer from it to became a “spoke”.

— China had a grand strategy to integrate Taiwan by proposing a “cross-strait jointly developing
the industries for the Greater China market” as a leverage to shape and manage Taiwanese
enterprises’ future directions. With the ECFA, Taiwan’s aspiration of being the hub” of the
Asia-Pacific Regional Operation Center would diminish and eventually become a spoke of the
China-centric economic zone or common market.



IV. Beyond Economic Integration: Political Economy of Deepening Engagement
with China

3. Coping with the Rise of China without Falling into the Hub-Spoke Trap

It is very risky for Taiwan to join the institutionalized “Greater China Economic Zone” and to
continue to rely its major export on the U.S. and the European Union as the major market.
Unless China could restructures its economy from export-dependent to domestic demand-
oriented economy so as to absorb a much, much greater shares of those final consumer goods,
the “ Greater China Economic Zone” or “ Greater Common Market” would be very vulnerable

to external demand.

Economic slumps and other domestic politics such as unemployment and wage deterioration
in western industrialized countries may lead to public scrutiny and even lead to trade
retaliation against their imports from the “Greater Chinese Economic Zone”. Under such
circumstance, Taiwan’s economy would be disastrous due to trade sanctions or even trade
war against the Greater China. For those aspirants of the “Greater China”, it is reminded that
the historic lesson of “Greater East Asian Economic Co-Prosperity Sphere” in the 1930’s should

bear in their mind too.



IV. Beyond Economic Integration: Political Economy of Deepening Engagement
with China

4. The Challenge of a “Greater China Economic Zone” to the U.S.

— As a Pacific power, the U.S. has strategic and economic interest in East Asia. 63% of the world
foreign exchange reserves is being held in East Asia. U.S trade with Asia Pacific countries is
well above its trade with European Union. Peace and stability in East Asia is vital to the U.S.
interest in a global context. Yet, the formation of a China-centric hub-spoke would change the
“status quo” across the Taiwan Strait and jeopardize the U.S. economic and strategic interest
in East Asia. Nevertheless,

— Baldwin’s (2004) analysis on East Asian economic integration came out two scenarios of the
“hub-spoke” paradigm in East Asia; the China-centric hub and Japan-centric hub. Neither is
constructive to trade and development for the rest of East Asian countries. Nor is it consistent
with the U.S. interest.



IV. Beyond Economic Integration: Political Economy of Deepening Engagement
with China

4. The Challenge of a “Greater China Economic Zone” to the U.S.

The formation of a “Greater China Economic Zone”, which include China, Hong Kong, Macau
and Taiwan would further challenge the U.S. economic and strategic interest much more than
what the Japan-centric hub could. This is because Japan is a democratic country whereas
China still is an authoritarian regime under the supremacy of the Chinese Communist Party. As
one of the counter-spoke strategy, a multilaterialized FTA such as APEC-FTA is one of the best
ways to avoid the bilateral spoke trap. The other strategy is to speed up the competitive trade
liberalization by signing the multiple bilateral FTAs with as many Asian countries as possible.
Nevertheless, the Obama Administration has been pre-occupied by domestic economic
recovery and other international crisis than anything else.

The global financial crisis and its resultant global economic slump tended to accelerate the
formation of the China-centric hub, rather than speeding up either the multilateral/ bilateral
FTA with the U.S. as a hub in East Asia. As China became a power house, the U.S, faces critical
challenges from Beijing in terms of exchange rates manipulation, swollen trade deficits,
intellectual property rights protection, as well as product and food safety. With a combined
foreign exchange reserves totals to more than $ 2.7trillions, China will have even more
leverage on U.S. financial market. The development of a China-centric hub would further
challenge the U.S. leadership as a Pacific power and deter U.S. economic and strategic
interests too.
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V. Can ECFA Rescue Taiwan from Being Marginalized?

e Will Taiwan be able to sign bilateral FAT with members of ASEAN countries after ECFA? Beijing
has already declared that before Taiwan could sign any trade agreement with any country,
Taiwan must get Beijing’s approval first. In other word, ECFA will not rescue Taiwan from being
marginalized at all; it all entirely depends on Beijing’s benevolence.

e On the other hand, if Beijing really wants help Taiwan out in the tendency of being marginalized,
Beijing could simply apply the “most favored national” (MFN) clause which would enable
Taiwan to be treated equally with all other countries by Beijing. In fact, MFN is suggested by
WTO chief economist, Bahagwati (1995), as the panacea to overcome the “spaghetti bowl”
effect of discriminatory tariffs against non —FTA members. In fact, Taiwan has been trading with
the European Union on the “most favored nation” basis. So, why bother to negotiate the ECFA
at all?

e  Will ECFA with China provide any legitimate ground for Taiwan to sign a FTA with the U.S.? In
the past, the American Chamber of Commerce in Taiwan argued that lack of the “three direct
links” is an obstacle of a U.S.-Taiwan FTA. Now that the three direct links is done. What is the
prospect of the U.S,-Taiwan FTA? Whether or not the U.S, is to sign the FTA with Taiwan is
based on Washington’s economic and security consideration, not whether its perspective
partners has or has not trade pact with China.



V. Can ECFA Rescue Taiwan from Being Marginalized?

Without any warranty to join the ASEANFTA or bilateral FTA with the U.S., an ECFA will
create a backlash on Taiwan’s drive for globalization. It is very risky that the ECFA will
fall into the “trap of one China” under Krugman’s “hub-spoke” scenario. Balwdin
argued that either a China- centric or Japan centric “hub-spoke” scenario in East Asia
is detrimental to regional trade and development. As exemplified by the experience of
the enlargement of the European Union, except for the immovable land, all other

factors of production including capital, labor, and technology will be attracted to the
hub.

Due to the asymmetric economic size in total GDP, Taiwan needs o take a very
cautious step in its engagement with China. Otherwise, Taiwan would be “de facto”
integrated with the Greater China Economic Area and its self governing autonomy
would be completely jeopardized. To some critics, it would be a creeping unification
by ‘de facto” integrated with China economically, followed by political unification
eventually.
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VI. Conclusion: Globalization is not the same as Siniziation.

e Having being excluded from the East Asian economic integration, Taiwan should
actively participate in the bilateral and multilateral RTAs to mitigate the adversary
effect of East Asian regionalism. On the Cross Strait relations, Taiwan should first
normalize the trade relations, which has a much more consensus domestically and is
also consistent with the WTO trading framework, before move toward any WTO plus
trading arrangement.

e On engagement with China, Taipei should negotiate with Beijing on equilateral basis
for mutual benefits. Taipei should never trade-off its “de facto” independent
sovereignty for economic benefits. Sovereignty is a public good which belongs to all
people on the island whereas economic benefits from trade is concentrated in small
interest groups. Further economic integration through preferential trading
arrangement such as ECFA has to be waited until more consensuses is generated
domestically.



VI. Conclusion: Globalization is not the same as Siniziation.

Without benevolence from Beijing, the ECFA would not enable Taiwan to sign any
bilateral FAT with the U.S., Japan and ASEAN countries. Taipei’s policy objective to
engage with China is to avoid being marginalized amid the proliferation of RTAs, but
not to fall into the trap of the “hub-spoke” scenario by joining the “Greater China
Economic Zone”.

Facing the rising of China, Taiwan should maximize the benefit from trading with and
investing in China by hedging against any potential risk. An optimum policy for Taiwan
is to cope with, but not resist to the rising China by balancing its global market with
the China market. Globalization is not the same as Sinicization



