SECTION 2: CHINA AND TAIWAN

Introduction

On May 20, 2016, Taiwan’s President Ma Ying-jeou, whose poli-
cies led to an eight-year period of improved relations between Tai-
wan and China, left office and Tsai Ing-wen of the Democratic Pro-
gressive Party (DPP) became president of Taiwan. President Tsai
has pursued a pragmatic cross-Strait policy of “maintaining the
status quo” of neither formal independence for Taiwan nor unifica-
tion of Taiwan and China. However, she has not acquiesced to Bei-
jing’s demand that she endorse the “one China” framework for
cross-Strait relations that Taipei and Beijing both endorsed during
the Ma Administration. Although Beijing’s approach to the Tsai
Administration is still developing, cross-Strait relations have en-
tered a new period, and Beijing is using various levers to pressure
President Tsai, including the suspension of official communication
with Taipei.

President Tsai faces tremendous challenges in formulating a
cross-Strait policy, boosting Taiwan’s economic growth, and ad-
dressing the threat from China’s military modernization. She is
pursuing the objectives of diversifying Taiwan’s export markets and
enhancing Taiwan’s deterrent capability, efforts in which Taiwan’s
relationship with the United States plays a key role. U.S.-Taiwan
economic and security ties are robust, but they also have areas in
need of strengthening.

The United States continues to support Taiwan’s efforts to par-
ticipate in the international community. Taiwan’s international en-
gagement expanded during the Ma Administration, but it remains
limited in many ways due to Beijing. Since President Tsai’s elec-
tion, Beijing has increased its pressure on Taiwan in the inter-
national arena, a problem that could grow more severe in the com-
ing years if cross-Strait relations sour significantly.

This section explores cross-Strait relations since President Tsai’s
election, cross-Strait trade and investment, Taiwan’s international
engagement, Taiwan’s military and security situation, and U.S.-
Taiwan relations. It is based on consultations with experts on Tai-
wan and cross-Strait relations, the Commission’s fact-finding trip
to Taiwan and China in 2016, and open source research and anal-
ysis.

Cross-Strait Relations
Cross-Strait Political Relations after President Tsai’s Election

Despite President Tsai’s efforts to reassure Beijing of her policy
direction, the Chinese government has suspended official commu-
nication with Taipei. Also, during the Commission’s June 2016 trip
to Taiwan, a Taiwan official told the Commission that China had
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reduced visits to Taiwan by Chinese tourists.! So far, however,
Beijing has refrained from taking some of the more drastic costs-
imposing measures it could direct against Taipei, such as enticing
countries with diplomatic relations with Taipei to cut ties and es-
tablish relations with Beijing instead, or stopping the implementa-
tion of cross-Strait agreements that were signed under the Ma Ad-
ministration.?

Taiwan’s 2016 Elections

Taiwan’s electorate achieved several milestones in 2016: the elec-
tion of Taiwan’s first female president, the third peaceful transition
of presidential power between political parties, and the DPP’s first
absolute majority in Taiwan’s legislature—the Legislative Yuan.
Tsai Ing-wen won the election with 56.1 percent of the vote, while
Eric Chu, the presidential candidate of the Chinese Nationalist
Party (Kuomintang or KMT), finished with just 31.1 percent.? DPP
candidates also won 68 seats in the Legislative Yuan compared to
35 seats for the KMT and 10 for other parties.*

The election outcomes were the result of voter dissatisfaction
with the outgoing Ma Administration and the KMT as well as with
Taiwan’s struggling economy, President Tsai’s focus on domestic
economic issues (rather than cross-Strait relations) during the cam-
paign, and the rising concern among Taiwan citizens about the po-
tential negative impact of growing ties with China on Taiwan’s
economy and political autonomy.5 According to Lin Chien-fu, a pro-
fessor in the department of economics at National Taiwan Univer-
sity, who met with the Commission in Taiwan, the problem of
unaffordable housing in Taiwan also was an important issue for
voters.® The housing price to income ratio increased by almost one-
half.” Real wages fell following the 2008-2009 global financial cri-
sis and failed to recover to pre-crisis levels in subsequent years.8

During President Ma’s tenure, which was characterized by a
thaw in some aspects of cross-Strait relations and a reduction in
overall tensions, Taiwan and China signed 23 cooperation agree-
ments and expanded economic, educational, travel, and govern-
ment-to-government contacts and communication. These initiatives
culminated in a meeting between President Ma and Chinese Presi-
dent and General Secretary of the Chinese Communist Party Xi
Jinping in Singapore in November 2015, the first meeting between
the leaders of Taiwan and China since 1949. During President Ma’s
two terms in office, however, Taiwan’s economic growth slowed sig-
nificantly amid stagnant wages, unemployment in Taiwan’s largely
high-skilled workforce, weak entrepreneurial innovation, low in-
bound investment, and an electorate increasingly worried about
China’s ability to influence Taiwan and the impact of agreements
with China on Taiwan’s economy.?
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Taiwan’s Economic Challenges

Taiwan faces many economic challenges. First among them is
the Taiwan economy’s dependence on exports, particularly to
China. (See section on “Cross-Strait Trade and Investment” for
more information.) The Tsai Administration seeks to shift Tai-
wan’s “efficiency-driven model” to an “innovation-driven model.” 10
The efficiency-driven model refers to Taiwan’s economic strategy
of linking itself to regional supply chains, primarily through
China, and expanding exports to increase growth. A Taiwan offi-
cial told the Commission that the Taiwan government wants to
collaborate with the United States, Japan, Europe, and Israel to
develop a model for innovation in Taiwan and collaborate in the
areas of research and development (R&D), human resources, and
financial capital. Taipei is also interested in expanding economic
exchanges with India by, for example, encouraging Indian engi-
neers to move to Taiwan and by encouraging collaboration
among Indian and Taiwan technology industries.!! Furthermore,
the Tsai Administration is promoting the development of five
“strategic industries”: green energy, defense, the Internet of
Things, biotechnology, and smart precision machinery.12

Access to energy is a looming concern: observers in Taiwan told
the Commission that Taiwan may face electricity brownouts by
2017 due to low energy reserves.13 Taiwan is highly dependent
on imported energy sources to fuel its export-oriented industries.
Currently, about 98 percent of the energy that Taiwan consumes
is imported. Of that amount, the vast majority comprises fossil
fuels from the Middle East.1* Taiwan has three active nuclear
power stations, all of which are scheduled to be decommissioned
between 2018 and 2025.15 The state-owned electricity provider,
Taipower, financed the construction of a fourth nuclear power
station, which was set to become operational by 2015. In 2014,
however, Taiwan’s government voted to halt construction of the
plant amid protests and safety concerns following the 2011
Fukushima nuclear disaster in Japan.16

Observers in Taiwan also told the Commission that Taiwan is
experiencing a “brain drain.”17 A scholar explained that this
problem is the result of low wages, income disparity, and high
housing prices.18

Although there is no indication that developments in Hong Kong
played a role in the election outcomes in Taiwan, activists in Tai-
wan are concerned about the fate of freedom and democracy in
Hong Kong and have demonstrated support for activists there.l?
More broadly, the idea of adopting Hong Kong’s “one country, two
systems” * framework—Beijing’s stated framework for cross-Strait
unification—as a model for Taiwan has long been unpopular among
the Taiwan public. However, J. Michael Cole, senior non-resident

*The “one country, two systems” framework is a policy measure adopted by the People’s Re-
public of China following the establishment of Hong Kong and Macau as Special Administrative
Regions. The system grants Hong Kong and Macau the right to self-govern their economy and
political system to a certain extent, excluding foreign affairs and defense.
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fellow at the University of Nottingham’s China Policy Institute,
told the Commission that developments in Hong Kong have intensi-
fied the Taiwan public’s opposition to Chinese rule and the one
country, two systems framework.20 (See Chapter 3, Section 3,
“China and Hong Kong,” for more information on developments in
Hong Kong.)

President Tsai’s Cross-Strait Policy

President Tsai campaigned on solving domestic economic and so-
cial problems and a pragmatic cross-Strait policy of “maintaining
the status quo” in Taiwan’s relations with China. She expressed
her commitment to peace in the Taiwan Strait and a “consistent,
predictable, and sustainable” cross-Strait relationship.2! During a
speech in Washington, DC, in June 2015, she explained that “the
conduct of cross-Strait policy must transcend the position of a polit-
ical party and incorporate different views.”22 She went on to say,
“If elected President, I will push for the peaceful and stable devel-
opment of cross-Strait relations in accordance with the will of the
Taiwanese people and the existing [Taiwan] constitutional order.
[The accumulated outcomes of more than 20 years of negotiations
and exchanges] will serve as the firm basis of my efforts.”23 These
statements appeared intended to reassure the Chinese government
that she would not pursue formal independence for Taiwan.

Since her election, President Tsai has built on this policy plat-
form and taken several additional steps to signal goodwill and
flexibility and reassure Beijing about her intentions. During the
campaign and in the months after the Taiwan elections, Beijing
consistently and repeatedly insisted cross-Strait relations must be
conducted through the framework of the “1992 Consensus”—a tacit
understanding reached at a meeting between representatives of
Taiwan and China in 1992 that there is only “one China” but that
each side may maintain its own interpretation of the meaning of
“one China.” *24 Unlike President Ma, President Tsai has not ex-
plicitly endorsed the 1992 Consensus, but she has moved closer to
China’s framework in her articulation of her cross-Strait policy. Ex-
plaining the policy in an interview with Taiwan’s Liberty Times
several days after the election, President Tsai reiterated that rep-
resentatives of Taiwan and China had in fact met in 1992 and that
they sought to “find common ground and put aside differences.” 25
She also said that during the meeting, the two sides “achieved sev-
eral common understandings and acknowledgments” and that she
“understands and respects that historical fact.” 26 Then, during her
inauguration address in May 2016, she stated that her administra-
tion would conduct cross-Strait relations in accordance with Tai-
wan’s Act Governing Relations between the People of the Taiwan
Area and the Mainland Area.f27 Richard C. Bush, director of the
Brookings Institution’s Center for East Asia Policy Studies, wrote
that “the references to the two ‘areas’ could be taken to imply that

*The KMT and the Chinese government assert that this consensus was reached, but the DPP
rejects the existence of this consensus.

TThis law, which was passed in 1982 and has been amended many times, pertains to travel,
employment, marriage, and other legal matters. It refers to Taiwan and mainland China as
areas and thus implies they are part of the same country. Taiwan’s Mainland Affairs Council,
Act Governing Relations between the People of the Taiwan Area and the Mainland Area.
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they are part of the same country and so satisfy Beijing.” 28 These
statements do not seem to have satisfied Beijing, however.

Beijing’s Approach to President Tsai

Beijing’s approach to President Tsai has been a combination of
statements of insistence on the 1992 Consensus and opposition to
independence for Taiwan, warnings and other measures meant to
put pressure on her administration, and some demonstrations of
nuance and potential flexibility. During a press conference at the
end of January 2016, in response to a question about cross-Strait
relations, a spokesperson for China’s Taiwan Affairs Office (TAO)*
said, “For over 20 years, the history of the development of cross-
Strait relations has already thoroughly proven that by insisting on
the common political framework of the ‘1992 Consensus’ and oppo-
sition to ‘Taiwan independence,” the prospects for cross-Strait rela-
tions are bright. If this does not happen, the boat of peaceful devel-
opment of cross-Strait relations will encounter terrifying waves and
could even capsize completely.” 29 The spokesperson made a similar
statement in his response to another question later in the press
conference, and in several other responses to questions he gave im-
plicit warnings about what might happen if the Tsai Administra-
tion did not accept Beijing’s cross-Strait framework.30

Despite these hardline statements, Beijing later demonstrated
some nuance and potential flexibility in the remarks of Minister of
Foreign Affairs Wang Yi. In February, after delivering a speech in
Washington, DC, Minister Wang responded to a question about the
impact of the election on ties between China and Taiwan first by
striking a calm tone about President Tsai’s election, saying it was
“just a change of government in Taiwan. ... It’s something natural.
It should not come as too big a surprise.” 3! Then, in the most note-
worthy part of his response, he said that he hopes and expects
President Tsai would “indicate that she wants to pursue the peace-
ful development of cross-straits relations, and that she will accept
the provision in Taiwan’s own constitution that the mainland and
Taiwan belong to one, the same China.”32 Minister Wang then
added a veiled warning,t but his statement about Taiwan’s con-
stitution—although not identical to President Tsai’s statement—
echoed her pledge to conduct cross-Strait relations according to the
“existing [Taiwan] constitutional order.” Mr. Cole wrote, “Although
we should not read too much into the foreign minister’s comments

. it nevertheless hints at the possibility of a more flexible, and
perhaps more pragmatic, approach to Taiwan.” 33

During March meetings in China with a delegation of U.S. ana-
lysts organized by the Center for Strategic and International Stud-
ies, Chinese interlocutors articulated several areas where Beijing
claimed to demonstrate goodwill and flexibility. Bonnie S. Glaser,
senior advisor for Asia and director of the China Power Project at

*The Taiwan Affairs Office is an agency within China’s State Council that is responsible for
overseeing China’s cross-Strait policies.

TMinister Wang said that people in Taiwan will not accept a violation of Taiwan’s constitu-
tion, because “they want to see the continued peaceful development of cross-straits relations.
They want to see more mainland visitors. They want to pursue more business ties with the
mainland. And they want to live in a climate of peace and tranquility. The next government
in Taiwan must think about these issues in a serious way.” Wang Yi, “Statesman’s Forum:
Wang Yi, Minister of Foreign Affairs, PRC” (Washington, DC, February 25, 2016).
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the Center for Strategic and International Studies, writes that the
interlocutors made the following points:

The Chinese believe that they have shown some flexibility
and goodwill to Tsai Ing-wen and the DPP. For example,
Beijing has indicated that if the DPP cannot embrace the
1992 Consensus, it “can come up with a new version” using
alternative wording to express its core meaning. Another ex-
ample of the Mainland’s goodwill cited by the Chinese side
is the policy of not demanding more from the DPP than it
has asked of the KMT. From Beijing’s perspective, it is not
raising the bar and is not unilaterally changing the cross-
Strait status quo. Rather, it is Tsai and the DPP that is
changing the status quo. A third example that the Main-
land says is a sign of its goodwill toward the DPP is Xi
Jinping’s statement at the [National People’s Congress] that
Beijing’s policies and principles toward Taiwan will not
change because of changes in Taiwan’s political situation,
including willingness to pursue peaceful development of
cross-Strait relations.34

In March, China re-established diplomatic relations with The
Gambia, which Beijing had theretofore opted against following The
Gambia’s severing of its diplomatic ties with Taiwan in 2013.35 In
2008, at the beginning of the Ma Administration, Taiwan and
China reached a tacit understanding—what President Ma unilater-
ally declared to be a “diplomatic truce”—to stop poaching each oth-
er’s diplomatic partners in order to maintain positive momentum
in the cross-Strait relationship.36 Although Beijing’s move to estab-
lish relations with The Gambia technically did not break the diplo-
matic truce—because The Gambia had already cut ties with Tai-
wan in what appears to have been a decision that was not influ-
enced by Beijing *—it was almost certainly intended to convey to
the Tsai Administration that Beijing is willing to draw away coun-
tries with which Taiwan has diplomatic relations.37

In the context of a discussion of the Chinese government’s re-
sponse to the Tsai Administration, one Taiwan official told the
Commission that China had significantly reduced Chinese tourism
to Taiwan.38 According to Taiwan’s Mainland Affairs Council
(MAC),T between May 20 and August 16, Chinese tourists travel-
ling to Taiwan with tour groups fell by 37 percent.3° In September,
an estimated 10,000 Taiwan tourism industry workers and rep-
resentatives marched in Taipei to call for assistance from the gov-
ernment in response to the drop in Chinese tour groups.4® During
the Ma Administration, Taiwan reduced barriers to Chinese tour-
ists visiting Taiwan and the number of Chinese tourists increased
from around 330,000 in 2008 to about 4.2 million in 2015.41 Accord-
ing to one calculation based on data from Taiwan’s Bureau of Tour-

*There is no public evidence that suggests Beijing enticed or pressured The Gambia to cut
diplomatic relations with Taiwan. According to Taiwan’s Minister of Foreign Affairs, The Gam-
bia’s decision was the result of Taiwan’s rejection of a request by The Gambia’s president for
more aid. Angela Tsai and Scully Hsiao, “Gambian Aid Request Linked to Broken Ties with Tai-
wan: Minister,” Central News Agency (Taiwan), November 25, 2013.

+The Mainland Affairs Council is a cabinet-level agency in Taiwan’s executive branch that
is responsible for overseeing Taiwan’s cross-Strait policies.
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ism, the revenue from Chinese tourists in Taiwan reached $6.8 bil-
lion in 2015.42

Beijing’s insistence on the “one China” principle precludes any
country or international organization from simultaneously dip-
lomatically recognizing China and Taiwan, thereby restricting
Taiwan’s full participation in the international community. Due to
Beijing’s insistence on this principle, Taiwan generally can only
participate in international fora using other names, such as “Chi-
nese Taipei.” In May, Beijing apparently agreed to Taiwan’s contin-
ued participation as an observer in the annual conference of the
UN World Health Organization’s World Health Assembly. The
World Health Organization has extended an invitation to Taiwan
to participate as an observer every year since 2009. This year’s con-
ference was held several days after President Tsai’s inauguration,
and a Taiwan official announced that Taiwan had received the invi-
tation on May 6.43

Beijing has tried to put the onus on the Tsai Administration to
maintain positive cross-Strait relations and positioned itself to de-
flect all responsibility should relations sour. During a press con-
ference on May 11, a TAO spokesperson said:

Who is working hard to protect the common political foun-
dation and protect the peaceful development of cross-Strait
relations and who is destroying the common political foun-
dation of cross-Strait relations and changing the status quo
of cross-Strait relations, who is protecting roads and who
is tearing down bridges, I believe everyone can see very
clearly. ... If there is gridlock in cross-Strait relations or a
crisis occurs, the responsibility is on those who change the
status quo.**

Beijing continued to pressure the Tsai Administration in its re-
sponse to President Tsai’s inauguration speech on May 20. TAO di-
rector Zhang Zhijun delivered a statement in which he said, “The
contact and communication mechanism between the Mainland’s
Taiwan Affairs Office and Taiwan’s Mainland Affairs Council and
the consultation and negotiation mechanism between the Associa-
tion for Relations Across the Taiwan Straits and Taiwan’s Straits
Exchange Foundation * are built on the political foundation of the
1992 Consensus. Only by affirming the political foundation that
embodies the One China principle can the institutionalized cross-
Strait exchanges continue.” 45

Since President Tsai’s inauguration, Beijing has followed through
on its warning, at least in part, and suspended “the cross-Strait
contact and communication mechanisms.”46 In June 2016, a TAO
spokesperson announced that “the cross-Strait contact and commu-
nication mechanisms have been suspended because Taiwan did not
recognize the 1992 Consensus, the political basis for the One China
principle.” 47 The spokesperson noted the mechanism had been sus-
pended since President Tsai’s inauguration.#® Earlier that month,
the deputy minister of MAC said that communication between the

*The Straits Exchange Foundation and the Association for Relations Across the Taiwan Strait
facilitate cross-Strait negotiations in the absence of formal ties between the governments of Tai-
wan and China. Although the two bodies are semiofficial organizations, they receive direction
from their respective governments.
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two governments was ongoing at the division director level.49 Also
in June, a Taiwan official told the Commission that Beijing sus-
pended formal exchanges between MAC and TAO, but informal
communications through “desk phones and fax machines” still
occur.50 Beijing also has suspended communication and meetings
between the Straits Exchange Foundation and the Association for
Relations Across the Taiwan Straits.5! According to an article pub-
lished on May 31, an anonymous individual affiliated with China’s
Association for Relations Across the Taiwan Straits told Taiwan’s
United Daily News that the association had not responded to any
faxes or telephone calls from the Taiwan side since the inaugura-
tion.52 In July, during an interview with the Washington Post,
President Tsai was asked, “Since your inauguration in late May,
the Chinese have cut off the official channel that was used to com-
municate between Taiwan and the mainland. How do you plan to
handle day-to-day relations with Beijing?” President Tsai re-
sponded, “We have always had diverse channels of communication
across the strait. These include not just official communications but
also people-to-people contacts.” Then, when asked, “Are you, the
president, in touch with your counterparts in the Chinese govern-
ment?” she said, “Different levels of the government have different
ways of communicating with their counterparts in China. At this
stage, I cannot go into too much detail.” 53

Cross-Strait Agreements

In August, the TAO director told Taiwan business representa-
tives in China that Beijing would continue to honor the 23 existing
cross-Strait agreements signed under the Ma Administration.54
However, since China has made official and quasi-official cross-
Strait exchanges contingent on Taiwan’s acknowledgement of the
1992 Consensus and thus far has expressed dissatisfaction with
President Tsai’s attempts to reach a compromise on this issue, the
potential for additional cross-Strait agreements is uncertain. Re-
garding potential new agreements, the TAO director said, “It is im-
possible for the doors to be open without the ‘1992 consensus’ as
a foundation.” 55 The Ma Administration had engaged in negotia-
tions with Chinese counterparts on a trade in goods agreement and
an agreement on reciprocal representative offices in each other’s
territory, but the two sides had not yet concluded the talks on ei-
ther of these potential agreements.

The fate of the Cross-Strait Trade in Services Agreement
(CSSTA), which Taiwan and China signed in 2013 but the Taiwan
legislature has not ratified, is also uncertain. The Tsai Administra-
tion plans to wait until the legislature passes a cross-Strait agree-
ments oversight bill before it addresses the future of the CSSTA
and continues negotiations on the trade in goods agreement.5¢ The
CSSTA has been stalled in the legislature since March 2014, when
protestors occupied the legislative chamber in opposition to the
agreement—a protest movement that was given the name the Sun-
flower Movement. Protestors were concerned that the Ma Adminis-
tration conducted the negotiations in a nontransparent manner and
the Legislative Yuan had not reviewed the agreement. To end the
occupation, one of the terms to which the then legislative speaker
agreed was the creation of an oversight mechanism for cross-Strait
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agreements.57 Since then, many draft bills for such a mechanism
have been proposed, but they were not debated.?® Much of the po-
litical logjam was the result of disagreement over the roles of the
Legislative Yuan and the Executive Yuan (Taiwan’s executive
branch) in the oversight process.5?® Ker Chien-Ming, head of the
Legislative Yuan’s DPP caucus, said in August 2016 that the Legis-
lative Yuan would review the bill during the fall legislative ses-
sion.®0 How the bill will fare is uncertain. Although the DPP has
a majority in the Legislative Yuan, the version of the bill proposed
by the DPP caucus has been criticized by civil society groups.6! In
addition, Mr. Ker in January 2016 said that the DPP’s stance on
the CSSTA was that the agreement should be renegotiated.62 Al-
though it is unknown whether the Tsai Administration will call for
the agreement to be renegotiated, if it chooses to do so, the ques-
tion remains whether Beijing will agree.

Cross-Strait Trade and Investment

In 2015, Taiwan’s economic growth slowed to less than 1 percent
as exports dropped significantly amid China’s economic slowdown
and low global demand.®3 Taiwan’s exports also were hurt by in-
creased competition from Chinese high-tech suppliers, which un-
dercut them on cost.¢ With China ranking as its largest trading
partner, Taiwan’s export-oriented economy is dependent on China
and vulnerable to fluctuations in China’s economy.6> Taiwan’s in-
dustrial production* has grown increasingly tied to its China-
bound exports. In the years after Taiwan joined the World Trade
Organization, Taiwan’s exports to China grew rapidly as Taiwan-
based firms expanded manufacturing operations in China and es-
tablished regional supply chains, especially in information tech-
nology products. By the time the Ma Administration took office in
2008, fluctuations in Taiwan’s industrial production closely tracked
exports to China (see Figure 1).66

*Industrial production is quantified using the industrial production index, which measures
outputs of the industrial sector of the economy, including manufacturing, mining, and utilities.
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Figure 1: Taiwan’s Industrial Production, 2000-2016
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Scholars at the Chung-Hua Institute for Economic Research told
the Commission that although Taiwan’s economy showed negative
gross domestic product (GDP) growth in the first two quarters of
2016, Taiwan’s manufacturing will pick up in the final two quar-
ters to make up for these losses. Taiwan’s GDP growth tends to
fluctuate based on the release schedules of certain products that
Taiwan companies help to produce. For example, Taiwan had ex-
ceptionally good GDP growth in 2014, mainly attributable to high
sales of the iPhone 6 rather than any sustained improvement in
Taiwan’s economic situation.6?

To address Taiwan’s economic dependence on China, the Ma Ad-
ministration strived to diversify Taiwan’s export markets, efforts
that President Tsai has continued. President Tsai and the DPP
have emphasized their objective of moving Taiwan toward partici-
pation in the U.S.-led Trans-Pacific Partnership (TPP) trade agree-
ment, and President Tsai is moving forward with plans to enhance
Taiwan’s trade and investment with the countries of Southeast
Asia, South Asia, and Oceania, part of her “New Southbound Pol-
icy,” which is discussed later in this section.8

Goods Trade

As of August 2016, China remains Taiwan’s largest trading part-
ner, biggest export market, and top source of imports.*%9 In 2015,
annual cross-Strait trade totaled $111.4 billion,T comprising 22.6
percent of Taiwan’s total trade.”’® However, total cross-Strait trade
also decreased by about 11 percent in 2015 compared to 2014.71

Taiwan’s exports to China have been hit hard by the slowdown
of China’s economy.’2 Taiwan’s exports to China in 2015 were

*Trade statistics in this section do not include Taiwan’s trade with Hong Kong.
T All trade statistics from Taiwan’s Bureau of Foreign Trade in this section exclude re-exports
and re-imports.



366

$67.2 billion, comprising 25.4 percent of Taiwan’s exports to the
world.”3 Year-on-year, Taiwan’s exports to China shrank by 13.2
percent and its trade surplus with China decreased by 21.5 percent
in 2015 (see Figure 2).7¢ Taiwan’s exports to China were dominated
by semiconductor-related and liquid crystal display-related prod-
ucts in 2015.75 These products composed all of Taiwan’s top five ex-
ports to China and more than a quarter of the value of Taiwan’s
total exports to China (see Figure 3).76 Taiwan’s exports of these
top five products to China decreased by 17.8 percent in 2015.77

Figure 2: Taiwan’s Trade with China and the United States, 2002-2015
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Taiwan’s imports from China in 2015 were $44.2 billion, com-
prising 19.4 percent of its total imports.”® Despite imports from
China decreasing by 8 percent, China remained Taiwan’s largest
source of imports.”® Just as semiconductor-related products were
among Taiwan’s top exports to China, they also were among Tai-
wan’s main imports from China.8° (Taiwan firms generally design
and manufacture unfinished microchips and other semiconductor-
related products in Taiwan for assembly and testing in China;
China then typically exports the finished products back to Tai-
wan.) 81 Taiwan’s other major imports from China included cellular
phones and computers and computer parts and accessories.82 De-
spite the overall decrease in imports, imports of cellular phones in-
creased by 37.6 percent and imports of wafers for microchips in-
creased by 10.2 percent.83 Both cellular phones and wafers for
microchips were among Taiwan’s top five imports from China (see
Figure 4).8¢ Imports of the other top five products all decreased,
with microchips decreasing by 14.3 percent, computer parts and ac-
cessories decreasing by 7.1 percent, and computers decreasing by
15.8 percent.85
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Figure 3: Taiwan’s Top Five Exports to China, 2015
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Figure 4: Taiwan’s Top Five Imports from China, 2015
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Foreign Direct Investment

China is Taiwan’s top destination for foreign direct investment
(FDI).86 According to official Taiwan data, Taiwan FDI to China in
2015 totaled $10.4 billion.87 Between 2014 and 2015, this number
increased by 5.8 percent.®8 In 2015, for the second year in a row,
Taiwan FDI to China recorded growth after decreasing in 2012 and
2013 (see Figure 5).89 The growth in FDI over the past two years
was primarily the result of new Taiwan FDI in the electronic parts
manufacturing and computer manufacturing sectors in 2014, fol-
lowed by an increase in Taiwan FDI in the financial and insurance
sectors and the non-metal mineral products manufacturing indus-
try in 2015.90 In 2015, investment in the financial and insurance
sectors comprised the largest percentage of Taiwan’s total FDI in
China, with 25.4 percent.9! The next largest recipients of Taiwan
FDI in China in 2015 were electronic parts and components manu-
facturing (11.2 percent) and computers, electronic, and optical prod-
ucts manufacturing (10.1 percent).92

Year-on-year, the value of Chinese investment in Taiwan
dropped by about 27 percent to approximately $244 million in
2015, but the number of Chinese investment cases approved by the
Taiwan government increased by 25 percent to 170.93 According to
Taiwan’s National Development Council, a policy planning organi-
zation under the Executive Yuan, the number of cases increased
while the value decreased, primarily because the majority of Chi-
nese investment in Taiwan is in services, and investments in serv-
ices are generally smaller than those in manufacturing. The council
reported that the percentage of Chinese investments in services in-
creased by 9.7 percent to a total of 79.4 percent of all Chinese in-
vestment in Taiwan in 2015.94 FDI from China had been steady be-
tween 2012 and 2014 after it more than tripled between 2010 and
2012,95 a spike largely due to the Ma Administration’s loosening of
investment caps and regulations on Chinese investment into Tai-
wan.* Chinese investments are still limited. All investments re-
quire Taiwan government approval, and the Taiwan government
prohibits Chinese investors from appointing managers or having
controlling stakes.?6 In 2015, 62.4 percent of the value of Chinese
FDI to Taiwan was in wholesale and retail, 10.4 percent was in
electronic parts and electronic components manufacturing, and 7.3
percent was in information and software services.97

*For example, in March 2012, Taiwan loosened Chinese investment caps of 10 percent stakes
in local firms and 50 percent in joint ventures in Taiwan’s semiconductor and metal tool man-
ufacturing sectors, among others. PricewaterhouseCoopers, “Chapter 4: The Bigger Picture—
China’s Impact on the Semiconductor Industry 2012 Update,” September 2012.
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Figure 5: Cross-Strait Investment, 2009-2015
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Source: Taiwan’s Ministry of Economic Affairs, Investment Commission, Monthly Report, De-
cember 2015.

Taiwan’s International Engagement

Taiwan continues to pursue greater participation in the inter-
national community through its official diplomatic relations with
22 countries,* efforts to expand its participation in international or-
ganizations, and initiatives to strengthen economic and unofficial
diplomatic partnerships with countries other than China. As dis-
cussed previously, one of Taiwan’s successes in 2016 was its contin-
ued participation in the World Health Assembly as an observer.
This year also saw new and ongoing challenges to Taiwan’s ability
to participate in the international community, however. It is un-
clear whether all of these developments were part of a concerted
effort by Beijing to pressure the Tsai Administration, but should
Beijing seek to increase pressure on Taipei, it may move to further
limit Taiwan’s participation in international organizations and in-
vite some countries with which Taiwan has diplomatic relations to
cut ties and establish diplomatic relations with China.

Efforts to Expand International Participation

Taiwan’s “New Southbound Policy”: One of the Tsai Adminis-
tration’s main initiatives to expand Taiwan’s international partici-
pation is its “New Southbound Policy” of enhanced engagement
with the countries of Southeast Asia, South Asia, and Oceania.®8
Although a major objective of the initiative is to expand Taiwan’s
trade and investment with these countries in order to diversify its
export markets, President Tsai and James Huang, the official who

*Taiwan has diplomatic relations with Belize, Burkina Faso, the Dominican Republic, El Sal-
vador, Guatemala, Haiti, the Holy See, Honduras, Kiribati, the Marshall Islands, Nauru, Nica-
ragua, Palau, Panama, Paraguay, Saint Kitts and Nevis, Saint Lucia, Saint Vincent and the
Grenadines, Sao Tome and Principe, Solomon Islands, Swaziland, and Tuvalu. Taiwan’s Min-
istry of Foreign Affairs, “Diplomatic Allies.”
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is leading the initiative, have said that it will be focused on much
more than trade and investment.®® According to its guidelines, the
initiative will include cooperation in the areas of agriculture, edu-
cation, culture, and tourism.100

Seeking participation in INTERPOL: According to Taiwan’s
Criminal Investigation Bureau, Taiwan’s exclusion from the Inter-
national Criminal Police Organization (INTERPOL) means that it
does not receive updates from the organization on transnational
crimes, and Taiwan police cannot participate in training provided
by INTERPOL.101 In March, U.S. President Barack Obama signed
a bill (S. 2426) that mandates the secretary of State to report to
Congress within 90 days on the U.S. government’s strategy for sup-
porting Taiwan’s participation in INTERPOL as an observer. This
bill is another step in the U.S. government’s longstanding efforts
to advocate on behalf of Taiwan’s participation in international or-
ganizations. President Obama signed a similar bill (H.R. 1151) in
2013 regarding a U.S. strategy to support Taiwan’s participation as
an observer in the UN’s International Civil Aviation Organization

(ICAO).*

Challenges

Not invited to participate in the 2016 ICAO Council Assem-
bly: In September, Taiwan’s Minister of Foreign Affairs confirmed
that ICAO did not invite Taiwan to participate in the ICAO Coun-
cil Assembly, which was held in late September and early October,
in a reversal from the previous assembly. A spokesperson for Chi-
na’s TAO said Taiwan could not participate because the Tsai Ad-
ministration had not endorsed the 1992 Consensus.192 The presi-
dent of the ICAO Council invited Taiwan to participate as his guest
in the 2013 ICAO Council Assembly, a forum which is held every
three years. The 2013 assembly was the first official ICAO meeting
to which Taiwan had been invited in 42 years.103

Blocked from other UN meetings and OECD meeting: In
April, under pressure from China, the Belgian government barred
a Taiwan government delegation from attending a meeting on the
steel sector organized by the Belgian government and the Organi-
sation for Economic Co-Operation and Development (OECD) in
Brussels. The delegation had already attended a meeting that was
part of the same symposium earlier in the day. Although Taiwan
is not a member of the OECD, it has been allowed to attend some
OECD meetings since 2002.19¢ In June, a professor of labor rela-
tions from Taiwan’s Chung Cheng University and a study group
she was leading were blocked twice from attending an annual con-
ference of the UN’s International Labor Organization. The pro-
fessor had led study groups to attend the conference in 2014 and
2015 without a problem.195 In July, Taiwan officials were not al-
lowed to participate in a meeting of the Food and Agriculture Orga-
nization of the UN’s Committee on Fisheries, an organization in
which they have been permitted to participate since 2003.106

*The U.S. Department of State submitted both reports to Congress. Executive Communication
EC5932, 114th Cong., 2nd Sess., June 28, 2016.
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Difficulty joining the Asian Infrastructure Investment
Bank: In early April, the president of the Asian Infrastructure In-
vestment Bank announced that if Taiwan wanted to join the bank
China’s Ministry of Finance would have to apply on its behalf. This
is the same standard the bank applied to Hong Kong, thereby
treating Taiwan as if it were part of China. The Taiwan govern-
ment rejected this condition, stating, “It hurts our dignity.” 107

Failed repatriation of fraud suspects: Between April and
September, about 200 Taiwan citizens living in Armenia, Cam-
bodia, Kenya, and Malaysia who were accused of committing tele-
communications fraud against people in China were deported from
those countries to China, rather than to Taiwan.108 At the begin-
ning of the Ma Administration, Taipei and Beijing signed the
Cross-Strait Joint Crime-Fighting and Judicial Mutual Assistance
Agreement, which includes the return of individuals suspected of
and convicted of crimes from one side to the other.19° In 2011, after
the Philippines deported 14 Taiwan citizens suspected of tele-
communications fraud to China, cross-Strait negotiations led Bei-
jing to return the suspects to Taiwan.110 Subsequently, Taipei and
Beijing developed a pattern of law enforcement cooperation in
countries with which Taiwan does not have official diplomatic rela-
tions, though this cooperation was not part of the 2009 agree-
ment.111 This cooperation enabled Taiwan to bring many Taiwan
citizens who were suspected of committing crimes in those coun-
tries back to Taiwan.112 Beijing has been unwilling to continue this
cooperation since President Tsai was elected. However, Beijing’s
initial motivation for not allowing the suspects to be sent to Tai-
wan may solely have been its desire to crack down on telecommuni-
cation fraud against Chinese citizens. The first group of Taiwan
citizens who were deported from Kenya in April 2016 had been ar-
rested in December 2014 and Beijing requested that they be sent
to China in January 2015, one year before President Tsai was
elected.113 Nonetheless, Beijing is now likely also using these cases
as another means to pressure Taipei.* 114

Threat of severed diplomatic relations: No countries have
severed diplomatic ties with Taiwan since President Tsai’s election,
and there is no evidence to suggest China has invited them to do
so. Zhang Zhexin, a research fellow at the Shanghai Institute for
International Studies, estimated in 2013 that Beijing had rejected
overtures from at least five countries with diplomatic relations with
Taiwan since then President Ma was elected in 2008.115 However,
Beijing could establish ties with some of these countries if cross-
Strait relations significantly worsen.116 In 2016, Beijing and the

*During a press conference in August a reporter requested a TAO spokesperson confirm
whether MAC had protested to Beijing through cross-Strait communication channels regarding
Kenya’s deportation of Taiwan citizens to China. In his response, the spokesperson reiterated
that the mechanisms for cross-Strait communication and talks had been suspended because
Taipei had not endorsed the 1992 Consensus. He added that “the Taiwan side should face up
to this fact and make practical efforts to resume the working of these mechanisms.” Xinhua,
“Taiwan Affairs Office: The People on Both Sides of the Strait Support Cracking Down on Tele-
communications Fraud According to Law. The Taiwan Side Should Make Practical Efforts to
Resume the Working of the Cross-Strait Contact and Communication Mechanisms,” China’s Tai-
wan Affairs Office, August 8, 2016.
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Vatican—which has diplomatic relations with Taiwan *—were re-
portedly in talks to address longstanding areas of disagreement.
The two sides have disagreed about whether the Vatican should be
allowed to appoint bishops in China as it does elsewhere. The Vati-
can also does not approve of eight bishops that were appointed by
the Chinese government.117 A resolution of these issues and warm-
ing of relations between China and the Holy See could put Tai-
wan’s relations with the Vatican at risk.

Difficulty signing free trade agreements: Taiwan is at a dis-
advantage when competing economically with other countries such
as South Korea, because it is more difficult for Taiwan to sign free
trade agreements 118—in large part because Beijing pressures other
countries not to sign free trade agreements with Taiwan.119

The Tsai Administration’s Approach to the East and South
China Sea Disputes

Taiwan, which is one of six claimants of land features in the
South China Sea,t rejected the ruling of the arbitral tribunal at the
Permanent Court of Arbitration in The Hague in the case The Re-
public of Philippines v. The People’s Republic of China in July,*
though Taipei’s response has not been nearly as vociferous as Bei-
jing’s. Taiwan stated several reasons for rejecting the ruling: (1) it
deemed the tribunal’s designation for Taiwan (“Taiwan Authority
of China”) incorrect and “demeaning to the status of [Taiwan] as
a sovereign state;” (2) the tribunal did not formally invite Taiwan
to participate in the case or ask for Taiwan’s views; 120 and (3) al-
though Taiwan-controlled Itu Aba (a land feature in the Spratly Is-
lands called Taiping Island by Taiwan and China) was not origi-
nally included in the Philippines’ submission, the tribunal ruled
that it is a rock rather than an island (see Figure 6).§ Itu Aba is
the largest natural land feature in the Spratly Islands and the only
one that Taiwan controls; some observers thought it had a strong
chance of being designated an island, instead of a rock, by the tri-
bunal.l21 Taiwan’s Ministry of Foreign Affairs also stated, “That
[Taiwan] is entitled to all rights over the South China Sea Islands
and their relevant waters in accordance with international law and
the law of the sea is beyond dispute.” 122 The day after the tribu-

*The Vatican established ties with the Republic of China government in 1942 and maintained
those ties after the government moved to Taiwan and Beijing expelled the Vatican’s ambassador
from China in 1951. Kevin Hsu, “China and the Vatican: Toward a New Era?” Diplomat
(Japan), September 22, 2016.

T The other claimants are Brunei, China, Malaysia, the Philippines, and Vietnam. See Chapter
2, Section 1, “Year in Review: Security and Foreign Affairs” for more information on the East
and South China seas disputes.

#For more information on the tribunal’s ruling, see Caitlin Campbell and Nargiza Salidja-
nova, “South China Sea Arbitration Ruling: What Happened and What’s Next?” U.S.-China Eco-
nomic and Security Review Commission, June 12, 2016.

§ The distinction, as defined by the UN Convention on the Law of the Sea, between an island
and a rock is important because each type of feature generates a different maritime entitlement.
Islands, which must be above water at high tide and be capable of sustaining human habitation
or economic activity of their own, can generate exclusive economic zones out to 200 nautical
miles. (An exclusive economic zone is a 200-nautical-mile zone extending from a country’s coast-
line within which that country can exercise exclusive sovereign rights to explore for and exploit
natural resources, but not full sovereignty.) Rocks, which are defined as being above water at
high tide but unable to sustain human habitation or economic activity, only generate a 12-nau-
tical mile territorial sea. UN Convention on the Law of the Sea, “Article 121: Regime of Islands;”
UN Convention on the Law of the Sea, “Part 2: Territorial Sea and Contiguous Zone;” and UN
Convention on the Law of the Sea, “Part 5: Exclusive Economic Zone.”
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nal’s ruling, President Tsai addressed officers and enlisted per-
sonnel on a Taiwan Navy frigate. In President Tsai’s remarks she
said the ruling “has seriously harmed the rights and interests of
our country with respect to the South China Sea islands.” 123 The
ship was originally scheduled to leave the next day for a routine
patrol of the South China Sea, but, as part of Taiwan’s response
to the tribunal’s ruling, it set sail the same day.12¢ Taiwan is not
a signatory to the UN Convention on the Law of the Sea
(UNCLOS), because it lost its seat at the UN before the convention
was established. Thus, Taiwan is not bound by the tribunal’s deci-
sion.

Figure 6: Map of South China Sea
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Source: Figure adapted from Economist, “Hai-handed,” January 13, 2014.

Prior to the ruling, Taiwan had taken some positive steps to clar-
ify its claims in the South China Sea in accordance with UNCLOS
and initiated efforts to reduce tensions and establish coordination
and cooperation mechanisms with other claimants.125 Taiwan has
an opportunity to further clarify its position now that the tribunal
has clarified the legal status of the features in disputed waters.
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Taiwan and the 11-Dash Line

The nine-dash line on Chinese maps of the South China Sea is
based on a map with a line containing 11 dashes that was pub-
lished in 1947 by the government of the Republic of China,
which later moved to Taiwan at the end of the Chinese civil
war.126 There are various explanations of the original meaning
of the line. Although the line clearly encompasses the land fea-
tures that the Taiwan government claims, it is unclear whether
it also indicates a claim of sovereignty or jurisdiction over the
waters within the line.127

One interpretation is offered by Dustin Kuan-Hsiung Wang, a
professor in the Graduate Institute of Political Science at Na-
tional Taiwan Normal University. Dr. Wang discussed the origi-
nal purpose of the 11-dash or U-shaped line in e-mail corre-
spondence with Commission staff. Dr. Wang wrote: “The mean-
ings of the U-shaped line were probably twofold: one was to
demarcate an area of the South China Sea within which the
Republic of China claimed all islands. Under this, the claim was
not intended to encompass all the water within the lines, but
rather, all the land sovereignty within the lines. The other was
to express the perception of undecided maritime boundaries
between the Republic of China and her neighbors. However, fur-
ther negotiations were needed between them, therefore the U-
shaped line was expressed in (eleven) dashes.” 128

In 1993, the Taiwan government adopted the Policy Guidelines
for the South China Sea, which declared that “the South China
Sea area within the historic waters limit is the maritime area
under the jurisdiction of the Republic of China, where the Re-
public of China possesses all rights and interests.” 129 The Tai-
wan government continues to claim the land features in the
South China Sea, but its position regarding the waters appears
to have changed over time. During the last 20 years, Taipei has
gradually stopped using the term “historic waters.”130 In Sep-
tember 2014, then President Ma said, “The principle that ‘sov-
ereignty over land determines ownership of the surrounding
waters,” which is set out in [UNCLOS], applies to disputes con-
cerning sovereignty over both land and sea.” 131 President Ma’s
clarification of Taiwan’s position that maritime entitlements
should be derived from sovereignty over land in accordance with
UNCLOS contrasts with China’s vague and expansive sov-
ereignty claims to nearly all of the land and sea within its nine-
dash line, which encompasses around 90 percent of the South
China Sea (the South China Sea encompasses more than 1.4 mil-
lion square miles of water). The Tsai Administration appears to
be continuing this trend away from Taiwan’s earlier, more ex-
pansive claims, choosing not to mention the dashed line in its re-
sponse to the arbitral tribunal’s ruling.132
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The Tsai Administration’s policy toward the disputes in the East
and South China seas™® has been similar so far to that of the Ma
Administration, which proposed diplomatic frameworks and signed
agreements with other claimants to encourage the setting aside of
territorial disputes and promotion of joint resource development.
The most recent agreement was reached between Taiwan and the
Philippines in November 2015, with the two sides achieving con-
sensus on “avoiding the use of violence or unnecessary force, estab-
lishment of an emergency notification system, and establishment of
a prompt release mechanism” for fishermen from one country who
are detained by the other.133 In March 2016, Taiwan and the Phil-
ippines agreed to establish a hotline to notify each other of fishing
accidents, to conduct joint inspections of fishing boats, and to ex-
change inspection reports.13¢ Keeping with the spirit of these pre-
vious endeavors, in her inaugural address President Tsai said, “Re-
garding problems arising in the East China Sea and South China
Sea, we propose setting aside disputes so as to enable joint develop-
ment.” 135 Later, in June, the Tsai Administration announced that
it was establishing a maritime affairs cooperation dialogue with the
Japanese government to address the dispute between Taiwan fish-
ermen and the Japanese government over rights to fish at
Okinotori Atoll, a land feature in the East China Sea that Japan
asserts is entitled to a 200 nautical mile exclusive economic zone
and that Taiwan and China believe does not have this right, among
other issues.136

Taiwan Military and Security Issues
Cross-Strait Military Balance

As the Tsai Administration took office, it faced the challenges of
a Chinese military modernization program that had dramatically
increased despite eight years of enhanced cross-Strait economic,
people-to-people, and government ties. Broadly, the cross-Strait
military balance has shifted toward China.137 The People’s Libera-
tion Army (PLA) possesses both a quantitative and a qualitative
military advantage over the Taiwan military and is capable of con-
ducting a range of military campaigns against Taiwan.

e The PLA Rocket Force (previously the Second Artillery Force)
has approximately 1,200 short-range ballistic missiles and
200-500 ground-launched land-attack cruise missiles.} 138 Ac-
cording to congressional testimony by U.S. Defense Intelligence
Agency Director Lieutenant General Vincent R. Stewart in
February 2015, all of China’s short-range ballistic missiles are
deployed across from Taiwan.139 The primary purpose of the
majority of these missiles is to deter a move toward formal
independence by Taiwan or to destroy Taiwan’s ports and air-

*Taiwan is one of three claimants to the Senkaku Islands (known as the Diaoyutai in Taiwan
and Diaoyu in China) in the East China Sea. The other claimants are China and Japan.

T Official U.S. and Taiwan estimates of China’s number of short-range ballistic missiles and
land-attack cruise missiles vary. According to the Taiwan Ministry of National Defense’s August
2015 report on China’s military power for the Legislative Yuan, China has 1,700 ballistic and
cruise missiles, and 1,500 of these missiles are deployed against Taiwan. Senate Armed Services
Committee, Hearing on Worldwide Threats, written testimony of Vincent R. Stewart, February
26, 2015; Zhu Ming, “Ministry of National Defense: China Keeps 1,500 Missiles Deployed
against Taiwan,” Storm Media (Taiwan), August 31, 2015. Staff translation.
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fields should Beijing choose to do so. Although it has not great-
ly expanded in size since the late 2000s, China’s short-range
ballistic missile arsenal has become more lethal with the intro-
duction of new missile variants with longer ranges and im-
proved accuracies and warheads.140

e The PLA Air Force and Navy have about 2,100 combat aircraft,
of which approximately 600 are modern.* 141 Fewer than 330
of Taiwan’s combat aircraft are modern. As part of its efforts
to further enhance the capabilities of its fleet of combat air-
craft, China signed a contract with Russia to purchase 24 Su-
35 fighter aircraft in November 2015.142 China is also devel-
oping the J-20 fifth-generation fighter aircraft and has already
tested its fifth and sixth prototypes of the aircraft.143

e The PLA Navy has more than 300 surface combatants, sub-
marines, and missile-armed patrol craft, in addition to China’s
highly capable coast guard and maritime militia.l44 Taiwan, on
the other hand, has 90 naval combatants, comprising four sub-
marines i and 86 surface ships.f145 As China’s naval mod-
ernization continues, an increasing percentage of these ships
will be modern § and feature advanced weaponry. For example,
the PLA Navy recently has acquired a land-attack capability,
as the new LUYANG III-class guided missile destroyer is capa-
ble of launching land-attack cruise missiles.146 In addition,
China continues to enhance its amphibious capabilities.14?
Most recently, in January 2016, the PLA Navy launched a new
tank landing ship and in March 2016 it commissioned three
others.148 (See Chapter 2, Section 1, “Year in Review: Security
and Foreign Affairs,” for more information on developments in
Chinese military modernization.)

In its preparation for a Taiwan contingency, the PLA conducts a
variety of exercises, including antisurface warfare and amphibious
exercises, and it has increased the complexity and realism of these
exercises.149 For example, the PLA conducted an amphibious land-
ing exercise in an undisclosed location off of southeastern China in
May 2016. The forces involved in the exercise belonged to the 31st
Group Army from the Eastern Theater Command, the theater com-
mand that is responsible for contingencies involving Taiwan and

*“Modern” combat aircraft are defined as possessing advanced avionics and weapons systems.
These aircraft include the J-10, J-11, JH-7, Su-27, and Su-30. For more information on the
Commission’s definition of “modern” combat aircraft, see U.S.-China Economic and Security Re-
view Commission, 2014 Annual Report to Congress, November 2014, 309.

TTwo of these submarines are only used for training.

iTaiwan’s coast guard is in the midst of a ten-year shipbuilding program that will bring its
forces to 173 ships. Taiwan does not have a maritime militia. Mrityunjoy Mazumdar, “Tai-
wanese Coast Guard Launches OPV amid Ongoing Force Development Programme,” Jane’s
Defence Weekly, May 28, 2015.

§ In reference to China’s submarine force, the term “modern” is used in this Report to describe
a submarine capable of employing antiship cruise missiles or submarine-launched interconti-
nental ballistic missiles. These include the JIN nuclear ballistic missile submarine, SHANG nu-
clear attack submarine (SSN), SONG diesel attack submarine (SS), KILO 636 SS, and YUAN
diesel air-independent power attack submarine. In reference to China’s surface force, the term
“modern” is used to describe a surface ship that possesses a multi-mission warfare capability,
is armed with more than a short-range air defense capability, and has the ability to embark
a helicopter. These include the following: LUHU destroyer (DD), LUHAI DD, LUZHOU guided
missile destroyer (DDG), LUYANG VIIVIII DDG, SOVREMENNYY I/II DDG, JIANGWEI I/IT
frigate (FF), JIANGKAI I FF, and JIANGKAI II guided missile frigate. For more information
on the Commission’s definition of “modern” submarines and surface ships, see U.S.-China Eco-
nomic and Security Review Commission, 2014 Annual Report to Congress, November 2014, 300.
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Japan. The exercise included amphibious armored assault vehicles,
helicopters, and special operations forces attacking a hypothetical
enemy beach.150

China’s large defense expenditures are a major challenge for Tai-
wan. China’s defense budget grew by double digits almost every
year between 2005 and 2015,* increasing the official defense spend-
ing gap to more than $130 billion. In contrast, Taiwan’s defense
budget has grown modestly.151 The defense budget submitted by
Taiwan’s Executive Yuan for 2016 of 321.7 billion New Taiwan Dol-
lars or $9.8 billion (about 2 percent of GDP) represented an
increase of 2.8 percent over the 2015 budget.152 In 2016, China’s
announced military budget grew by single digits for the first time
since 2010 with an increase of 7.6 percent to 954.35 billion
renminbi or $146.7 billion (1.3 percent of projected GDP).7 153 The
slow growth of Taiwan’s defense budget was due to a number of
factors, including: the improvement in cross-Strait relations that
reduced the concern of some in Taiwan regarding China’s military
threat to Taiwan; growing competition for government resources,
particularly from social welfare programs; increasing government
debt; partisan political wrangling; and uncertainty about the future
of U.S. arms sales to Taiwan, particularly requested sales that Tai-
wan factors into its budget but are not completed due to delays re-
sulting from unresolved issues on both sides.154 In the years prior
to President Tsai’s election, the DPP promised to raise Taiwan’s de-
fense budget to 3 percent of GDP.155> However, in June 2016, Tai-
wan Premier Lin Chuan said the 2017 defense budget would not
reach that level due to financial constraints.156

Faced with a growing threat from PLA modernization, Taiwan
has sought to enhance its military capabilities in part by indige-
nously developing platforms and weapons systems. Advanced anti-
ship cruise missiles, air defense missiles, and fast attack and
stealthy catamaran-style patrol ships are among the newest plat-
forms and weapons systems that Taiwan has produced. Some of the
developments in Taiwan’s procurement of domestic military equip-
ment over the past year include the following:

o Missile corvette: Taiwan’s TUO JIANG-class catamaran-style
missile corvette is projected to enter serial production in
2018.157 Taiwan commissioned the first ship in this class in
March 2015, and after identifying several areas in which the
ship needed improvement, has since created a new design for
serial production.158 Taiwan may build up to 11 more ships in
the TUO JIANG-class. The new corvette has stealth features
and better range, endurance, and sea-keeping ability than Tai-
wan’s other patrol ships, and it is equipped with 16 antiship
cruise missiles.159 It also has two torpedo tubes and a towed
sonar array.l60 These features will enhance the survivability
and lethality of Taiwan’s antisurface and antisubmarine forces
in a potential cross-Strait conflict.161

*This measurement is according to China’s announced defense budgets, not actual aggregate
spending. China’s announced budget omits major defense-related expenditures, such as pur-
chases of advanced weapons, R&D programs, and local government support to the PLA.

tSee Chapter 2, Section 1, “Year in Review: Security and Foreign Affairs,” for more informa-
tion on China’s defense budget.
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e Naval combat system: Taiwan is developing the Hsun Lien
combat system with which it will equip ships across the Tai-
wan Navy.162 With Hsun Lien, Taiwan seeks to develop a com-
bat system that can track and engage numerous targets in var-
ious domains in order to enhance Taiwan’s fleet air defense
against China’s antiship cruise missiles as well as the Taiwan
Navy’s ability to attack the PLA Navy’s surface combatants
and submarines.163

o Submarines: Taiwan is moving ahead with its plan to indige-
nously build submarines with foreign assistance. The Tsai Ad-
ministration has expressed hope that the U.S. government will
assist with this process.164 Taiwan has begun to design the in-
digenous submarine, a stage it hopes to complete by 2019, and
announced the opening of its development center.165 Taiwan
currently has four submarines; two are operational Zwaardvis-
class submarines and two are decommissioned U.S. Navy
GUPPY-class submarines (which have undergone upgrades
since the 1940s) used only for training.166 The Taiwan Navy’s
already limited ability to conduct antisurface warfare against
China’s expanding fleet of modern surface ships will continue
to erode as Taiwan’s submarine force ages.

Taiwan also seeks to enhance its military capabilities through
procurement of military platforms and weapons systems from over-
seas. Select military equipment Taiwan is acquiring from the
United States* includes the following (see also the discussion on
arms sales, military-to-military contacts, and U.S.-Taiwan defense
relations in “U.S.-Taiwan Relations,” later in this section):

o F-16 fighter upgrade: Taiwan and the United States continue
to move forward with the upgrade of Taiwan’s 144 F-16 A/B
fighter aircraft. Following the initial flight in October 2015 of
the first two upgraded fighters, which were built by Lockheed
Martin, the chairman of the board of Taiwan’s Aerospace In-
dustrial Development Corporation announced in May 2016 that
the company’s facility in Taiwan—where the upgrade for the
rest of the fleet will occur—is projected to be completed by the
end of 2016, and the upgrade will begin in 2017.167 The most
important part of the upgrade is the installation of active elec-
tronically scanned array scalable agile beam radar made by
Northrup Grumman.168 This radar will enable Taiwan’s F-16s
to better detect China’s advanced combat aircraft.169

o P-3C Orion maritime patrol aircraft: By July 2016, Taiwan
was projected to receive the remaining two of 12 P-3C antisub-
marine aircraft it purchased from the United States in 2007
(they had not been delivered at the time this Report went to
print).170 The P-3Cs, which began arriving in 2013, will re-
place the Taiwan Air Force’s fleet of 11 S-2T antisubmarine
aircraft that have been in service for over 40 years.171 The P-
3C will increase the capabilities and endurance of the Taiwan

* Although the United States is Taiwan’s most important source of advanced military equip-
ment, companies based in Germany and Singapore, among other countries, supplied technology
for Taiwan’s TUO JIANG-class missile corvette. Wendell Minnick, “Taiwan Navy Accepts New
Catamaran,” Defense News, December 31, 2014.
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military’s fixed-wing maritime patrol aircraft force, improving
Taiwan’s ability to perform antisubmarine warfare and intel-
ligence, surveillance, and reconnaissance missions.172

Defense Policy and Strategy under the Tsai Administration

During its first year in office, the Tsai Administration further ar-
ticulated its defense policies and defense strategy, which will build
on and refine the policy platform expressed by the DPP and Presi-
dent Tsai in recent years and during her campaign.* In a May
2015 policy paper, the DPP announced that a DPP administration
would initiate an open defense policy discussion and issue its own
quadrennial defense review within ten months of taking office.173
Between June 2013 and May 2015, the New Frontier Foundation,
the DPP’s think tank, issued 12 defense-related policy papers that
call for: building and acquiring asymmetric platforms; creating a
new military service for cybersecurity and electronic warfare; bol-
stering missile defense capacity; building improved combat surviv-
ability against missile strikes; restructuring the ground force into
specialized rapid response units; and maintaining capabilities in
air and sea control.174¢ In May 2016, following President Tsai’s in-
auguration, Minister of Defense Feng Shih-kuan told the Foreign
Affairs and National Defense Committee of the Legislative Yuan
that the Administration would move forward with establishing the
new cyber service of the military.175

Support for Taiwan’s defense industry and indigenous R&D are
major components of President Tsai’s defense policy. Three of the
New Frontier Foundation’s 12 defense policy papers focus on these
issues and President Tsai held a press conference in October 2015
to discuss her defense industrial policy. During the press con-
ference she outlined the three areas of domestic defense technology
on which her administration would focus its efforts: aviation and
aerospace, shipbuilding, and cybersecurity. She specifically called
for the development of a new trainer aircraft and next-generation
fighter aircraft and pledged that Taiwan would begin the develop-
ment of a prototype of an indigenous submarine in 2016, with a
plan for the first boat to be launched in ten years.176 Regarding
funding for such programs, in addition to the DPP’s pledge to re-
store defense spending to 3 percent of GDP annually, one of the
DPP’s policy papers advocated for 70 percent of all new defense
spending to go toward “military investments,” including procure-
ment of weapons and equipment, defense construction, and
R&D.177 Another policy paper also set the goal that by 2020 no less
than 60 percent of these military investments will be spent on in-
digenous R&D.178

President Tsai will continue Taiwan’s building of an all-volunteer
force, which began under former President Ma. During her cam-
paign she advocated for several changes to military personnel pol-
icy and voiced support for slowing the transition away from con-

*President Tsai faced an early challenge in her tenure as commander-in-chief of the Taiwan
military when a Taiwan Navy patrol ship accidentally launched an antiship cruise missile dur-
ing an exercise and the missile struck a Taiwan fishing boat, killing the captain and injuring
three crew members. The subsequent investigation found that procedural errors by crew mem-
bers led to the accidental launch of the missile. Chen Wei-han, “MND Explains Cause of Missile
Incident,” Taipei Times, August 30, 2016.
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scription.17® Taiwan’s transition to an all-volunteer force has been
far more costly than expected, increasing budgetary pressure on
R&D as well as operations and maintenance funding.18% To find ad-
ditional savings, Taiwan in 2013 decided to reduce its active duty
force from 275,000 to 215,000 by 2015,181 and had planned to re-
duce the force to 170,000 by the end of 2019.182 The Legislative
Yuan passed a resolution to suspend the latter reduction.183 Tai-
wan has struggled with recruitment and retention, and despite re-
cent improvements, the Ministry of National Defense’s projection
for personnel at the end of 2016 was still below the force level it
assessed to be necessary to meet Taiwan’s defense needs.1®* There-
fore, the ministry decided to conscript approximately 23,100 men in
2016 for one year of compulsory active duty service.185

Taiwan Military Training and Activities

The Taiwan military routinely conducts a range of exercises to
maintain combat readiness; integrate new weapons systems and
tactics; test and improve its capabilities; and demonstrate to the
Taiwan people, China, and others that it has a credible deterrence
capability. In 2016, select major exercises and activities included
the following:

o Antisubmarine exercise: In January 2016 the Taiwan Navy con-
ducted antisubmarine reconnaissance and escort exercises in-
volving an antisubmarine helicopter, a frigate, a destroyer, a
replenishment vessel, and a missile patrol ship.186

e Han Kuang exercises: Taiwan’s annual Han Kuang exercises
began in April with a five-day, computer-assisted command
post exercise, a combat simulation exercise in which com-
manders, staff, and communications personnel participate.187
Live-fire exercises were held in August and were scheduled to
be held again between October and November.188 The live-fire
exercises in August included information and electronic war-
fare, joint air defense, counter airborne and amphibious land-
ing, joint antisubmarine warfare, and reserve mobilization,
among other missions.189 The exercises were held at many lo-
cations across Taiwan, including offshore islands. For the first
time, civilian information technology specialists were recruited
to participate in the cyber defense and attack portions of the
exercises.190

China’s Espionage against Taiwan

China’s aggressive intelligence activities against Taiwan pose a
threat to Taiwan’s security and to the security of U.S. military in-
formation and equipment to which Taiwan has access. (See Chap-
ter 2, Section 3, “Chinese Intelligence Services and Espionage
Threats to the United States,” for more information on Chinese in-
telligence operations.)

These activities showed no sign of abating during the eight years
of cross-Strait rapprochement.191 Many cases of Chinese espionage
against Taiwan have come to light in recent years.192 According to
a report by Taiwan’s National Security Bureau, in 2014 there were
15 cases of alleged spying.193 In his written testimony for the Com-
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mission’s hearing on Chinese intelligence services and espionage
threats to the United States, David Major, the founder and presi-
dent of CI Centre, presented a list with the names of 56 individuals
who were arrested or indicted in Taiwan due to their alleged in-
volvement in Chinese espionage plots over the past 14 years. Ac-
cording to Mr. Major, these were plots to “accrue the most signifi-
cant technology and intelligence from [Taiwan’s] military and all
three intelligence services. Much of this technology was developed
by the U.S. defense community in the United States and sold to
Taiwan. Justifiable concerns about the security of U.S. defense sys-
tems sold to Taiwan is a byproduct of this espionage activity.” 194

The increased travel between Taiwan and China that resulted
from the warming of cross-Strait ties under the Ma Administration
increased Taiwan’s vulnerability to espionage by expanding China’s
opportunities for intelligence operations against Taiwan targets in
both Taiwan and China. With its loosening of regulations on Chi-
nese tourists, Taiwan has allowed individuals to travel independ-
ently without a tour group. Among other espionage risks, this de-
velopment has made ensuring the security of Taiwan defense in-
stallations more difficult. Taiwan’s Liberty Times reported that in
October 2015 many Chinese independent travelers were riding
electric scooters and bicycles taking pictures of the Jioupeng Mili-
tary Base, where Taiwan tests missiles.195

In the face of the Chinese espionage threat, the Taiwan military
has implemented measures to impede Chinese intelligence activi-
ties. Peter Mattis, China fellow at the Jamestown Foundation,
writes that “Taiwan has made several substantial efforts to im-
prove security—including trip reporting and routine polygraphs for
personnel with sensitive access as well as boosting its counterintel-
ligence staff—and serious offenders can, but not always, receive
heavy prison sentences.” 196

William Stanton, former director of the American Institute in
Taiwan and current director of Taiwan’s National Tsinghua Uni-
versity’s Center for Asia Policy, said in 2013 that cases of Chinese
espionage against Taiwan “have been harmful not only because of
the potential loss of unknown quantities of classified information,
but also because their success and frequency serves to undermine
U.S. confidence in security cooperation with Taiwan.” 197 However,
Mr. Major testified to the Commission that “if the USA begins to
slowdown or stop the transfer of needed technology and informa-
tion with Taiwan for fear of espionage loss then the PRC wins and
Taiwan is doomed.” 198 He noted that “during the period 2001 to
2016 154 individuals arrested in the USA were involved in pro-
viding sensitive information and/or technology to entities in China.
Thus PRC ‘espionage’ is a problem and reality for both [Taiwan],
the USA and the world as a whole.” 199

Beyond Chinese espionage, Taiwan faces the challenge of Chi-
nese political warfare. A scholar told the Commission that China
conducts influence operations against Taiwan through academic in-
stitutions, cultural groups, and artistic organizations.20¢ Chinese
political warfare not only seeks to affect views within Taiwan but
also views of Taiwan held by people in other countries. For exam-
ple, Mr. Cole wrote that some of the ways that China conducts po-
litical warfare against Taiwan are through PLA “officers at inter-
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national conferences (if they speak good English, they are likely po-
litical warfare officers) and through comments to the media (includ-
ing specialized publications such as Defense News) portraying the
Taiwanese military apparatus as incompetent, careless, and/or en-
tirely penetrated by Chinese intelligence.”201 These activities are
part of a longstanding and extensive effort by Beijing that is ulti-
mately aimed at subjugating Taiwan under Beijing’s rule by influ-
encing views of China within Taiwan, undermining Taiwan’s status
in the international community, and sowing distrust between
Washington and Taipei.202

U.S.-Taiwan Relations
Political Relations in the Tsai Ing-wen Era

U.S.-Taiwan relations are on track to expand on the growth in
cooperation and mutual trust that developed during the Ma Admin-
istration. During her speech in Washington, DC in 2015, now
President Tsai emphasized that Taiwan will be a reliable partner
of the United States, and in an op-ed published by the Wall Street
Journal during her trip she described the United States as “Tai-
wan’s most important strategic partner” and advocated for “broad-
ening multi-faceted cooperation with the [United States].” 203 Later,
in September 2015, she explained that Taiwan’s relationship with
the United States and other like-minded democracies will be based
on “mutual trust, respect, and communication.” 204 Immediately fol-
lowing President Tsai’s election, the U.S. government praised Tai-
wan’s democracy and expressed its anticipation for partnering with
the Tsai Administration and its appreciation to then President Ma
for his contribution to strengthening U.S.-Taiwan relations.295 In
the following months, other U.S. officials expressed praise for Tai-
wan’s democracy.2°6 In Congressional testimony in February on
U.S.-Taiwan relations, Deputy Assistant Secretary of State in the
Bureau of East Asian and Pacific Affairs Susan Thornton said,
“The people on Taiwan have built a prosperous, free, and orderly
society with strong institutions, worthy of emulation and envy. ...
Last month’s free and fair elections were yet another victory for
Taiwan’s vibrant democracy.”297 Prior to President Tsai’s inau-
guration, Deputy Assistant Secretary Thornton also expressed sup-
port for President Tsai’s approach to cross-Strait relations. In an
interview with Taiwan’s Central News Agency she said, “I think
there has been a very good political basis laid for the continuation
of cross-strait exchanges, as President-elect Tsai also has men-
tioned.” 208

Trade and Investment

President Tsai’s emphasis on the importance of Taiwan’s rela-
tions with the United States, on strengthening economic partner-
ships beyond China, and on Taiwan joining TPP almost certainly
will help to deepen U.S.-Taiwan economic ties during her adminis-
tration.

In 2015, Taiwan became the United States’ ninth largest trading
partner, surpassing India, Italy, and Brazil.29° Bilateral trade to-
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taled $66.6 billion, a 1.2 percent decline since 2014.*210 The United
States exported $25.9 billion in goods to Taiwan and imported
$40.7 billion in goods from Taiwan.2!l Taiwan is also the seventh-
largest importer of U.S. agricultural products.212 The United States
remained ahead of Japan as Taiwan’s second largest trading part-
ner.} 213 The United States is Taiwan’s third largest export market
and source of imports.214 The top U.S. exports to Taiwan include
industrial machinery, semiconductors, civilian aircraft, and mili-
tary equipment.215 The top U.S. imports from Taiwan include semi-
conductors, telecommunications equipment, vehicle parts, cellular
phones, and computer accessories.216 In addition, the United States
is Taiwan’s largest source of FDI.217 Taiwan is the 29th largest in-
vestor in the United States in terms of total stock of FDI, and Tai-
wan companies employed more than 12,000 U.S. workers as of
2013. Taiwan is also a major participant in the U.S. Department
of Commerce’s SelectUSA Investment Summit. 218

Although U.S.-Taiwan economic ties remain strong, substantive
progress in some areas of ongoing trade and investment negotia-
tions slowed in recent years.219 Both sides discuss bilateral eco-
nomic issues primarily through a Trade and Investment Frame-
work Agreement (TIFA), established in 1994. The last TIFA meet-
ing was held in October 2016, during which the United States and
Taiwan discussed a range of bilateral economic issues, including
agriculture, pharmaceuticals and medical devices, intellectual prop-
erty rights protection, trade barriers, and investment.220 However,
the two sides have yet to resolve a dispute over U.S. pork imports,
one of the most contentious issues in the economic relationship.221
Although Taiwan loosened some restrictions on residual levels of
ractopamine § in U.S. beef imports in 2012, it maintains these re-
strictions on pork imports. Several key roadblocks to overturning
restrictions include pressure from Taiwan’s pork industry and Tai-
wan citizens’ aversion to the use of ractopamine in pork produc-
tion.222 The Tsai Administration has not announced whether or not
it will remove the restrictions.

One area with great potential for expanding the scope of U.S.-
Taiwan economic relations is cooperation in the information and
communications technology (ICT) industry. According to Lotta
Danielsson, vice president of the U.S.-Taiwan Business Council,
who spoke at an event at the Center for Strategic and Inter-
national Studies in August 2016, Taiwan has evolved from a purely

*Trade statistics from the U.S. Census Bureau in this section include re-exports and re-im-
ports.

T Trade statistics from Taiwan’s Bureau of Foreign Trade in this section exclude re-exports
and re-imports.

+#The U.S. Department of Commerce’s SelectUSA program helps foreign companies invest in
the United States and assists U.S. economic development organizations in attracting FDI. The
annual SelectUSA Investment Summit is the program’s most high-profile conference for pro-
moting FDI in the United States. U.S. Department of Commerce, “SelectUSA.”

§ Taiwan banned imports of U.S. beef because Taiwan citizens were concerned safeguards to
prevent mad cow disease were insufficient and because U.S. farmers’ use of ractopamine, a con-
troversial feed additive that promotes leanness in meat. Ractopamine is widely used in U.S.
pork and beef production, but Taiwan, the EU, and China have banned the use of ractopamine
based on health and safety concerns. The issue was partially resolved when the Taiwan govern-
ment established a maximum residue limit for ractopamine in beef in September 2012, allowing
U.S. beef exports greater access to Taiwan. In 2013, the U.S. became Taiwan’s largest beef sup-
plier by value. J.R., “Gored,” Banyan Asia (Economist blog), March 8, 2012; Shirley Kan and
Wayne Morrison, “U.S.-Taiwan Relationship: Overview of Policy Issues” Congressional Research
Service, April 22, 2014, 34-36; and Cleo Fu and Emily Scott, “U.S. Beef Exports to Taiwan Real-
ize 2013 as Record Year,” USDA Foreign Agricultural Service, March 31, 2014.
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trade-based partner to an innovation partner of the United
States.223 Cooperation in R&D between the United States and Tai-
wan is strong. U.S. companies HP, DuPont, and Dell have R&D
centers in Taiwan; and Google and IBM have cloud computing cen-
ters in Taiwan.22¢ The U.S. and Taiwan governments hosted the
inaugural U.S.-Taiwan Digital Economy Forum in December 2015.
In an upcoming meeting later this year, both sides will continue to
focus on bilateral collaboration on cross-border ICT applications,
legal and regulatory frameworks, the expansion of global ICT
connectivity, data privacy, and intellectual property protection.225

Military and Security Cooperation

U.S.-Taiwan security cooperation includes arms sales, training,
advising, exchanges, and equipment maintenance.226 This partner-
ship helps Taiwan enhance its ability to deter and, if necessary, de-
fend against an attack from the Chinese military.

On December 16, 2015, the U.S. Department of State notified
Congress * that it had approved the potential sale of $1.83 billion
in arms to Taiwan,227 including the following items: (1) two refur-
bished and upgraded OLIVER HAZARD PERRY-class guided-mis-
sile frigates; (2) AAV-7 amphibious assault vehicles; (3) Javelin
antitank missiles; (4) BGM-71F tube-launched, optically-tracked,
wireless-guided (TOW) antitank missiles; (5) man-portable Stinger
missiles; (6) MK-15 Phalanx close-in weapons systems (CIWS); (7)
Multifunctional Information Distribution System Low Volume Ter-
minals (MIDS/LVT-1) and Joint Tactical Information Distribution
System (JTIDS) data communications support; and (8) Taiwan Ad-
vanced Tactical Data Link System (TATDLS) and Link-11 commu-
nication systems integration (see Table 1).228

This most recent notification brings the value of the Obama Ad-
ministration’s total notifications of Taiwan arms sales to Congress
to over $14 billion.22° Despite the large value of arms sales notifi-
cations, the Administration’s prior notification occurred more than
four years before in 2011. The package also did not include ad-
vanced fighter aircraft and assistance to Taiwan’s indigenous sub-
marine program, in which Taiwan has expressed interest. Although
the time period between notifications to Congress was almost cer-
tainly affected by concern within the executive branch about the
impact of arms sales to Taiwan on U.S.-China relations,23° budg-
etary constraints in Taiwan also likely were a factor. Ongoing pay-
ments for U.S. weapons that were notified previously likely put
pressure on Taiwan’s budget.231

*The executive branch is required to notify Congress of arms sales through the foreign mili-
tary sales process that meet or exceed the following values: $14 million in major defense equip-
ment, $50 million in defense articles or services, and $200 million in design and construction
services. Paul K. Kerr, “Arms Sales: Congressional Review Process,” Congressional Research
Service, April 19, 2016.



385

Table 1: 2015 U.S. Arms Package and Its Utility in a Cross-Strait Conflict

Platforms, Weapons,
and Systems

Utility in a Cross-Strait Conflict

Two PERRY-class guided
missile frigates
(refurbished)

These general-purpose escort ships, which will be
equipped for antisubmarine, surface-to-surface, and
surface-to-air operations232 would help Taiwan pro-
tect other ships against PLA submarines, surface
combatants, and aircraft.

36 AAV-7 Amphibious
Assault Vehicles

The AAV-T7s will strengthen the expeditionary capa-
bility and mobility 233 of the Taiwan Marine Corps
and would help Taiwan deploy troops along Taiwan’s
coastline in the event of an invasion.

208 Javelin antitank
missiles

These portable missiles 234 would help Taiwan defend
against PLA tanks, mechanized infantry, and heli-
copters.

769 BGM-71F TOW
2B-Aero antitank
missiles

With a range of 4.5 kilometers (3 miles),235 these mis-
siles would help Taiwan engage PLA tanks and mech-
anized infantry at a distance.

250 Stinger surface-to-air
missiles

These missiles, with a range of five miles,23¢ would
help Taiwan engage PLA aircraft approaching or over
Taiwan.

13 MK-15 Phalanx CIWS
guns

The Phalanx CIWS is a close-range point-defense sys-
tem 237 and would help to defend Taiwan’s surface
combatants against PLA missiles and aircraft.

Support for MIDS/LVT-1
and JTIDS

MIDS—a command, control, communications, com-
puters, and intelligence system—and JTIDS—a radio
communications system 238—would enhance commu-
nication and coordination across the Taiwan military
during a cross-Strait conflict.

TATDLS and Link-11
Integration

TATDLS is a beyond line-of-sight datalink system
that would enhance communication, data sharing,
and integration between Taiwan’s surface ships.239

Source: Information about the number and type of each weapons system is compiled from
U.S. Defense Security Cooperation Agency, “Major Arms Sales,” December 16, 2015.

The items in the December 2015 announcement will provide
modest improvements to Taiwan’s military capabilities.240 Mr. Cole
wrote about the package, “Political symbolism aside, this week’s
arms package does have some defensive value.”241 Moreover, the
announcement sent a message to Beijing and Taipei that the
United States remains committed to Taiwan’s defense.

Military-to-military contacts between the United States and Tai-
wan have dramatically increased in recent years. According to Dep-
uty Assistant Secretary Thornton, the number of annual “security
cooperation events” with Taiwan has nearly doubled in recent
years.242 Furthermore, the number of U.S. Department of Defense
personnel visiting Taiwan increased from around 1,500 in 2012 to
more than 3,200 in 2015.243 Among other areas of training, the
United States provides training to Taiwan fighter pilots, special op-
erations personnel, and rapid runway repair personnel, and Tai-
wan military personnel study at U.S. military institutions.244
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Nevertheless, the U.S. government practice of limiting the high-
est rank of U.S. military personnel who can visit Taiwan to colo-
nels and captains (O6 level) prevents the most senior U.S. officers
from gaining firsthand knowledge of the Taiwan military and the
operational environment in a potential cross-Strait conflict.* 245 In
addition, Taiwan is not invited to a number of major U.S.-led mili-
tary exercises, such as the biennial Rim of the Pacific (RIMPAC)
exercise—which included China in 2014 and 2016—and the Red
Flag air-to-air combat training exercise, and other security exer-
cises, such as the biennial cybersecurity exercise Cyber Storm. Par-
ticipating in such exercises, even as an observer, could help Taiwan
enhance its ability to defend itself and provide the Taiwan military
with more opportunities to interact with other militaries.

Other Areas of Cooperation

Beyond commercial and security ties, U.S.-Taiwan relations span
many other areas, including environmental protection and humani-
tarian assistance and disaster relief.246 One of the most dynamic
U.S.-Taiwan initiatives is the Global Cooperation and Training
Framework, which the two countries established in June 2015.
Through this initiative, the United States and Taiwan jointly train
experts from the Asia Pacific in areas including the empowerment
of women, public health, energy, and information and communica-
tion technology.247 Taiwan has already hosted several programs
under the initiative, such as a training course for laboratory profes-
sionals on diagnosing, preventing, and responding to Middle East
Respiratory Syndrome, and a training course for government offi-
cials and health care professionals on the prevention and control of
dengue fever.248

Another area where the United States and Taiwan are collabo-
rating is cybersecurity. In May, a delegation led by Assistant Sec-
retary of Commerce for Industry and Analysis Marcus Jadotte vis-
ited Taiwan to attend the first-ever U.S.-Taiwan Cyber Security
Forum and advance cybersecurity cooperation.249 Assistant Sec-
retary Jadotte and the Taiwan Computer Association signed a
statement of intent, which the assistant secretary said “calls for
both sides to explore ways to work together to counter cybersecu-
rity risks and make the Internet a safer place for individuals and
businesses.” 250 The delegation included representatives of compa-
nies such as Cisco Systems and Lockheed Martin.251

Taiwan’s Role in the U.S. Rebalance to Asia

In May 2015, the Obama Administration provided its most de-
tailed explanation of Taiwan’s role in the U.S. Rebalance to Asia

*The versions of the National Defense Authorization Act for Fiscal Year 2017 passed by the
Senate (S. 2943) and the House (H.R. 4909) include a sense of Congress that “the Secretary of
Defense should conduct a program of senior military exchanges between the United States and
Taiwan that have the objective of improving military-to-military relations and defense coopera-
tion between the United States and Taiwan.” The exchanges would occur at least once a year
in the United States and in Taiwan and would involve active-duty general or flag officers and
civilian Department of Defense officials at the level of assistant secretary of defense or above.
The bill was still in conference negotiations at the time of the publication of this Report. Joe
Gould, “Congress Girds for Defense Spending, Policy Fights,” Defense News, September 2, 2016;
National Defense Authorization Act for Fiscal Year 2017, S. 2943, 114th Cong., 2nd Sess., July
7, 2016; and National Defense Authorization Act for Fiscal Year 2017, H.R. 4909, 114th Cong.,
2nd Sess., May 26, 2016.
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strategy. (See Chapter 4, “China and the U.S. Rebalance to Asia,”
for more information on the Rebalance to Asia strategy.) U.S. Sec-
retary of State John Kerry, in a written response to a question
from the House Foreign Affairs Committee, described deepening
U.S.-Taiwan engagement on trade and investment, cooperating on
regional economic integration through the Asia Pacific Economic
Cooperation forum, and making available U.S. defense articles and
services to Taiwan. He said, “Collectively, these activities dem-
onstrate our continued commitment to Taiwan’s peace, security,
and prosperity as part of the U.S. rebalance.” 252 Prior to Secretary
of State Kerry’s letter, other U.S. officials have mentioned Taiwan’s
role in the Rebalance but have not elaborated about how Taiwan
fits into the strategy.253 This lack of clarity could be due to con-
cerns about the impact on U.S.-China relations of openly empha-
sizing Taiwan in the strategy.

The Tsai Administration is striving for Taiwan to be included in
the second round of negotiations of TPP, which has been described
by Obama Administration officials as the central economic compo-
nent of the Rebalance strategy. In her meeting with the delegation
led by Assistant Secretary Jadotte in May, President Tsai said,
“The 12 TPP member states account for 37 percent of Taiwan’s
total trade. It’s crucial for us to join TPP.” 254 Some analysts have
advocated for the United States to support Taiwan’s bid to join
TPP.255 A place in TPP would enable Taiwan to participate more
fully in regional economic integration and expand market access for
its exports,256 supporting its efforts to diversify its export markets.
One business representative in Taiwan told the Commission that
joining TPP is a crucial step toward ensuring Taiwan maintains its
economic competitiveness.2>7 For the United States, Taiwan’s par-
ticipation in TPP would allow U.S. companies greater access to Tai-
wan’s economy,258 which ranks 22nd in the world in terms of GDP
by purchasing power parity and is larger than the economies of
half of the current TPP member countries.259 In addition, Dr. Bush
and Joshua Meltzer, senior fellow in global economy and develop-
ment at the Brookings Institution, explained that by including Tai-
wan, TPP would include an “important driver of trade and invest-
ment in the Asia Pacific region.” 260 Scholars at the Chung-Hua In-
stitute for Economic Research in Taiwan told the Commission that
even if Taiwan is unable to join TPP, carrying out the economic re-
forms necessary to meet TPP’s standards, including a better regu-
latory environment and increased government transparency, will
benefit Taiwan.261 Another scholar added that these reforms also
would improve Taiwan’s prospects for a free trade agreement with
the United States.262

Other ideas raised in recent years for enhancing U.S. engage-
ment with Taiwan include increasing science and technology and
defense-industrial cooperation, expanding U.S.-Taiwan joint train-
ing programs in various fields for experts from third countries, col-
laborating with the Taiwan military to enhance maritime domain
awareness in the Pacific Ocean, and inviting Taiwan to participate
in U.S.-led multilateral military exercises.263 In February 2016,
Randall Schriver, president and chief executive officer of the
Project 2049 Institute, in testimony to Congress stated, “The Tai-
wanese economy has long relied upon maintaining a technological
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comparative advantage, and sustaining this advantage is an impor-
tant driving force shaping the future of the region. ... The U.S. and
Taiwan could deepen and broaden their economic relationship by
expanding [science and technology] cooperation. Additionally,
[science and technology] cooperation could help Taiwan maintain
its technological advantage and produce mutually beneficial inno-
vations.” 264 In March, at an event at the George Washington Uni-
versity, Mr. Shriver suggested that the United States consider ex-
panding the U.S.-Taiwan Global Cooperation and Training Frame-
work to include other like-minded countries, such as Australia,
Japan, and India, among the trainers and to include training in
areas such as antipiracy and counterterrorism.265

Scholars in Taiwan told the Commission that humanitarian as-
sistance and disaster relief and search and rescue are areas with
great potential for expanded U.S.-Taiwan cooperation. They said
that Taiwan has very capable humanitarian assistance and dis-
aster relief and search and rescue forces and pointed out that the
second-largest humanitarian assistance and disaster relief training
center in East Asia is in Taiwan.266 One example of U.S.-Taiwan
cooperation in humanitarian assistance and disaster relief occurred
in 2010 when a Taiwan Air Force transport aircraft landed in the
United States to refuel during its flight to deliver relief supplies to
Haiti following a major earthquake.267 The previous year, after Ty-
phoon Morakot hit Taiwan, the U.S. military assisted with the re-
covery effort by transporting construction vehicles and equipment
and relief supplies to the affected areas.268

Implications for the United States

Taiwan’s presidential and legislative elections in January 2016
once again demonstrated the vibrancy of its democracy and the
common values that are one of the pillars of U.S.-Taiwan relations.
The elections also demonstrated that Taiwan is a model for other
countries in the region and around the world. As Kurt Tong, prin-
cipal deputy assistant secretary in the Department of State’s Bu-
reau of Economic and Business Affairs, explained in a speech about
Taiwan in March 2016, “Taiwan’s evolution into a robust democ-
racy, and a strong free market economy, with a vibrant civil soci-
ety, make it a model for others.” 269

Taiwan’s robust democracy, civil society, and technology sector,
and its vast expertise and experience in various areas, such as hu-
manitarian assistance and disaster relief, make it a strong partner
for the United States in facing global challenges. As the United
States seeks to engage in capacity building in the Asia Pacific, Tai-
wan is assisting with these efforts through the Global Cooperation
and Training Framework.

Taiwan also is a contributor to regional peace and stability
through its efforts to promote the setting aside of territorial dis-
putes and joint resource development in the East and South China
seas. Two examples of this policy are the fisheries agreements that
Taiwan signed in recent years with Japan and the Philippines, re-
spectively. Other actions by Taiwan that support U.S. objectives of
rule of law and peaceful resolution of disputes include taking steps



389

to clarify its claims in the South China Sea and expressing support
for multilateral negotiations on the South China Sea.270

Going forward, in this new period of cross-Strait relations fol-
lowing the election of President Tsai, whether tension between Tai-
wan and China will increase is unclear. Should tension grow sig-
nificantly, the United States may have to devote more attention to
cross-Strait relations. Furthermore, Ms. Glaser writes that “a spike
in cross-Strait tension increases the risk of a wider conflict through
political and even military escalation, which could draw in the
United States.” 271 Beijjing further limited Taiwan’s participation in
international organizations, which is not in U.S. interests. Taiwan
has much to contribute to the international community in areas in-
cluding aviation safety, public health and combating the spread of
infectious diseases, and law enforcement and fighting transnational
crime.272

The U.S.-Taiwan security partnership contributes to regional
peace and stability by enhancing Taiwan’s ability to deter an at-
tack by the Chinese military. However, China’s military moderniza-
tion presents a significant challenge both to Taiwan’s ability to de-
fend itself and to the United States’ ability to intervene effectively
in a cross-Strait conflict should it choose to do so. It also improves
China’s ability to use the threat of military force to coerce Taiwan
into making political concessions.

Conclusions

e In 2016, Taiwan held historic elections, in which Tsai Ing-wen of
the Democratic Progressive Party (DPP), was elected Taiwan’s
first female president and the DPP gained an absolute legislative
majority for the first time. Despite President Tsai’s pragmatic
cross-Strait policy focused on maintaining the status quo, Beijing
appears to remain skeptical of President Tsai and has applied
pressure on her administration with various statements and ac-
tions.

¢ China remains Taiwan’s largest trading partner, biggest export
market, and top source of imports. However, cross-Strait trade
has slowed, in large part due to the negative impact of China’s
economic slowdown and the emergence of Chinese competitors on
Taiwan’s information technology exports to China, which under-
scores the vulnerability of Taiwan’s export-dependent economy to
developments in China.

e Taiwan’s ability to participate in the international community is
not only crucial to the wellbeing of its people but is also key to
Taiwan’s ability to contribute to international safety, security,
and prosperity. Beijing restricts Taiwan’s participation in inter-
national organizations and has placed additional limitations on
Taiwan’s international activities since President Tsai was elect-
ed. Should Beijing seek to further increase pressure on Taipei, it
may take additional steps to restrict Taiwan’s international
space, including by enticing some countries with which Taiwan
has diplomatic relations to cut ties and establish diplomatic rela-
tions with China.
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e China’s military modernization remains focused on preparing for
a range of Taiwan contingencies, and the advancement in the ca-
pabilities of the People’s Liberation Army (PLA) presents a sig-
nificant challenge to Taiwan’s ability to defend itself and the
U.S. military’s ability to effectively intervene in a cross-Strait
conflict. Taiwan is engaged in a robust program to enhance its
defensive capabilities through its domestic defense industrial
production, the procurement of U.S. weapons systems, and its
transition to an all-volunteer force, efforts which the Tsai Admin-
istration seeks to refine and build upon. However, the cross-
Strait military balance has shifted toward China, and the PLA
possesses both a quantitative and a qualitative military advan-
tage over the Taiwan military.

e U.S.-Taiwan relations have transitioned smoothly from the Ma
Administration to the Tsai Administration and continue to
strengthen and expand in scope. Security cooperation remains a
robust area of the U.S.-Taiwan relationship.
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RECOMMENDATIONS

China and Taiwan

The Commission recommends:

Members of Congress and Congressional staff seek opportunities
to advance U.S.-Taiwan economic, political, and security rela-
tions, support Taiwan’s participation in international organiza-
tions, and draw attention to Taiwan’s democratic achievements
and contributions to the international community.

Congress urge the executive branch to make available to Taiwan,
consistent with the Taiwan Relations Act, defense articles and
services required to address the continuing shift in the cross-
Strait military balance toward China.

Congress direct the U.S. Department of State to reexamine its
policy guidelines on reciprocal visits by senior U.S. and Taiwan
military officers and civilian officials with the aim of increasing
high-level exchanges.

Congress request briefings by the Office of the U.S. Trade Rep-
resentative (USTR) on the status of the Trade and Investment
Framework Agreement negotiations with Taiwan and direct the
USTR to identify enhanced negotiating procedures to resolve out-
St?ﬁl{lding issues and ensure an accelerated path to conclude such
talks.
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