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Preface 
 

 The National Assembly, considered one of the three branches of the parliament 
of the Republic of China, became history in 2005 as it voted itself out of work under 
Taiwan’s ongoing constitutional reform. The reform also affected the Legislative Yuan, 
another branch of the parliament, while the third branch, the Control Yuan, ceased to 
function. Changes will be made to how the chamber of deputies, the only branch left, 
is elected. For one thing, the chamber will halve its seats from 225 to 113. Under what 
is popularly known as the single constituency/two-vote system, eligible voters will 
cast two ballots, one for a candidate and the other for a political party, to elect 73 re-
gional deputies. The remaining 40 will be chosen from among nominees selected by 
parties according to proportional representation.  
  
 The impact of the constitutional reform is assessed in the first three chapters of 
Taiwan Development Perspectives 2006. Another major political development of the 
year 2005, local government elections, is discussed in the first chapter titled Focus, 
along with the prospects of relations between Taiwan and China. Also analyzed in 
depth are trade and investment across the Taiwan Strait, with emphasis placed on the 
effect that can be achieved when the three direct links – direct postal, trade and ship-
ping services – with China are set in place.  
 
 Taiwan’s current tax and financial reforms are reported in Focus and Finance, 
the sixth chapter. The second chapter, Internal Affairs, includes three essays on Tai-
wan’s regional integration, autonomy for the Aborigines, and cooperation with China 
in fighting crime across the Strait. In the following chapter on national security and 
diplomacy are found articles on possible Chinese military action against Taiwan, 
problems concerning fishing rights and exclusive economic zones, Japan’s rise, and 
group identity and political orientation of overseas Chinese the world over. 
 
 The welfare system for farmers in Taiwan is closely examined in the seventh 
chapter. So are Taiwan’s sustainable transportation policy and environmental protec-
tion policy in the following chapter, Sustainable Development. Sports, media and 
culture are not forgotten.  Taiwan’s sports and recreation industry, its cable television 
industry and a review of unoccupied space reuse policy are included in the last but 
one chapter. Last but not the least, Taiwan’s social welfare spending and the Kuomin-
tang’s trade union policy are reported in the chapter on social security. 
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 The National Policy Foundation hopes its annual report for 2006, which exam-
ines and analyzes major developments in Taiwan, will shed light on how the country 
should chart its course of action in the foreseeable future. Its publication, the fourth 
effort on the part of the Foundation, is timely, for China has adopted an anti-secession 
law that justifies an invasion of Taiwan.   
 
 All contributors to Taiwan Development perspectives 2006, are leading research-
ers in their respective fields of study. Special thanks are due to CHAN Hou-sheng, 
CHAO Li-yun, CHAO Yi, CHEN George S. Y., CHIANG Tung-liang, CHOU Yu jen, 
CHU Shin-min, GER Yeong-kuang, HAN Pao-teh, HSIEH Wen-ching, HSU 
Chen-min, HSU Ming-ju, JAN Chung-yuang, Joe HUNG, KAO Koong-lian, KAO 
Yuang-kuang, KO Wei-shin, LAN Ning-li, LIN Chien-chen, LIN Chu-chia, LING 
Shiang-nung, LIU Hsin-yuan, Ma Lai Ku Mai, PAN Shih-wei, TAN Ching-yu, TENG 
Tai-hsien, TSENG Hui-chin, WAN Hsiu-chuan, WEI Bo-tao, WU Torng-chuang, WU 
Yi-shiung, YANG Jih-ching, YAUNG Chih-liang and YUNG Chaur-shin. 
 
 
 
 
 
 
 
 
 

                                                   TSAI, Hsung-hsiung 
                          President, National Policy Foundation 
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Overview 

 

Taiwan held local government elections and saw Lien Chan, chairman of the 
Kuomintang, depart on a trail-blazing visit to China as well as mounting tensions be-
tween the two sides of the Taiwan Strait in 2005. This edition of Taiwan Development 
Perspectives touches upon these and other important issues that emerged during the 
period. 

It reviews several of the most widely discussed issues by a series of articles in 

the Focus section. Ger Yeong-kuang analyzes in detail the results of the elections, in 

which the pan-blue alliance scored an overwhelming victory, and assesses their im-

pact on Taiwan’s political development in the years to come. Kao Koong-lian, Teng 

Tai-hsien and Hsieh Wen-ching examine cross-Strait relations after Lien Chan’s visit.  

Ling Shiang-nung writes on the prospects of agricultural exchanges between Taiwan 

and China. These are followed by a discussion of constitutional reform by Yang 

Jih-ching, and an investigation of the government finance situation as well as the 

proposed minimum taxation scheme by Wei Bo-tao. Yung Chaur-shin and Hsu 

Ming-ju discuss industrial upgrading through innovation of technological and voca-

tional education, while Yaung Chih-liang and Chiang Tung-liang treat the issue of 

Taiwan's universal health insurance. 

     There are four treatises in the Interior Affairs section. They include a discussion 

of county-city cooperation and regional integration by the Policy Committee of Local 

Self-Governance of the National Policy Foundation, an analysis of the new legislative 

constituency system by Chu Shin-min, a review of aboriginal autonomy by Ma Lai 

Ku Mai, and a close examination of the cross-Strait cooperation in fighting crime.  

The Policy Committee of Police Administration and Public Security of the National 

Policy Foundation presents the last treatise. 

In the following section on Constitution and Government, Chou Yu-jen and Wan 

Hsiu-chuan review the electoral reform and Kau Yuang-kuang deals with the imbal-

ance of five-powered government. Jan Chung-yuang contributes an article on the role 

of e-government in Taiwan. 

The National Security and Diplomacy section features an investigation of the 

cross-Strait relations from a military point of view by Lan Ning-li, two essays by Joe 



 xii

Hung on the fishing rights versus exclusive economic zones and a new Japan rising in 

Asia, and a brief dissertation on the group identity and political orientation of over-

seas Chinese by Ko Wei-shin. 

Four authors contribute to the three sections that follow. Lin Chu-chia and Tan 

Ching-yu elaborate on the issue of direct transportation across the Strait in the Econ-

omy section, Hsu Chen-min looks at the prospect of financial reform in Taiwan in the 

Finance section, and Wu Torng-chuang deals with the establishment of the welfare 

system for farmers in the Agriculture section. 

George S. Y. Chen reviews Taiwan’s sustainable transportation development pol-

icy in the Sustainable Development section, which also includes Wu Yi-hsiung’s 

analysis of the environmental policy for a sustainable Taiwan. 

The development of Taiwan’s sports and recreation industry is discussed by Chao 

Li-yun and Tseng Hui-chin in the Sports, Media and Culture section. Chao Yi scruti-

nizes the development of Taiwan’s cable television industry, whereas the unoccupied 

space reuse policy is debated by Han Pao-teh and Liu Hsin-yuan. 

The last section on Social Security focuses on two issues: Taiwan’s social wel-

fare budget and trade union policy. The former is examined and analyzed in depth by 

Chan Hou-sheng and Lin Chien-chen, and the latter by Pan Shih-wei. 

It is hoped that through the analysis by all authors contributing articles to the 
current edition, readers will be able to grasp an in-depth understanding of how Tai-
wan’s society evolved in the period. As an economy that is among the largest in Asia, 
and as a democracy that is new and oftentimes fragile, what happened in Taiwan, the 
Republic of China, would have great implications for other countries.  

Under the ineffective leadership of the current ruling party, both the economy 
and the society of Taiwan are in the danger of suffering great losses. The economy 
suffers as the current regime continuously refused to allow Taiwan’s business sector to 
be freely engaged in the process of globalization by imposing restrictions on 
cross-strait investment and traffic. The society may suffer as the ruling government 
used many means to intimidate the press as the case of the review of TV broadcasting 
licenses clearly demonstrated, and as it promoted many officials to important posi-
tions only to find them being involved in scandals and being charged with corruption 
later. We do hope things may become better in the future. But those who do not learn 
from history are damned to repeat it. We must first understand what happened in the 
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past, particularly in the recent past. This is why the current edition is compiled. 

 

 

 

 

 

 
                                                CHU, Yun-peng  

Professor of Economics and Director, 
Research Center for Taiwan Economic Development,  

National Central University 
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Local Government Elections of 2005 

-- Their Impact on Taiwan’s Political Development -- 

GER, Yeong-kuang 

 

Abstract 

Local government elections, which were popularly called a “three-in-one election,” 
were held in Taiwan on December 3, 2005. What is known as the Pan-Blue alliance won 17 
of the 23 local government posts at stake. The ruling Democratic Progressive Party man-
aged to hold on to the remaining six. The Kuomintang, the largest partner in the opposition 
pan-blue bloc, won 50.96 percent of the total valid ballots cast, (up from 35.1 percent in 
2001), and the DPP collected 41.95 percent (down from 45.3 percent in 2001). The People 
First Party, a pan-blue partner, got only 1.11 percent (down from 2.4 in 2001), while still 
another partner, the New Party, obtained 0.2 percent (up from 0.19 in 2001). The Taiwan 
Solidarity Union, a legislative ally of the DPP won 1.13 percent. The remaining 4.65 per-
cent went to independents and candidates who were not recommended by any political par-
ties. 

The DPP lost due to: 1) scandals involving government officials, 2) the three-in-one 
election giving an additional advantage to the opposition; 3) its wrong campaign agendas, 
and 4) Ma Ying-jeou’s popularity. 

The elections have rewritten Taiwan’s political map. They were considered a skirmish 
before the 2008 presidential election. Political parties have to consider realignment, raising 
the possibility of a coalition government. Relations between Taiwan and China have been 
impacted, though narrow provincialism was not made a campaign issue. One result of the 
elections is that President Chen Shui-bian has become a lame duck. 

Ma Ying-jeou, chairman of the Kuomintang, said after the election his party did not 
defeat the DPP but the DPP defeated itself. On the other hand, the electorate hopes that the 
DPP can learn a lesson from its election debacle. Voters showed their impatience with the 
DPP that has become so corrupt in such a short time.  
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Foreword 

Local government elections took place on De-
cember 2, 2005. Voters went to the polls to elect 23 
mayors and magistrates, as well as many city and 
county councils and hundreds of village and township 
chiefs. As a voter could elect three candidates at one 
and the same time, he is said to have voted in a 
“three-in-one” election. The Kuomintang won 14 may-
oralties and magistracies. The ruling Democratic Pro-
gressive Party managed to hold on to six, while the 
Kuomintang’s allies, the People First Party and the 
New Party, each won a magistracy. A Kuomintang 
member, Wu Chun-li who was not nominated by the 
party, won as magistrate of the county of Taitung.  
The KMT won 50.96 percent of the total valid ballots 
cast, (up from 35.1 in 2001); the DPP, 41.95 percent 
(down from 45.3 in 2001); the PFP, 1.11 percent (down 
from 2.4 in 2001); the NP, 0.2 percent (up from 0.19 in 
2001); and the Taiwan Solidarity Union, 13 percent.  
The remaining 4.65 percent went to independents and 
candidates who were not recommended by any political 
parties. 

There were 901 city and county council seats at 
stake. The Kuomintang won 409 and the DPP 192, ac-
counting for 45.93 and 21.3 percent of the seats respec-
tively. The PFP secured 31 seats, followed by the TSU 
(11 seats) and the NP (two seats).  The remaining 256 
seats went to independents, most of them affiliated with 
the Kuomintang. 

A total of 319 village and township chiefs were 
elected. Of them 173 belong to the Kuomintang (54.23 
percent). The DPP won 35 villages and townships 
(10.97 percent). The PFP took three, while the Nonpar-
tisan Alliance won one. The remaining 107 posts went 
to independents.  

The Kuomintang won a landslide victory. Ma 
Ying-jeou, chairman of the Kuomintang who had 
promised to step down if his party failed to win half of 
the local government posts, won the undisputed lead-
ership of the opposition Pan-Blue alliance. In contrast, 

the DPP’s defeat has driven down President Chen 
Shui-bian’s approval rating to a record low of 21 per-
cent, down from 25 percent before the election. The 
defeat forced Su Tseng-chang to step down as DPP 
chairman to take responsibility.  

The “three-in-one” election has a great impact on 
Taiwan’s political development in the future. This arti-
cle begins with an analysis of the DPP’s defeat. Influ-
ences on Taiwan’s political development are also dis-
cussed. 

I. Causes of the DPP Debacle 

1. Scandals  

The Democratic Progressive Party has lost its 
clean image over the past five years. Its political ap-
pointees have been involved in scandal after shocking 
scandal. One snow-balling scandal was bared shortly 
before the local elections. It involved the Kaohsiung 
Mass Rapid Transit System project. The people felt 
they were betrayed.  In one popularity poll taken ten 
days before the elections, President Chen Shui-bian’s 
approval rating plummeted to 25 percent, a clear sign of 
public disillusionment that indicated his DPP candi-
dates were unlikely to win. Many people said before the 
elections that they wanted to teach President Chen a 
lesson. Obviously, the elections were a vote of no con-
fidence against him and his government. The results of 
the elections prove that the people do not trust the 
president.  

2. Advantage to the Opposition 

The Kuomintang has a larger grassroots power 
base than the ruling Democratic Progressive Party.  
The opposition party could rally more voter support for 
local elections. The Kuomintang fielded 288 candidates 
for village and township leadership, against the DPP’s 
117, while 361 candidates ran as independents. For the 
elections of city and county councilors, the Kuomintang 
fielded 610 candidates and the DPP only 276, with 681 
running as independents. The majority of independents 
were affiliated with the Kuomintang.   
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The large number of candidates gave the Kuomin-
tang an advantage over the DPP. Prior to the elections, 
the DPP had more incumbent mayors and magistrates 
than the Kuomintang, which had more incumbent vil-
lage and township chiefs, who had support of ward 
chiefs and community leaders. All candidates in the 
“three-in-one” election inevitably staged a joint cam-
paign. As a consequence, candidates in the village and 
township elections usually would ask their supporters 
to give support to the candidates from the same party 
for mayoralty and magistracy elections. The Kuomin-
tang had little voter defection.  

More candidates meant more vote brokers solicit-
ing votes from the public. According to Maurice Du-
verger’s “Contagion from the Left” theory, political 
organizations of leftist socialist parties in Europe had 
once recruited a large number of members so that they 
could mobilize numerous people to solicit votes from 
door to door before an election. These members had 
direct contact with the electorate on behalf of the can-
didates to win their support, and this method proved 
very effective. Duverger believes rightist political par-
ties should learn from their leftist counterparts when 
considering organizational development and form a 
trend for “turning left.” He theorizes that more party 
members and vote brokers contribute to a more favor-
able atmosphere for mobilization, vote soliciting, and 
the ultimate victory. Take the three-in-one election for 
example. More vote brokers had come out than ever 
before to solicit votes and mobilize supporters for the 
Kuomintang, which helped raise the voter turnout and 
win more votes for its candidates for top local office. 
That is why many DPP candidates named the combina-
tion of the three elections in one as one of the major 
causes of their losses.  

3. Wrong Agenda 

The “social psychology model” proposed by the 
Michigan School of the United States maintains that the 
voting behavior of the electorate depends on three 
variables: candidate, party, and issue. Before the elec-
tions, the DPP played up issues such as the reform of 

the 18 percent preferential interest rate on pension de-
posits for retired servicemen, public servants and 
schoolteachers and the inclusion of the work with the 
Kuomintang as part of government service for which 
the pension is given. The DPP even created another 
issue of Kuomintang betrayal. It argued that the opposi-
tion party would sell out Taiwan if it won the elections. 
But the public just wondered why the DDP had not 
dealt with the first two issues before the elections.  
People tended to think these issues were brought up at 
an inappropriate time. In addition, it was considered 
morally indefensible for the DPP to pit the pensioned 
retirees against farmers and workers. Besides, playing 
up the issue was criticized as a wrong strategy, since 
many families had retirees as well as farmers and 
workers.  

The betrayal issue was by and large ignored.  
Every time an election comes, the DPP plays the China 
card, trying to demonize China and link the Kuomin-
tang with the demon. The Kuomintang would be la-
beled as a traitor to Taiwan. The card has been over-
played, and it has lost much of its effect. Taiwan’s po-
litical climate has changed much since Lien Chan and 
James Soong, chairmen of the Kuomintang and the PFP, 
made their successful visits to China in the summer of 
2005. Few believe the Kuomintang would betray Tai-
wan. 

The DPP tried to win the elections by resorting to 
negative campaigning. For example, DPP supporters 
used anonymously produced VCDs in a smear cam-
paign against Eric Chu, Kuomintang magistrate of 
Taoyuan running for reelection. A DPP legislator also 
made public the medical history of Jason Hu, Kuomin-
tang mayor of Taichung running for a second term. 
Such election gimmicks were publicly condemned. The 
DPP lost voter support. 

4. Ma Ying-jeou Effect   

The “three-in-one” election is, in a sense, a show-
down between Ma Ying-jeou, mayor of Taipei who 
doubles as Kuomintang chairman, and President Chen 
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Shui-bian.  Chen wished to win his “mid-term” elec-
tion. He did not want the loss of the election to doom 
him as a lame duck. Ma, on the other hand, hoped his 
party to put up a good performance in the elections 
soon after he had been elected its chairman. A Kuo-
mintang victory would create an environment favorable 
for its presidential campaign in 2008. Naturally, both 
Chen and Ma tried their level best to campaign for their 
candidates in the local elections. 

Ma’s charisma produced a stunning effect in the 
“three-in-one” election. For one thing, Ma’s integrity 
and honesty, in contrast with DPP politicians mired in 
corruption scandals, was greatly admired. He vouch- 
safed for the cleanliness of Kuomintang candidates, 
who won support of his admirers. Ma's personal charm 
was instrumental in winning votes from the mid-
dle-of-the roaders and women.  Media surveys show a 
large number of women voters gave support to Kuo-
mintang candidates because of Ma. His promise to step 
down if the Kuomintang lost the elections rallied sup-
porters behind him to help win the landslide. 

On the other hand, Chen Shui-bian's personal 
charm was fast fading. He used to shout slogans for 
clean government and reform, but the DPP admini- 
stration has been saddled with scandals. Besides, his 
smear tactic backfired. For instance, he all but openly 
cursed Jason Hu. The curse shocked the public. Voters 
thought Chen did not act like the head of state. He de-
feated himself. 

The elections prove that Ma Ying-jeou won the 
showdown with Chen Shui-bian. 

II.  Impact on Taiwan's Political Development 

1. Political Map Redrawn 

Taiwan’s political map is said to be painted blue in 
the north and green in the south. It is so divided be-
cause support for the Pan-Blue alliance is concentrated 
in north Taiwan, while the Pan-Green camp of the DPP 
and the TSU dominates the southern part of the island.  
But that rule of thumb is not quite correct. The two 
counties of Taipei and Ilan, both in north Taiwan, were 

ruled by the DPP for a long time, while a Kuomintang 
magistrate governed the county of Yunlin in the south.    

However, after the “three-in-one” election, the 
Kuomintang is ruling all the cities and counties in the 
north, including the counties of Taipei and Ilan. The 
opposition party also conquered the counties of 
Changhua and Nantou in central Taiwan. The DPP, on 
the other hand, keeps the city of Tainan and the coun-
ties of Yunlin, Chaiyi, Tainan, Kaohsiung and Pingtung.  
Mention should be made of the city of Chiayi, which 
had long been ruled by non-Kuomintang mayors.  The 
Kuomintang won that city in the “three-in-one” election.  
East Taiwan has remained the Kuomintang’s power 
base. The new political map is truly painted blue in the 
north and green in the south, but that green territory has 
shrunk.      

The Kuomintang won 50.96 percent of all the 
valid ballots cast in the “three-in-one” election, an in-
crease of 16 percent from the 35.15 percent in the local 
elections of 2001. The Pan-Blue alliance garnered 
52.27 percent, up by five percent from the 47.37 per-
cent four years before. The DPP took 41.95 percent and 
the Pan-Green camp won 43.08 percent, down from 
45.27 and 45.29 percent, respectively. The Pan-Blue 
bloc has expanded its territory and won slightly broader 
support than the Pan-Green camp. 

The territory under Pan-Blue rule, including the 
special municipality of Taipei, has a total population of 
15,949,075, or 70 percent of Taiwan’s total populace. 
The rule has been extended beyond the Choshui River 
separating the counties of Changhua and Yunlin, far 
south of the Daan Creek separating the counties of 
Taichung and Miaoli, which was the line dividing the 
power bases of the two camps drawn after the 2004 
presidential election. The Pan-Blue camp is now ruling 
70 percent of the land area and the population of Tai-
wan. The political map has been favorably redrawn for 
the Kuomintang. To that extent Ma has increased his 
chance to win the presidency in 2008. 

2. Skirmish before the 2008 Presidential Election 



 Local Government Elections of 2005  5 

The three-in-one election is virtually a qualifying 
test for contenders for the presidency in 2008. Among 
them are Ma Ying-jeou, James Soong, Wang Jin-pyng, 
Su Tsen-chang, Annette Lu, Frank Hsieh and Yu 
Shyi-kun. Wang is president of the Legislative Yuan.  
Lu is the vice president and Hsieh the premier. Yu is a 
former premier and secretary-general to the president. 

Ma has earned the right to run for president. The 
Kuomintang’s landslide victory has made him the un-
disputed Pan-Blue leader and standard- bearer in the 
2008 election.  

The Pan-Green situation is complicated and un-
clear. All its political stars suffered setbacks in the 
“three-in-one” election.  The power struggle is going 
on. Relations between Chen Shui-bian and Annette Lu 
have remained tense. She is unlikely to run for presi-
dent, albeit she wishes to. 

Frank Hsieh is still mired in the Kaohsiung MRT 
scandal. Yu Shyi-kun failed to help get Chen Ding-nan, 
a former minister of justice, elected magistrate of Ilan 
again. Chen was the magistrate in the 1980s. Su 
Tzen-chang is the most likely DPP candidate for presi-
dent in 2008. 

If the outcome of the “three-in-one” election is a 
guide, Ma Ying-jeou apparently has a sharp competitive 
edge over his DPP rival. On the one hand, he does not 
have to campaign hard for nomination for president, 
while his DPP rival has to fight for the right to run in 
2008. On the other hand, his Pan-Blue power base has 
been extended beyond the Chuoshui River, further 
shrinking that of his would-be opponent.  

3. Political Party Realignment  

The inter-party relationship in either of the 
Pan-Blue and Pan-Green camps was both competitive 
and cooperative during the 2005 election campaign.  
Coordination was difficult for fielding joint candidates.  
In a few cases, parties in both camps fielded separate 
candidates who had to compete against each other to 
win support from the same power bases. The internal 

strife in each of the two camps will get worse as they 
are preparing for parliamentary elections scheduled for 
the end of 2007. Only 113 lawmakers will be elected, 
after an amendment to the Constitution has halved the 
225 seats of the Legislative Yuan. Besides, they will be 
elected from single constituencies. The change tends to 
marginalize small parties, like the People First Party 
and the Taiwan Solidarity Union. The outcome of the 
“three-in-one” election indicates that the two major 
parties, the Kuomintang and the Democratic Progres-
sive Party, will dominate their respective Pan-Blue and 
Pan-Green alliances and the new single constituency 
system of election favors the development of a 
two-party system in Taiwan. 

Duverger’s Law explains that the single-member 
district system helps create a two-party environment, 
whereas proportional representation fosters a 
multi-party political ecology. Mayors and magistrates 
were elected under the single-member district system, 
which favored the two major political parties. As a re-
sult, the PFP won Matsu, an offshore island, where the 
Kuomintang did not nominate a candidate. The TSU 
did not take any local government post. 

After the three-in-one election, the PFP inevitably 
has come under pressure to merge with the Kuomin-
tang.  PFP lawmakers tried to push for a merger with 
the major party. Although Ma Ying-jeou and James 
Soong, the two chairmen, met and agreed on December 
12 their parties would “cooperate rather than merge for 
the time being," PFP defection cannot be stopped.  
Though the way has been paved for the two-party sys-
tem, small parties in Taiwan may still survive, because 
they can have lawmakers-at-large elected. 

4. Coalition Government 

President Chen Shui-bian has to reshuffle the 
Cabinet after the “three-in-one” election. Over the past 
five years, Taiwan has experienced a minority govern-
ment, which has no support of a parliamentary majority. 
Political impasse has resulted.  

The best way for Chen to solve the current stale-
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mate is to install a Cabinet in line with the dual leader-
ship system of government stipulated in the Constitu-
tion. The ideal solution is the establishment of a coali-
tion government backed by the opposition alliance that 
controls the parliamentary majority. Another solution is 
to let the opposition alliance form the Cabinet, while 
the president continues to attend to matters concerning 
foreign affairs, national defense and relations across the 
Taiwan Strait. If Chen would let the Cabinet handle 
relations between Taiwan and China, so much the bet-
ter. 

The chances are that President Chen would never 
consider forming a coalition government and sharing 
powers with the oppositions.   

5. Cross-Strait Relations 

The Kuomintang victory in the “three-in-one” 
election did not help ease tense relations across the 
Taiwan Strait.   

A Merrill Lynch report, released before the elec-
tion, predicted that a defeat would force the Democratic 
Progressive Party to consider liberalizing trade and 
economic exchanges between Taiwan and China. Ma 
Ying-jeou agreed, but President Chen said he would 
tighten control if the Kuomintang won the election.  

China feels Taiwan’s “separatist” movement has 
lost momentum after the DPP’s election loss, but 
President Chen announced the tightening of control 
over foreign direct investment from Taiwan to China in 
a New Year message on January 1, 2006. Chen re-
versed his original economic and trade policy of “pro-
active liberalization but effective management” to that 
of “proactive management and effective liberalization.” 

Beijing’s only worry now is that President Chen 
may try to write a new Constitution for Taiwan and put 
it to a referendum before the end of 2007. China con-
siders the new Constitution an instrument for de jure 
independence of Taiwan. It threatens to invade Taiwan 
if independence is declared. It is highly unlikely that 
independence will be declared during Chen’s presi-

dency.  

There is little reason why President Chen would 
relax control. He played the China card as usual before 
the election. He criticized Lien Chan for visiting China 
on a “journey of peace.” He warned that Taiwan would 
be sold out to China if the Kuomintang should win the 
election. Most of his core supporters attributed the elec-
tion loss to his failure to insist on Taiwan’s sovereignty 
and flip-flops in the handling of cross-Strait relations. 
He could never afford to alienate these core supporters. 
Hence the tightening of control. 

6. Narrow Pronvincialism  

The Democratic Progressive Party would play up 
the feud between the islander majority and the 
mainlander minority to win an election. But narrow 
provincialism was not an issue in the “three-in-one” 
election. This seems to indicate that people in Taiwan 
are becoming more rational because they refused to let 
a candidate’s provincial background be their major 
concern. For example, Chou Hsi-wei, whose father is a 
mainlander, beat Lo Wen-jia, a DPP candidate of 
Hakka descent, by a huge margin in the magistracy 
election in the county of Taipei. The majority of Hakka 
people in the county voted for Chou. A Hoklo candi-
date nominated by the Kuomintang was elected magis-
trate of Miaoli, a county with a Hakka majority. Both 
Jason Hu and Eric Chu are mainlanders, and they were 
reelected mayor of Taichung and magistrate of Taoyuan. 
These examples indicate that the electorate has matured.  
Voters now tend to vote for candidates with good cre-
dentials, personal charm and political expertise. 

7. Lame Duck President   

Vice President Annette Lu fired a broadside 
against Chen Shui-bian after the “three-in-one” election.  
She said Chen is myopic and concerned with nothing 
but his own political power. That best sums up the per-
sonality of the man DPP leaders have already started to 
keep away from. They do not want close association 
with the scandal-ridden president.    
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At the same time, Frank Hsieh fell out with Chen 
Shui-bian. In the run-up to the election, the president 
shifted to his premier all the blame for the Kaohsiung 
MRT scandal. Su Tzen-chang did not discuss with 
Chen in advance about his resignation as DPP chairman 
to take responsibility for the election debacle. Many 
DPP lawmakers publicly criticized Chen Shui-bian and 
asked him to take responsibility for the defeat.  When 
a proposal was made to let Chen assume DPP leader-
ship again at a party central standing committee meet-
ing, it was voted down by a large majority. Lee 
Teng-hui, the spiritual leader of the Taiwan Solidarity 
Union, publicly criticized the Chen government and 
wanted the president to take responsibility for the elec-
tion defeat of the Pan-Green camp. All this signals that 
Chen is becoming a lame duck prematurely. 

A lame duck president cannot keep his DPP house 
in order. As a result, the ruling party is expected to face 
a long power struggle that will be increasingly intensi-
fied. If Chen cannot manage to form an alliance with 
the opposition, the political situation in Taiwan will 
worsen in the next two years. Meanwhile, the Chen 
administration will be a caretaker government.  

Conclusion:  

The three-in-one election enables us to feel Tai-
wan’s political pulse. As Ma Ying-jeou points out, the 
Democratic Progressive Party defeated itself. His 
Kuomintang should not overestimate its landslide vic-
tory. The party has to continue to reform to pave the 
way for its comeback in 2008.  

On the other hand, the electorate hopes that the 
DPP can learn a lesson from its election debacle in the 
elections.  Voters could not tolerate a political party 
that has become so corrupt in such a short time. They 
also hope the DPP would carry out reform and recover 
its clean image. 

Only when the two major parties in Taiwan make 
reform successfully and compete with each other in a 
healthy manner—a competition where one party beats 

the other because it is better, not because it is less 
bad—can Taiwan look forward to a bright future.  
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Cross-Strait Relations in Perspective 

KAO, Koong-lian, TENG, Tai-hsien, HSIEH, Wen-ching 

 

Abstract 

Relations between Taiwan and China plummeted to a record low, when Beijing en-
acted an anti-secession law on March 14, 2005. The new legislation codifies the use of 
force to preclude de jure Taiwan independence. An anti-Chinese mass rally took place in 
Taipei. Taiwan expelled Chinese journalists and placed more restrictions on interchanges 
with China.  Moreover, President Chen Shui-bian declared in June he would write a new 
constitution for Taiwan.  Tensions across the Taiwan Strait would not ease in 2006, unless 
either Taipei or Beijing backs down. 

Taiwan’s opposition party leaders – including Lien Chan, P. K. Chiang, James Soong, 
Yok Mu-ming – visited China after March, opening a new channel of communication 
across the Strait.  The opposition pan-blue camp crushed the ruling Democratic Progres-
sive Party in local elections in December, taking 17 of the 23 county and city government 
seats at stake. The victory of the opposition alliance is considered conducive to promoting 
peace and cooperation across the Strait.  

Trade between Taiwan and China has grown fast. So has Taiwan’s private invest- 
ment in China. Exchanges of personal visits have continued to grow. Direct flights, though 
chartered, ferried Taiwan businessmen in China and their family across the Strait during the 
Chinese New Year festival in 2005. Similar flights will be made in 2006. All this contrib-
utes to the improvement of cross-Strait relations. 

China continued to extend goodwill to Taiwan. It allowed Taiwanese airliners to fly 
across its air space, exempted import tax on agricultural products, discounted tuitions and 
fees for students enrolled in Chinese universities, granted them scholarships, extended 30 
billion renminbi (Chinese yuan) in business loan, and permitted Chinese tourists to visit 
Taiwan. All these measures help improve relations across the Strait. The political stalemate 
across the Strait did not adversely affect people-to-people exchanges. They would remain 
cordial in 2006.   

The political deadlock would remain in 2006. Trade and economic exchanges would 
grow, however.  Leaders in Taipei and Beijing can opt for confrontation or mutual benefit.  
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Before agreement is reached on how to settle the question of Taiwan, it behooves them to 
shelve sensitive political dispute and devote themselves to the development of mutually 
beneficial economic cooperation. 
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I. Preface 

Political impasse and growing economic ex-
changes marked relations between the two sides of the 
Taiwan Strait in 2005. President Chen Shui-bian pro-
claimed Taiwan and China as “one country on each 
side” of the Strait. He promised to write a new constitu-
tion for Taiwan. He announced his “Republic of 
China-is-Taiwan” doctrine. China considers such poli-
cies a move toward Taiwan independence. In response, 
Beijing enacted an anti-secession law on March 14 to 
contain the growing separatist force in Taiwan. The 
legislation plummeted cross-Strait relations to a record 
low in a decade.    

Economic exchanges continued to grow. Opposi-
tion party leaders contributed to the improvement of 
economic relations across the Strait. These leaders in-
cluded Lien Chan and P. K. Chiang, chairman and vice 
chairman of the Kuomintang; James Soong, chairman 
of the People First Party; and Yok Mu-ming, chairman 
of the New Party. They visited China, opening a new 
channel of communication across the Strait. Their visits 
were conducive to easing cross-Strait tensions. In-
creased economic interchange was mutually beneficial.  
After the visits of the opposition party leaders, China 
extended goodwill to Taiwan in an effort to win support 
for better relations across the Strait. 

This study reviews the cross-Strait political de-
velopments and economic and people-to-people inter-
change in 2005. Beijing’s Taiwan policy on Taiwan is 
analyzed. Suggestions are made for improvement of 
relations between the two sides of the Strait in 2006. 

II. Cross-Strait Political Tensions 

Many factors led to political tensions across the 
Taiwan Strait in 2005. They included a stepped-up 
movement for Taiwan independence and President 
Chen Shui-bian’s policy of confrontation with China.  

1. Taiwan Independence Movement 

Activists consider independence a feasible option 

before China can accomplish a cross-Strait economic 
integration. Racing against time, pro-independence 
activists compelled President Chen to proclaim “one 
country on each side” of the Strait to provoke a con-
frontation with China. Chen tried to restrict cross-Strait 
economic exchanges. The government reduced the 
categories of investment Taiwan businesses could make 
in China, forbade agricultural exports to China and 
barred Chinese tourists from visiting Taiwan. These 
policies jeopardized cross-Strait relations, threatening 
to lead Taiwan to a self-imposed economic seclusion.  

Pro-independence activists are trying to write a 
new constitution for Taiwan. They hope the constitution 
to give Taiwan de jure independence. President Chen 
promised the “timely, relevant and viable” constitution 
would be adopted by referendum in 2007 and go into 
force in 2008.1     

Besides, the government has adopted a policy of 
de-sinicization, trying to remove mention of China 
from school textbooks, civil service examinations, and 
official publications. This policy added to cross-Strait 
political tensions, confusion of national identity, and 
internal dissension in Taiwan.2  

2. Political Manipulation  

The Democratic Progressive Party used to raise 
cross-Strait issues to win elections and satisfy the 
pro-independence activists. It would provoke China 
into threatening Taiwan, and the renewed threat would 
create anti-Chinese sentiments that helped it win elec-
tions. Consequently, cross-Strait relations got worse at 
election time in Taiwan for the past half decade. 

President Chen’s China policy is inconsistent. His 
flip-flops led to political tensions across the Strait since 
he was in power in 2000. A few examples suffice.  In 

                                                      
1 See United Daily News, edition A4, June 26, 2005 
2 Since 2000, the Mainland Affair Council ceased to do 

any survey or public opinion poll about the national 
identity. 
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2000, President Chen accepted the consensus of 1992.3  
In the run-up to the parliamentary elections in 2001, he 
scrapped the consensus and said it would destroy the 
Republic of China and sell Taiwan out.4 In 2004, how-
ever, he proposed dialogue between Taipei and Beijing 
on the basis of “arrangements made at the Hong Kong 
meeting in 1992” instead of the consensus of 1992.  

Chen made a “five no’s” pledge in two inaugural 
speeches. When the time came for elections, he never 
failed to reiterate his promise to write a new constitu-
tion and “rectify the name of Taiwan” to rally his inde-
pendence fundamentalist supporters behind him. He 
would conveniently forget his “five no’s” pledge. In 
2003, President Chen said that if China kept on in-
creasing military spending, he would repudiate the 
pledge.5 But he agreed with James Soong on February 
24 he would undertake the pledge.6 

Chen’s China policy was full of changes in 2005.  
At the February 24 meeting, they reached a ten-point 
agreement.7 Aside from undertaking the pledge, Presi-
dent Chen agreed to uphold the national status as de-
fined in the Constitution to ease cross-Strait tensions. 

On March 1, Chen told European Union represen-
tatives in a videoconference he could not change the 
title of the country during his presidency. He added he 
would not like to lie to himself and others because 
changing the national title was a mission impossible.  
He also pointed out that his predecessor, former Presi-
dent Lee Teng-hui, failed to change the title in twelve 
years. He alleged President Lee, even if in office in 
place of him, could not do so.8 The remarks backfired 
on President Chen. Independence fundamentalists 

                                                      
3 See United Daily News, edition A3, June 28, 2005 
4 See United Daily News, edition A2, October 23, 2001 
5 See United Daily News, edition A4, December 23, 

2003 
6 The second point of Bian-Soong meeting, See Et To-

day news, February, 24, 2005 
http://www.ettoday.com/2005/02/24/301-1757232.htm 

7 ibid. 
8 See Liberty Times, Edition A3, March 2, 2005 

blasted him.9 A few elder fundamentalists quitted the 
Democratic Progressive Party.10  However, most of the 
people considered President Chen returning to the mid-
dle road and intent on improving cross-Strait relations 
during his presidency. 

President Chen made an about-face again when 
elections were drawing near. On June 25, he said Tai-
wan amended the Constitution seven times in 10 years 
but the "greater China consciousness" prevented its 
overhaul.  He wanted to start a second phase of con-
stitutional reform following the seventh amendment 
under which the National Assembly was abolished to 
allow for popular referendum. He promised that the 
second phase of reform would not involve sensitive 
issues such as changes to the country's sovereignty, 
territory or official name. On January 1, 2006, he re-
newed his vow to give Taiwan a new constitution that is 
timely, relevant and viable by the time he steps down in 
2008.11 

On July 8,President Chen cautioned politicians not 
to be caught by "China fever," when five lawmakers 
from his governing party were prepared to visit China 
to attend a capital market forum. He also said there 
would be no need for contacting and understanding 
China. No sooner had Chen made the remarks, the five 
DPP lawmakers canceled their visit to China.12   

Speaking to a group of young people participating 
in the Ambassador Program of the Formosa Foundation 
of the U.S.A, Chen described his new interpretation of 
the Republic of China in evolution on August 2. Ac-
cording to Chen's theory, the Republic of China went 
through four evolutionary stages. The Republic of 
China was founded in 1912 by Chinese political forces, 
which favored democracy rather than Communism. 
After the Chinese civil war, the Kuomintang fled Mao 
Zedong's China and relocated its government to Taiwan.   
During the presidency of Lee Teng-hui from 1988 to 

                                                      
9 See United Daily News, edition A3, March 4, 2005 
10 See Liberty Times, Edition A3, March 2, 2005 
11 See United Daily News, edition A4, June 25, 2005 
12 See United Daily News, edition A4, July 8, 2005 
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2000, the country in the third stage of evolution, was 
called “the Republic of China on Taiwan." But now, in 
the fourth stage or since the first peaceful transfer of 
power to the Democratic Progressive Party in 2000 
which ended over half a century of Kuomintang rule, 
the new characterization of the country must be: "The 
Republic of China is Taiwan."13 It means that the Re-
public of China is a cover for an independent Taiwan.  

President Chen declared he would not be rushed 
into talks with China, saying it was vital to preserve the 
island's sovereign status. Whereas China's leaders have 
said they were striving for talks to start even if there 
might be delay, Chen wanted to reword “that state-
ment." He said in an interview: "I want to strive for 
delay while not fearing talks." Chen considered his 
strategy to be the best for Taiwan.14 Many disagreed.  
They believe the longer the talks are delayed, the more 
disadvantageous Taiwan will find itself. 

President Chen went to Chiayi on November 19 to 
drum up support for DPP candidates. He played his 
China card again. He criticized Lien Chan for cozying 
up to China and urged people in Chiayi to vote for the 
DPP nominee for mayor, Chen Li-jen, to “defend Tai-
wan against China.” He said the DPP loss in Chiayi 
would be tantamount to the loss of the whole of Tai-
wan.15 

There were similar flip-flops in other fields.  
President Chen said he had a three-step program to set 
direct cross-Strait transportation links in place by the 
end of 2004.  Negotiations would start after the 2004 
presidential election, he promised. He added confi-
dently that direct shipping and flight services could 
become a reality by the end of 2005. At the end of 2005, 
the Straits Exchange Foundation and the Association 
for Relations Across the Taiwan Strait were still unable 

                                                      
13 See United Daily News, edition A4, August 2, 2005 
14 See Liberty Times, Edition A3, October 8, 2005 

http://www.libertytimes.com.tw/new/oct/8/today-p1.htm  
15 See United Daily News, edition A3, October 20, 

2005 

to start negotiations, not to mention the establishment 
of direct transportation links.   

In February 2005, police searched the United Mi-
croelectronics Corp., the island's second largest contract 
chip producer, which was suspected of illegally invest-
ing in China.16 Taiwan expelled correspondents of Xin 
Hua News Agency and the People Daily News in April 
2005.17 Immigration officers started in September to 
fingerprint Chinese on entering Taiwan.18 The Ministry 
of Economic Affairs, in October, authorized private 
investigators to collect information on Taiwanese busi-
nessmen suspected of unlawfully investing in China.  
The intention was clear. The government want these 
businessmen to stop their investment in China.19    

1. China’s Coercive Taiwan Policy  

China was also responsible for the cross-Strait 
tensions. It has stubbornly adhered to its “one China 
principle” and “one country, two systems” formula for 
“peaceful reunification.” Beijing never lets up its effort 
to oust Taiwan from the international community. For 
instance, China prevented the Taiwan delegation from 
attending a meeting on tsunami relief in Southeast Asia, 
sponsored by the World Health Organization.20 The 
people of Taiwan could not tolerate it. 

Beijing rejected Taipei’s proposal to send Wang 
Jin-pyng, president of the Legislative Yuan, to attend 
the informal summit meeting of the Asia Pacific Eco-
nomic Cooperation (APEC) forum in October 2005.21  
The display of the national flag of the Republic of 
China was prohibited in an international sports event in 

                                                      
16 See Economic Daily News, edition A3, February 17, 

2005 
17 See United Daily News, edition A13, April 13, 2005 
18 See Mun Sang News, edition A4, September 30, 

2005 
19 See United Daily News, edition A1, October 11, 

2005 
20 See United Daily News, edition A13, May 5, 2005 
21 See United Evening Daily News, edition A11, Octo-

ber 14, 2005 
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Taipei in November 2005.22 Taiwan accepted the use of 
its Olympic flag in place of its national flag, but the 
DPP tried to make it an issue in domestic politics.  

It really hurt the feelings of the people in Taiwan, 
when China tried to ostracize Taiwan. Beijing’s attempt 
to leave no room for Taiwan to play a role in the world 
community hurts cross-Strait relations and encourages 
pro-independence activists and the DPP to drum up 
support for de jure independence of Taiwan.   

III. Easing of Cross-Strait Tensions 

Taiwan cannot afford a policy of de jure inde-
pendence, which may lead to war with China. The best 
option open to Taiwan is to pursue a “win-win” policy 
of cooperation with China. That underlies the visits to 
China by opposition party leaders, which have done 
much to ease tensions, albeit temporarily, across the 
Taiwan Strait.  

Increased interchange was also conducive to eas-
ing the tensions. So was Beijing’s extension of good-
will to the people of Taiwan.  

1. Visits to China by Opposition Party Leaders 

a. P.K. Chiang, Kuomintang chairman, paid a visit to 
China at the head of a delegation in March 2005.  
He reached a 12-point agreement with Chinese 
Communist Party leaders.23 They were agreed: 

(1) The Chinese Communist Party will actively pro-
mote regular cross-Strait chartered passenger 
flights during holiday seasons and facilitate direct 
cargo flights, with the Kuomintang ready to send 
delegations to discuss the matter; 

(2) The Chinese Communist Party will help facilitate 
the marketing in China of Taiwan’s agricultural 
produce, with the Kuomintang ready to send dele-
gations to discuss the matter;  

                                                      
22  See Et Today News, November 12, 2005 

http://www.ettoday.com/2005/11/12/301-1868674.htm  
23 See United Evening Daily News, edition A1, March 

31, 2005 

(3) The Chinese Communist Party will help Taiwan’s 
farmers run farms in China and protect their rights 
and interests, with the Kuomintang promising to 
promote cross-Strait agricultural cooperation; 

(4) The Chinese Communist Party will sign an agree-
ment to protect investments in China by Taiwan 
businessmen; 

(5) The Chinese Communist Party will pave the way 
for Chinese tourists to visit Taiwan; 

(6) The Chinese Communist Party will explore the pos-
sibilities of opening China to Taiwan’s insurance, 
financing, medical and transportation industries, 
while studying the standardization problem facing 
the information industry; 

(7) The Chinese Communist Party will facilitate the 
stay of media workers in either side of the Strait; 

(8) Private – nonofficial – consultations must be held 
for the employment of Chinese crews on Taiwan 
fishing boats; 

(9) Both parties will encourage exchanges of private 
personal visits by city, county, township, and vil-
lage officials; 

(10) Taiwan students in China will pay the same tuition 
and fees as their Chinese counterparts and will be 
awarded scholarships; 

(11) Both sides of the Strait should be urged to jointly 
fight inter-territorial crime; and 

(12) The Chinese Communist Party will help make it 
easier for people in Taiwan to visit China. 

b. Lien Chan, chairman of the Kuomintang, made a 
“journey of peace” to China in April 2005. He met 
his Chinese Communist Party counterpart Hu Jintao 
in Beijing. Lien and Hu issued a communiqué after 
the meeting. They denounced independence for Tai-
wan and agreed in principle to build peace and sta-
bility across the Strait, promote bilateral exchanges 
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and protect the interests of the people on Taiwan and 
the Chinese mainland. 

To expedite the resumption of cross-Strait consul-
tations and to promote the well-being of the people on 
both sides of the Strait, the two parties agreed to help 
resume cross-Strait consultations on the basis of parity 
and in line with the 1992 consensus, to discuss issues of 
mutual concern, and to promote further development of 
cross-Strait relations. The communiqué specifies that 
the two parties agree: 

(1) To help promote the formal termination of the state 
of cross-Strait hostilities, reach a peace agreement, 
and establish a framework for the peaceful and sta-
ble development of cross-Strait relations, including 
the establishment of a confidence-building mecha-
nism to avoid military confrontation; 

(2) To promote full-scale cross-Strait economic coop-
eration and close economic and business relation-
ship – including the establishment of three links 
(characterized by full-scale, direct, and two-way 
sea and air transport), legal protection of invest-
ment and trade across the Strait, cooperation of 
agricultural and fishing industries, opening up of 
the Chinese market to Taiwan’s agricultural pro-
duce, and joint efforts to fight crime – and to set 
up a mechanism for economic cooperation, and, 
upon the resumption of cross-Strait talks, to dis-
cuss as a matter of priority the idea of a 
cross-Strait common market; 

(3) To help promote the exchange of views with regard 
to Taiwan’s participation in international activities 
so that upon the resumption of cross-Strait consul-
tations, both sides may discuss the issue of Tai-
wan’s participation in international activities – in-
cluding the priority issue of Taiwan’s participation 
in the activities of the World Health Organiza-
tion – while striving to create conditions leading 
gradually towards the eventual settlement of this 
issue; and 

(4) To establish a party-to-party consultation platform 
for regular consultations, which should include 
exchanges of visits between their party members 
at various levels, forums to discuss issues that will 
facilitate the improvement of cross-Strait relations, 
discussions on issues of concern to the people on 
both sides of the Strait, with people from various 
walks of life to be invited to participate, and de-
liberation on the measures of promoting closer 
cross-Strait exchanges.24 

If the results Lien achieved could be consolidated, 
it would secure great benefits for all the people across 
the Strait and create a new opportunity for better 
cross-Strait relations. Lien’s “journey of peace” eased 
cross-Strait tensions, according to many an opinion 
poll. 

c. After the two visits by Chiang and Lien, the Kuo-
mintang and the Chinese Communist Party have es-
tablished an exchange platform for communication 
and cooperation. Chiang led another delegation to 
China in July.25 In early November, the Kuomintang 
sent a delegation organized by the Taiwan Business-
men Service and Communication Center to take part 
in the second “cross-Strait information industry 
standardization conference. A 10-point agreement 
was reached with the CCP Taiwan Affairs Office 
(TAO).26 They were agreed:  

(1) The TAO will coordinate with the related depart-
ments a review of land-use regulations for the 
Taiwanese enterprises and help resolve the dis-
putes regarding the land use; 

(2) The TAO shall implement the Regulations and En-
forcement Rules on the Investment of Taiwanese 
Businessmen in China, and will be open to sug-
gestions and advice from Taiwan businesses in 
China and industry leaders in Taiwan;  

                                                      
24 See United Daily News, edition A1, April 30, 2005 
25 See United Daily News, edition A13, July 6, 2005 
26 See United Daily News, edition A13, November 2, 

2005 
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(3) Police will rigorously maintain law and order in 
Taiwanese communities in China and notify rela-
tives in Taiwan of Taiwanese residents in China of 
any disciplinary action taken, if necessary, against 
them; 

(4) A KMT think tank will organize a visit to China for 
an exchange of views on Taiwanese business in-
vestment in China, trade, and financing and insur-
ance services;   

(5) China will accelerate customs clearance for imports 
from Taiwan; 

(6) Taiwanese small and medium-sized businesses in 
China can apply for loans from Chinese banks; 

(7) China will increase the number of Taiwanese arbi-
trators in the arbitration agencies, hiring more 
Taiwanese professionals as arbitrators in China;  

(8) Taiwanese businessmen are able to run hospitals, 
while Taiwanese doctors, with their licenses ap-
proved by Chinese authorities, can practice in 
China;  

(9) The TAO will coordinate with the related depart-
ments an extension of education for the children of 
Taiwanese businessmen in China; and 

(10) The TAO will help facilitate the visits to Taiwan 
for training by Chinese employees of Taiwanese 
businesses in China. 

All the agreements reached emphasized peace, 
stability and development. President Chen also prom-
ised peace, stability and development as the main ob-
jectives of his cross-Strait policy.27 If the administra-
tion could carry out that policy, cross-Strait relations 
would be greatly improved. However, the administra-
tion did not want to endorse the agreements. It con-
demned them. It even threatened to prosecute P.K. 

                                                      
27 See Mainland Affairs Council - Press Release, No-

vember 18, 2005 
http://www.mac.gov.tw/english/index1-e.htm  

Chiang for reaching agreement with Chinese govern-
ment officials. 28  Consequently, cross-Strait relations 
have remained unstable.   

The Kuomintang think tank, National Policy 
Foundation, planned to host an Economic and Cultural 
Forum in Taipei. It invited Chen Yunlin, TAO director, 
to attend at the head of a Chinese delegation. The forum 
aims to promote trade and cooperation in agriculture 
and fisheries, set in place direct links of transportation 
at an early date and open Taiwan to Chinese tourists.   
It wanted to open a window of opportunity for better 
cross-Strait relations. Nevertheless, the government 
denied Chen entry to Taiwan without convincing rea-
sons.29   

The opposition pan-blue alliance crushed the rul-
ing Democratic Progressive Party in what are known as 
three-in-one local elections, taking 17 of the 23 county 
and city government posts at stake. The outcome 
showed the people were tired of the DPP election gim-
micks, China-bashing in particular. But Taiwan's trade 
and economic policies vis-à-vis China would not be 
adjusted as a result of the pan-blue victory, according to 
Joseph Wu, chairman of the Mainland Affairs Coun-
cil.30 As a matter of fact, President Chen said before 
the elections those policies would be tightened, if the 
opposition won.31 That threat was unleashed. On the 
first day of 2006, he announced in a New Year message 
a reverse of his long-held economic and trade policies 
to exercise more control over businesses that have to 
relocate their operations across the Taiwan Strait.32 

2. Cross-Strait Investment and Peole-to-People 

                                                      
28 See United Daily News, edition A1, April 6, 2005 
29  See Mainland Affairs Council - Press Release,  

http://www.mac.gov.tw/english/index1-e.htm , No-
vember 18, 2005 

30  See United Daily News, December 6, 2005 
http://wwwudn.com/NEWS/NATIONAL?NATS5/30
47329.shtml  

31 See Economic Daily News, Edition A1, December 1, 
2005 

32 See China Post, Front page, January 2 2006 
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Exchanges 

Trade and economic interchange between Taiwan 
and China grew despite political tensions across the 
Strait. The Ministry of Economic Affairs had approved 
33,902 cases of investment totaling US$44.2 billion in 
China as of the end of July 2005.33 China has become 
the top recipient of Taiwan’s foreign direct investment 
(FDI) – accounting for 65.10 percent – although it 
shows a decrease of 43.28 percent in cases and 20.36 
percent in amounts invested in comparison with the 
corresponding period of 2004.34  The investment in 
China accounted for 50.33 percent of Taiwan’s total 
FDI from 1952 to July 2005. 35 China has become 
Taiwan’s largest overseas base of economic production. 

Trade grew rapidly. The two-way volume for 2004 
was officially tallied at US$61.6 billion,36 representing 
18.03 percent of Taiwan’s total foreign trade.37 Trade 
across the Taiwan Strait totaled US$39.5 billion in the 
first seven months of 2004.38 It accounted for 18.87 
percent39 of Taiwan’s total foreign trade in the same 
period. Exports to China totaled US$44.9 billion in 
2004,40 including merchandise and services, represent-
ing 25.83 percent 41 of Taiwan’s total foreign sales.  
Exports to China totaled US$28.3 billion in the first 

                                                      
33  See “Cross-Strait Economic Statistics Monthly”, 

table 10, Mainland Affairs council, July 2005. 
34  See “Cross-Strait Economic Statistics Monthly”, 

table 13, Mainland Affairs council, July 2005. 
35  See “Cross-Strait Economic Statistics Monthly”, 

table 13, Mainland Affairs council, July 2005. 
36  See “Cross-Strait Economic Statistics Monthly”, 

table 5, Mainland Affairs council, July 2005. 
37  See “Cross-Strait Economic Statistics Monthly”, 

table 8, Mainland Affairs council, July 2005. 
38  See “Cross-Strait Economic Statistics Monthly”, 

table 5, Mainland Affairs council, July 2005. 
39  See “Cross-Strait Economic Statistics Monthly”, 

table 8, Mainland Affairs council, July 2005. 
40  See “Cross-Strait Economic Statistics Monthly”, 

table 5, Mainland Affairs council, July 2005. 
41  See “Cross-Strait Economic Statistics Monthly”, 

table 8, Mainland Affairs council, July 2005. 

seven months of 2005,42 representing 26.98 percent of 
Taiwan’s total foreign sales.43 China has been Taiwan’s 
largest export market. Imports from China totaled 
US$16.6 billion,44 making up 9.93 percent of the total 
purchases from abroad.45  Imports from China in the 
first seven months of 2005 totaled US$11.1 billion,46 
representing 10.69 percent of Taiwan’s total foreign 
purchases.47 Taiwan registered a surplus of US$28.3 
billion in trade with China in 2004, its overall trade 
surplus in 2004 totaling US$6.1 billion. Taiwan regis-
tered a surplus of US$17.2 billion in trade with China 
in the first seven months of 2004, its overall trade sur-
plus during that period totaling US$750 million.48 

                                                      
42  See “Cross-Strait Economic Statistics Monthly”, 

table 5, Mainland Affairs council, July 2005. 
43  See “Cross-Strait Economic Statistics Monthly”, 

table 8, Mainland Affairs council, July 2005. 
44  See “Cross-Strait Economic Statistics Monthly”, 

table 5, Mainland Affairs council, July 2005. 
45  See “Cross-Strait Economic Statistics Monthly”, 

table 8, Mainland Affairs council, July 2005. 
46  See “Cross-Strait Economic Statistics Monthly”, 

table 5, Mainland Affairs council, July 2005. 
47  See “Cross-Strait Economic Statistics Monthly”, 

table 8, Mainland Affairs council, July 2005. 
48  See “Cross-Strait Economic Statistics Monthly”, 

table 7, Mainland Affairs council, July 2005. 
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Table 1：Taiwan’s Investment in China 

Approved by the Ministry of Economic Affairs Chinese statistics 
Years 

Cases Amount（US$1 million） Items Actual Amount 
(US$1 million) 

1991 237 174 3,446 844 
1992 264 247 6,430 1,050 
1993 1,262（8,067） 1,140（2,028） 10,948 3,139 
1994 934 962 6,247 3,391 
1995 490 1,093 4,778 3,162 
1996 383 1,229 3,184 3,475 
1997 728（7,997） 1,615（2,720） 3,014 3,289 
1998 641（643） 1,519（515） 2,970 2,915 
1999 488 1,253 2,499 2,599 
2000 840 2,607 3,108 2,296 
2001 1,186 2,784 4,214 2,980 
2002 1,490（3,950） 3,859（2,864） 4,853 3,970 
2003 1,837（8,268） 4,595（3,104） 4,495 3,377 
2004 2,004 6,940 4,002 3,117 

2005(Jan. – July) 747 3,001 2,163 1,331 
As of the end of July 

2005 
33,902 44,251 66,789 40,954 

Figures within the parentheses show the cases and amounts registered for the years shown though the registration 
was completed in the following years. 

Table 2   Trade Across the Taiwan Strait     Unit: US$100 million 

Period Total trade 
volume 

Two-way trade 
across the Tai-

wan Strait 

Taiwan exports 
to China 

Taiwan imports 
from China 

Taiwan’s surplus 
in trade with 

China 

Taiwan’s total 
trade surplus 

1992 1,513.8 108.2 97.0 11.2 85.8 94.6 
1993 1,621.5 137.4 127.3 10.2 117.1 80.3 
1994 1,784.0 165.1 146.5 18.6 127.9 77.0 
1995 2,152.6 209.9 179.0 30.9 148.1 81.1 
1996 2,172.3 222.1 191.5 30.6 160.9 135.7 
1997 2,365.2 244.3 205.2 39.2 166.0 76.6 
1998 2,152.5 224.9 183.8 41.1 142.7 59.2 
1999 2,322.8 257.5 212.2 45.3 167.0 109.0 
2000 2,883.3 323.7 261.4 62.2 199.2 83.1 
2001 2,301.4 299.6 240.6 59 181.6 156.6 
2002 2,432.3 410.1 330.6 79.5 251.1 180.8 
2003 2,715.0 463.2 353.6 109.6 244.0 169.3 
2004 3419.3 616.4 449.6 166.8 282.8. 61.4 

2005年
(Jan. – Sep.) 

2407.3 518.1 
(Jan. – Sep.) 

373.0 
(Jan. – Sep.) 

145.1 
(Jan. – Sep.)

227.8 
(Jan. – Sep.) 

11.7 

Sources: See “Analysis of Cross-Trade Situation”, Bureau of Foreign Trade, Department of Economic Affairs, Sep-
tember 2005 
Website：http://ekm92.trade.gov.tw/BOFT/OpenFileService2 
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People-to-people interchange has grown fast be-
tween the two sides of the Taiwan Strait.  Personal 
remittances from Taiwan to China totaled US$9.7 bil-
lion from 1993 to July 2005.  Business remittances 
from Taiwan to China totaled US$25.5 billion.49 Cor-
porate remittances ran up to US$35.3 billion in the 
same period.50 During the period, remittances from 
China to Taiwan totaled US$36.6 billion51; letters ex-
changed numbered 219 million52; telephone calls across 
the Strait topped 2,956 million53; people in Taiwan 
made over 36 million men/visits to China54; and people 
in China made over 1.22 million men/visits to Taiwan. 

3. China’s Goodwill 

The goodwill extended by China’s leadership was 
shown in the speech made by Jia Qing-lin, chairman of 
the National Committee of Chinese People’s Political 
Consultative Conference, to mark the anniversary of 
President Jiang Zemin’s “eight-point” doctrine.  Jia 
said “no matter what he (President Chen) has done or 
said, as long as he recognized the consensus of 1992, 
both sides could resume talks without any limitation of 
issues.”55  As a matter of fact, the consensus has be-
come the greatest common ground accepted by both 
sides.  If the DPP administration reiterates its accep-
tance of the consensus and gives up plans for Taiwan 
independence, cross-Strait relations will be back on the 
right tracks, with the Straits Exchange Foundation and 

                                                      
49  See “Cross-Strait Economic Statistics Monthly”, 

table 15, Mainland Affairs council, July 2005. 
50  See “Cross-Strait Economic Statistics Monthly”, 

table 14, Mainland Affairs council, July 2005. 
51  See “Cross-Strait Economic Statistics Monthly”, 

table 16, Mainland Affairs council, July 2005. 
52  See “Cross-Strait Economic Statistics Monthly”, 

table 17, Mainland Affairs council, July 2005. 
53  See “Cross-Strait Economic Statistics Monthly”, 

table 18, Mainland Affairs council, July 2005. 
54  See “Cross-Strait Economic Statistics Monthly”, 

table 19, Mainland Affairs council, July 2005. 
55 See Taiwan Affairs Office of State Council, website: 

http://www.gwytb.gov.cn/gzyw/gzyw1.asp?gzyw_m
_id=552 

the Association of Relations across the Taiwan Strait 
resuming their dialogue. Through negotiations, agree-
ment will be reached on peace across the Taiwan Strait.  

China extended goodwill by agreeing to Chinese 
New Year “bilateral, reciprocal, and non-stop” char-
tered flights and normalization of passenger and freight 
transport chartered flights56; opening its air space to 
Taiwan airliners57; exempting import tariffs on fifteen 
kinds of fruit from Taiwan58; giving Taiwan students in 
China scholarships and a discount in their tuition and 
fees59; granting 30 billion renminbi (Chinese yuan) in 
loan to businessmen from Taiwan;60 allowing Chinese 
tourists to visit Taiwan;61 sending two pandas to Tai-
wan as a gift;62 and permitting Chinese journalists to 
stay in Taiwan.63 In displaying goodwill, China is try-
ing to carry out President Hu’s policy of “placing 
China’s hope on the people of Taiwan.”  It is clear that 
                                                      
56  See Taiwan Affairs Office October 9, 2005 website：

http://www.gwytb.gov.cn/gzyw/gzyw1.asp?gzyw_m
_id=880  

 
57 See Taiwan Affairs Office September 2, 2005  web-

site: 
http://www.gwytb.gov.cn/gzyw/gzyw1.asp?offset=50
&gzyw_m_id=838  

 
58See Taiwan Affairs Office July 28, 2005  Website：

http://www.gwytb.gov.cn/gzyw/gzyw1.asp?offset=10
0&gzyw_m_id=717 

59 See United Daily Evening News, A10, August 24, 
2005 

60 See Taiwan Affairs Office September 7, 2005  
Website：
http://www.gwytb.gov.cn/gzyw/gzyw1.asp?offset=50
&gzyw_m_id=843  

61 See Taiwan Affairs Office November 26, 2005  
Website：
http://www.gwytb.gov.cn/gzyw/gzyw1.asp?gzyw_m
_id=910  

62 See Taiwan Affairs Office November 17, 2005  
Website：
http://www.gwytb.gov.cn/gzyw/gzyw1.asp?gzyw_m
_id=902 

63 See United Daily News, edition A13, September 29, 
2005 
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China wants to integrate Taiwan by economic means.   

The victory of the opposition on December 3 is 
considered conducive to the promotion of peace, har-
mony, and cooperation across the Strait. Beijing regards 
it as a sign showing that most of the people in Taiwan 
gave up hope on the DPP that insists on creeping inde-
pendence for Taiwan. 

However, the DPP still controls the central gov-
ernment, which makes policy decisions on cross-Strait 
relations for the next two years. If the DPP administra-
tion alters its hard-line policy and move to the middle 
of the road in compliance with new public opinion, 
Beijing may adopt a new approach of reconciliation.  
On the contrary, if the DPP administration maintains its 
current policy in total disregard of public opinion, Bei-
jing will be forced to impose more restrictions and co-
ercive measures on Taiwan. Since Beijing could not 
place its hope on the Taiwan authorities, the only thing 
it can do is to place its hope on the people of Taiwan. 

IV. China’s Policy on Taiwan 

China is not in a hurry to solve the Taiwan ques-
tion, because it is fully occupied with domestic prob-
lems arising from its economic reform of 1979, such as 
poverty and disparity of wealth. Beijing deems the DPP 
irrevocably committed to creeping independence for 
Taiwan.64  Hu jintao has repeatedly emphasized the 
importance of putting national sovereignty and integrity 
above all else as his policy objectives, since he took 
power. 65  That means that Beijing will not sit idly by 
and watch Taiwan independence come true.66  

China’s Taiwan policy laid out in their eleventh 
“five years plan” includes five basic points: 
                                                      
64  See the speech of Tang, Jiaxuan website: 

http://www.gwytb.gov.cn/zyjh/zyjh0.asp?zyjh_m_id
=1334  

65 See PLA Daily News, September 21, 2005 Website: 
http://www.pladaily.com.cn/item1/rmjd/txt/046.htm  

66 See Hu Jin-tao’s speech, January 1 2005. Website: 
http://www.gwytb.gov.cn/zyjh/zyjh0.asp?zyjh_m_id
=1419 

a. Promotion of cross-Strait relations and unification by 
carrying out “peaceful unification” in line with a 
“one country, two systems” formula (Jiang’s eight 
points); 

b. Adherence to the “one China principle in striving for 
peaceful unification, with hope placed on the people 
of Taiwan, while opposing and checking the ‘Taiwan 
independence' secessionist forces and their activities 
resolutely (Hu’s four points)”; 

c. Enforcement of the anti-session law with emphasis 
placed on resumption of talks across the Strait on the 
basis of the one China principle, opposition to Tai-
wan independence, and dialogue and exchanges with 
all political parties in Taiwan. 

d. Expansion of people-to-people interchange to protect 
the legal rights of Taiwanese compatriots, set up 
three direct links, build a cross-Strait stable eco-
nomic cooperation mechanism, enhance cross-Strait 
relations, and maintain the stability and peace of the 
Taiwan Strait; and 

e. Support for economic development in the west shore 
of the Strait and other areas, where Taiwanese in-
vestment is concentrated to promote cross-Strait 
technical exchange and cooperation. 

China’s Taiwan policy is based on “peaceful uni-
fication” in line with the “one country, two systems” 
formula. It takes Jiang’s eight points and Hu’s four 
points as guidelines for promoting peaceful unification 
and development of current relations across the Strait.67    
Practically, Beijing still makes use of its two-handed 
strategy, hard and soft. In terms of its hard-line ap-
proach, Beijing adheres to its stance of opposing Tai-
wan independence resolutely. It seems that Beijing does 
not worry about the further leaning of the DPP gov-
ernment toward Taiwan independence in the foresee-
able future.  .   

                                                      
67 See Hu Jin-tao’s speech, January 1 2005, Website: 

http://www.gwytb.gov.cn/zyjh/zyjh0.asp?zyjh_m_id
=1419 
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V.  Competition and Solution  

What strategy Taiwan should adopt to tackle the 
problem of cross-Strait relations? Should it be one of 
confrontation that may lead to a destructive war? Or 
should Taiwan shelve political dispute to achieve eco-
nomic cooperation with China for mutual benefit?  
The answer must be the latter. 

1. Competition  

First of all, Taiwan cannot compete with China 
militarily. Taiwan cannot afford an arms race with 
China, which may force the two sides to go to war.   

Secondly, China is a major player in international 
politics. The United States plays a key role in 
cross-Strait relations. Washington’s China policy is 
predicated on the “one China” principle, three commu-
niqués between the U.S. and China, and the Taiwan 
Relations Act. The DPP administration counts on 
American support in pursuit of Taiwan independence. 
That policy causes cross-Strait tensions. It also chal-
lenges Washington’s “one China policy.” The United 
States does not necessarily back the DPP administration.  
The DPP administration also counts on Japanese sup-
port. It is taking advantage of conflicts between China 
and Japan to win Tokyo’s support. 

Last but not the least, Asia is undergoing a re-
gional economic integration. An East Asian Summit 
was held in Kuala Lumpur at the end of 2005. The new 
grouping, which aims at economic integration, includes 
ten member countries of the Association of Southeast 
Asian Nations (ASEAN), China, South Korea, Japan, 
India, Australia, and New Zealand.68 Taiwan is being 
marginalized.  

Taiwan’s economy has grown by 3.24 percent per 
annum on an average since the DPP came to power. It 
trailed at the bottom of Asia’s four dragons. China has 
become the world’s powerhouse in the meantime. It is 

                                                      
68 See Economic Daily News, edition A2, December 15 

2005 

also one of the world’s largest markets. Foreign direct 
investment has poured into China. It is an emerging 
economic power. However, the DPP administration has 
imposed restrictions on cross-Strait economic relations, 
resulting in the loss of a great opportunity for Taiwan’s 
enterprises to become more competitive and vigorous.  

2. Solutions  

China has been divided since 1949 and the two 
sides of the Taiwan Strait have developed different po-
litical and social systems. It takes time to achieve fur-
ther economic integration or an eventual unification.  
Before either of them is accomplished, it is necessary to 
maintain peace by signing a modus vivendi, with China 
restraining from the use of force and Taiwan refraining 
from declaring independence. Such a modus vivendi 
will prevent war and help achieve economic integra-
tion. 

Most important of all, both sides should shelve 
their political dispute and maintain stable relations.  
They reached the consensus of 1992, under which they 
both acknowledge there is but one China, whose con-
notation can be differently interpreted. It upholds the 
“one China policy.” At the same time, it allows Taiwan 
to develop its own identity. Above all, it aims at shelv-
ing sensitive political dispute for the benefit of a com-
promise that may help solve outstanding issues between 
Taiwan and China. Taiwan should establish a perma-
nent negotiation platform – including, among other 
things, peace and economic development forums – to 
solve those outstanding issues.    

Trade and economic exchanges are mutually bene-
ficial. They help enhance mutual understanding and 
reduce hostility. Taiwan can provide China with capital, 
technology and assistance in international marketing. 
China supplies Taiwan with raw material, low-cost la-
bor and a large market. It is a mutually complementary 
relationship, which should be encouraged while the 
world is moving toward a further economic globaliza-
tion.    
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China should acknowledge the “Taiwan identity,” 
which is not the same as “Taiwan independence.” The 
Taiwan identity stands for love of Taiwan as homeland.   
It is the precondition on which the people of Taiwan 
want to engage in positive interchange with China.  
China should cease to ostracize Taiwan from the inter-
national community. By continuing its Taiwan-bashing 
policy China risks Taiwan identity supporters joining 
forces with independence activists.   

China should face the reality of the Republic of 
China on Taiwan, respect the desire of the people of 
Taiwan for self-rule, renounce non-peaceful means to 
solve the Taiwan question, and promote cross-Strait 
economic interchange. On the other hand, Taiwan 
should abandon any action to pursue de jure independ-
ence and devote itself to developing and maintaining 
stable cross-Strait relations. 

VI. Suggestions  

Policy suggestions for improvement of relations 
between the two sides of the Taiwan Strait break up into 
three sectors: political sector, economic, and social. 

1. Political Sector 

(a) Neither side should provoke war, peace being the 
supreme common objective. 

(b) Both sides should continue positive interchange. 

(c) The highly contentious movement for Taiwan inde-
pendence should be halted now.  

(d) Both sides should resume talks and negotiations, 
with Taipei accepting the consensus of 1992 as a 
sine qua non for dialogue.  

(e) China should learn democratization from Taiwan, 
democracy being most conducive to modernization.    

2. Economic Sector 

(a) Both sides should strengthen economic cooperation, 
with Taiwan setting up free trade zones and aiming 
at integration with China as a common market. 

(b) Agreements on investment and taxation should be 
signed to protect Taiwanese businesses in China. 

(c) Beijing should encourage strategic alliance between 
Taiwan businesses and multinational corporations 
for investment and operation in China for the bene-
fit of all concerned. 

(d) Direct maritime and air transportation between the 
two sides should start as soon as practicable, with 
such exchange no longer considered a threat to 
Taiwan’s national security.    

(e) Chinese tourists should be allowed to visit Taiwan 
to add at least NT$35 billion in revenue a year.  

(f) Agreements should be signed to promote agricul-
tural cooperation and farm exchange. 

(g) Agreement should be reached to settle disputes in-
volving fishermen and fishing grounds, while both 
sides jointly conserve common marine resources.  

(h) A memorandum on banking services should be 
signed to enable Taiwan banks to operate in China, 
while Taiwan must expand its existing Offshore 
Banking Unit (OBU) into a Financial Dispatch 
Center for Taiwan Business Overseas and in China 
to make the return of investment earnings from 
China to Taiwan possible. 

(i) Taiwan should establish an offshore capital market, 
where the renminbi (Chinese yuan) can be traded 
and the restrictions on the listing and the require-
ments for applicants must be eased to attract those 
enterprises not yet listed on the international stock 
exchanges, with such firms either allowed to be 
listed in the offshore capital market or to float Tai-
wan depository receipts (ADR).    

3. Social Sector 

(a) Taiwan should share its experiences in social de-
velopment with China. 

(b) Taiwan should also share with China its experiences 
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in democratization, economic development, and 
preservation of Chinese cultural heritage.   

(c) Taiwan should accredit diplomas issued by Chinese 
colleges and universities.  

(d) Both sides should encourage the young generation 
to exchange information through the Internet to 
promote mutual understanding. 

(e) Both sides should cooperate in fighting in-
ter-territorial crime, with emphasis placed on inves-
tigation of Taiwanese criminal suspects going into 
hiding in China. 

(f) Taiwan should allow more print and electronic me-
dia in China to export their publications and pro-
grams to Taiwan.  

(g) Hotlines should be set up for instant exchanges of 
latest information on natural disasters and epidem-
ics between the two sides of the Strait.    

VII. Conclusion 

The common grounds most acceptable to both 
sides of the Taiwan Strait are peace, stability and de-
velopment. Two opposition party leaders, Lien Chan 
and James Soong, emphasized them in talks with Chi-
nese President Hu Jin-tao. 

Taiwan and China must shelve their political dis-
pute to establish peaceful and stable relations, which 
alone can contribute measurably to development for 
mutual benefit. Both sides can sign an interim agree-
ment on peace for fifty years, with Beijing renouncing 
the use of force and Taipei pledging not to declare in-
dependence. Only with peace and stability secured can 
the two sides of the Taiwan Strait continue to develop 
for the common benefit of the Chinese nation.  
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Constitutional Reform in 2005 

YANG, Jih-ching 

 

Abstract 

The National Assembly passed a constitutional amendment on June 7, 2005. The 
amendment allows the Constitution to be amended by referendum. In effect, it allows the 
legal status of Taiwan, independent of China or not, to be determined by referendum. The 
amendment also halves the seats in the Legislative Yuan, extends the term of its members 
to four years, and replaces the single nontransferable voting (SNTV) in multiple member-
ship districts for legislative elections with the single constituency/two-vote system (單一選
區兩票制). 

This paper reviews the constitutional reforms and analyzes the controversies over ref-
erendum, Taiwan independence, Chinese reunification, further constitutional amendment 
and creation of a new Constitution. 
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I. Introduction 

On June 7, 2005, the National Assembly ratified 
the constitutional amendment adopted by the Legisla-
tive Yuan on August 23, 2004. It was ratified with a 
vote of 249 for, 48 against, and one invalid. It marked a 
milestone in the annals of Taiwan’s constitutional re-
form. 

Two major changes were made. The procedure to 
amend the Constitution has been changed. Before the 
amendment, the Legislative Yuan and the National As-
sembly jointly made constitutional amendments. Now, 
however, the National Assembly no longer exists. The 
Legislative Yuan alone has the power to propose 
amendments to the Constitution, which would then be 
put to referendum for ratification. The other change 
concerns the Legislative Yuan. Its seats shall be halved.  
The term of its members will be extended to four years.  
They will be elected from single constituencies with 
two votes (單一選區兩票制), while the old system of 
single nontransferable voting (SNTV) in multiple 
membership districts has been scrapped. The Legisla-
tive Yuan may impeach the president and the vice 
president of the Republic, but the impeachment shall be 
reviewed by the Council of Grand Justices instead of 
the National Assembly.   

This paper reviews the constitutional reforms and 
analyzes the controversies over referendum, further 
constitutional amendment, Taiwan independence, and 
creation of a new Constitution.  

II. Review of Constitutional Reforms 

The Constitution of the Republic of China on Tai-
wan has been amended seven times over the past dec-
ade and a half. The Constitution, first adopted in Nan-
jing in 1946, is applicable in its territory, which now 
includes only Taiwan, Penghu, Kinmen, and Matsu.   

The Constitution was amended for the first time in 
1991. The Temporary Provisions Effective During the 
Period of National Mobilization for Suppression of 
Communist Rebellion, which had been attached to the 

Constitution, were abolished. The amendment also re-
tired all parliamentarians elected in 1948. The power of 
the president of the Republic was strengthened.    

Two constitutional amendments in 1992 and 1993 
continued to expand the power of the president, while 
the premier was no longer required to countersign (副
署權) important policy decisions. Universal suffrage 
was adopted for the election of the president and the 
vice president of the Republic. The National Assembly 
was made a permanent institution with a speaker and a 
vice speaker. It was empowered to confirm the nomina-
tion by the president of candidates for the Judicial Yuan, 
the Examination Yuan, and the Control Yuan. 

The fourth constitutional amendment in 1997 
phased out the provincial government of Taiwan (省虛
級化) and empowered the president to appoint a pre-
mier without confirmation by the Legislative Yuan, 
although the Executive Yuan or the Cabinet remains 
responsible to the Legislative Yuan. As a result, the 
president in effect has the power to govern but bears no 
responsibility, while the premier does not have that 
power but has to bear the responsibility. This system of 
government looks like dual leadership in France.  It is 
not the same, however.  

 Under the fifth constitutional amendment of 1999, 
the National Assembly extended the term of its deputies 
by more than two years. The amendment, which had 
touched off a public uproar, was finally ruled unconsti-
tutional by the Council of Grand Justices.  

The National Assembly adopted the sixth constitu-
tional amendment in 2000 to turn itself an ad hoc coun-
cil, which will have 300 deputies elected from among 
the candidates nominated by political parties repre-
sented in the Legislative Yuan. The mission-oriented 
National Assembly would meet only to vote on consti-
tutional amendments proposed by the Legislative Yuan 
or on impeachment of the president or the vice presi-
dent of the Republic and dissolve in one month after it 
was in session.   
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 The 300 deputies of the mission-oriented Na-
tional Assembly were elected on May 14, 2005. They 
met for the first and last time in June 2005. On June 7, 
the seventh constitutional amendment was adopted.  
The National Assembly passed into history. The ques-
tion remains whether the Examination Yuan and the 
Control Yuan will be abolished or whether there will be 
a change in the “five-power” government system of the 
country. 

 According to Jon Elster, the interests that affect 
the amendment of a constitution fall under three main 
categories: personal interest, group interest, and institu-
tional interest. All constitutional amendments except 
the last were made while President Lee Teng-hui was in 
office. The first amendment was necessary for the elec-
tion of a fully representative parliament. Universal suf-
frage for the election of the president consolidated de-
mocracy, while his power was expanded. All this seems 
to meet the requirements for Elster’s first category of 
personal interest. In addition, the phasing out of the 
province seems to accentuate the independence and 
sovereignty of Taiwan.   

 The first six constitutional amendments have 
transplanted the Constitution of 1947 to Taiwan.  
When it was promulgated, it was applicable in the 
whole of China. It applies only to Taiwan, Penghu, 
Kinmen, and Matsu now.  Moreover, the Constitution 
has helped to consolidate democracy. On the other hand, 
an imbalance of power has resulted between the presi-
dent and the premier and between the Executive Yuan 
and the Legislative Yuan.  

Referendum was included in the seventh and last 
constitutional amendment. The inclusion was insisted 
on by President Chen Shui-bian, who seems trying to 
pave the way for creation of a new Constitution that 
may give Taiwan de jure independence. Earlier, on 
September 28, 2003, President Chen promised a new 
Constitution, which would be adopted by referendum.  
On May 20, 2004, President Chen said in his inaugural 
address: “We will follow the procedures in the Consti-
tution and the additional articles…to accomplish the 

constitutional reforms, to abolish the National Assem-
bly, and to include referendum in the Constitution…to 
lay the foundation for people’s ratifying the parliamen-
tary reforms.” All this shows he will be campaigning 
for a new Constitution that is “timely, relevant and vi-
able.” 

III. How to Proceed with Constitutional 
Reform 

Much has been mentioned about how to proceed 
with further constitutional reform. Is the Constitution to 
be amended step by step? Or is a new Constitution 
necessary? Argument has been complicated when the 
question of provincialism and “national identity” is 
involved.  

1. Gradual Constitutional Reform 

President Chiang Ching-kuo started Taiwan’s con-
stitutional reform in 1985.  He lifted martial law and 
the ban on newspapers. He allowed the formation of 
political parties. President Lee Teng-hui followed it up 
with the repeal of the Temporary Provisions Effective 
During the Period of National Mobilization for Sup-
pression of Communist Rebellion, making China and 
Taiwan two separate national entities. He declared the 
Republic of China in Taiwan rules only Taiwan, Penghu, 
Kinmen, and Matsu. After six constitutional amend-
ments, a democratic constitutional dual leadership sys-
tem of government has been established. There is no 
need for a new Constitution. 

The seventh amendment gives the citizens the 
right of referendum on future constitutional amend-
ments. Any future amendment has to be initiated by at 
least one fourth of the members of the Legislative Yuan 
and may be adopted by a three fourths majority vote of 
no fewer than three fourths of all the members present 
and voting. It is extremely hard to get an amendment 
passed by the Legislative Yuan. Only then can the 
amendment be put to referendum. More than half of the 
eligible voters have to take part in the referendum, and 
a simple majority vote ratifies the amendment.  
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The Constitution has been amended seven times.  
Over fifty of its articles have been frozen or amended.  
Another fifty have been added or amended. Because of 
the expanded power of the president, many principles 
of democratic governance – such as majority rule, 
check and balance, and responsible government – have 
not been followed.   

Some argue that many of the problems arise not 
from difficulties encountered in amending the Constitu-
tion but result from too many amendments within a 
short period of time. The outcome is a highly unstable 
Constitution. What is needed is a long respite for the 
Constitution. There shall be no more amendment until 
after the people reach consensus on how to amend the 
Constitution and what to amend.  

2. New Constitution 

President Chen has promised to write a new Con-
stitution for Taiwan. His Democratic Progressive Party 
enshrines Taiwan independence in its charter. What he 
and his party want is a new republic of Taiwan. They do 
not want constitutional reform, gradual or otherwise.  
However, for lack of majority support at home and be-
cause of Washington’s objection, they have to pay lip 
service to gradual constitutional reform. On January 1, 
2006, President Chen pledged in a New Year message 
that he would complete a “timely, relevant and viable” 
Constitution, which would be put to a referendum by 
2007. No one knows what that new Constitution would 
look like. It is possible that the Constitution will give 
Taiwan a new national identity. 

IV. Difficulties: 

Despite the constitutional amendments, Taiwan’s 
political impasse has remained. One reason is that per-
sonal or party interests motivated the amendments.  
That resulted in confrontation between the executive 
and legislative branches of the government. Another 
reason is the issue of a new “national identity” and 
de-Sinicization. In fact, the new national identity and 
de-Sinicization are the two sides of the same coin.  

The former aims at giving the country a national iden-
tity of Taiwan, while the latter requires any mention of 
the Republic of China to be dropped in official docu-
ments.   

1. Institutional Defects 

The fourth constitutional amendment set up a dual 
leadership system of government. The president of the 
Republic is popularly elected, while the Cabinet re-
mains responsible to the Legislative Yuan (parliament).  
Meanwhile, the president is given administrative power.  
He appoints the premier without confirmation by the 
Legislative Yuan. It is a pity that some democratic 
axioms of the French system of dual leadership – such 
as majority rule and responsible governance – have not 
been followed. Nor have such French practices of “os-
cillation” and “alternation” in governance been 
adopted.  

Unlike France, Taiwan has not established the 
precedent of submitting the premier and his administra-
tive plan to a parliamentary confidence vote. Moreover, 
members of the Legislative Yuan, who may pass a 
no-confidence vote on the premier, are reluctant to do 
so, because they may have to face a costly new election.  
Even if the opposition won the new election, the presi-
dent could still appoint the premier without a parlia-
mentary majority, because the Constitution does not 
stipulate that the premier has to be endorsed by the 
majority party or alliance in the Legislative Yuan.  

This runs counter to the democratic principle of 
majority rule. One result may be – just as in the case of 
Taiwan – a minority government. Confrontation occurs 
between the Executive Yuan and the Legislative Yuan.   

Article 53 in the Constitution stipulates that the 
Executive Yuan is the nation’s highest administrative 
organ, and its president or the premier is the head of 
government. However, the premier is appointed by the 
president of the Republic without parliamentary con-
firmation. As a consequence, the premier is responsible 
to the president in effect. This practice contradicts the 
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stipulation in the Constitution that the premier is held 
accountable to the Legislative Yuan. In other words, the 
president is free from any parliamentary check, and his 
power has been greatly maximized. Although im-
peachment or recall can be initiated against the presi-
dent, neither can be effective, each requiring a two 
thirds majority vote of the Legislative Yuan. This un-
reasonable government system will continue for years 
to come.  

By Explanation 585 the Council of Grand Justices 
ensures that the Legislative Yuan has the power of in-
vestigation in accordance with the Constitution. That 
power has not been institutionalized.   

Interpretation of the Constitution is left to the 
Council of Grand Justices. In 1990, its Explanation 261 
settled the issue of how all parliamentarians should be 
elected. It ruled the fifth constitutional amendment – 
extension of the term of National Assemblymen – un-
constitutional in 2000. The amendment was invalidated. 
The independence of a Council of Grand Justices sworn 
in in 2004, however, has come under question.   
When the Legislative Yuan was about to create a com-
mission for investigation of the shooting incident of 
March 19, 2004, the president of the Judicial Yuan, who 
is chairman ex officio of the Council of Grand Justices 
urged lawmakers in writing not to start an independent 
inquiry.  President Chen was shot at in Tainan on that 
day, and the incident swung the election on the follow-
ing day. Thanks to sympathy votes, the president was 
reelected with a paper-thin margin of 0.2 percent, and 
his reelection was contested. The decisions the Grand 
Justices made on the constitutionality of the independ-
ent inquiry commission were also disputed. The root 
cause of the dispute is that the president nominated all 
Grand Justices.   

2. Differences in National Identity 

 President Chen and his Democratic Progressive 
Party want to give Taiwan a new national identity.  
They want to establish a republic of Taiwan.  He has 
promised again and again to write a new constitution 

for Taiwan. They want to de-recognize the Republic of 
China.  

National identity is the most divisive issue facing 
Taiwan. Two different nationalisms clash in Taiwan.  
One is a native Taiwanese nationalism and the other a 
Chinese-oriented Taiwanese nationalism. 

The native Taiwanese nationalism conceptualizes 
Taiwan as a society of immigrants who have been sup-
pressed by alien governments for the past 400 years.  
Proponents champion Taiwan’s unique island culture, 
although they admit there are close historical and cul-
tural relations between Taiwan and China. They believe 
Taiwan has a different culture, totally independent of 
China.  Some even claim Taiwan is populated in fact 
by an “assimilated Pepohuan (aborigines resident in the 
plains) people (平埔族)” who have no blood relation-
ship with the Chinese.   

In contrast, the Chinese-oriented Taiwanese na-
tionalism emphasizes the restoration of Taiwan to 
China in 1945 following a half century of Japanese 
colonial rule.  Proponents believe all the people in 
Taiwan are Chinese and Taiwan will be reunited with 
China in the future to make the Chinese nation greater 
and more prosperous. In fact, most of the people in 
Taiwan are descendants of early and later settlers from 
China. They are ethnically and culturally Chinese.  
Supporters want China’s democratization and hope 
peace will be maintained across the Taiwan Strait.  
They know reunification may not come during their 
lifetime but will be achieved by their offspring.   

The differences are sharp between the two nation-
alisms. Those who do not agree to the native Taiwanese 
nationalism are often criticized for “not loving Taiwan.”  
This is an issue that compounds the difficulties to be 
encountered in continuing Taiwan’s constitutional re-
form. 

V. Other Paths to Constitutional Reform 

There are several ways in which to solve Taiwan’s 
political impasse.  One way is to amend the Constitu-
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tion. Other paths include the establishment of political 
precedents, special legislation, and the interpretation of 
the Constitution by the Council of Grand Justices.  
Still another way is to mitigate the impact of the issue 
of national identity.  

1. Political Precedents 

 The confrontation between the executive and leg-
islative branches of the government has resulted from 
President Chen’s refusal to consult the opposition that 
holds a parliamentary majority. He wants to have a 
subservient “minority government” of his own choice.  

The situation can be remedied by restoring to the 
Legislative Yuan the right to confirm the appointment 
of the premier. As it is extremely difficult, if not next to 
impossible, to make such an amendment to the Consti-
tution, the easiest way is for future presidential candi-
dates to promise during their campaign that they will 
respect the dual leadership system of government in 
accordance with the Constitution. The successful can-
didate cannot go back on his campaign promise. He has 
to appoint a premier who is endorsed by the party 
which has a parliamentary majority. When the party of 
the president does not control the parliamentary major-
ity, the practice in France – “Cohabitant” between 
Francois Miterrand and Jacques Chirac – can be fol-
lowed. Meanwhile, the new premier can also follow the 
example set by Michel Debre to win a parliamentary 
confidence vote. When the vote of confidence is won, 
the premier has the legitimacy to rule. This would cre-
ate a mechanism that allows the dual leadership system 
of government to operate successfully.   

2. Special Legislation 

The Legislative Yuan has been criticized for low 
legislative efficiency and poor oversight on the admini-
stration. This is due in part to the ideological difference 
between the ruling party and the opposition. It also re-
sults from institutional defects. For instance, a current 
bylaw requires a bill to be submitted to inter-party ne-
gotiation, if there is no consensus on how and when to 

act on it. The bill can be placed on the agenda after a 
four-month negotiation.  The long negotiation seri-
ously affects legislative efficiency. The bylaw has to be 
amended as soon as practicable. The period of negotia-
tion should be shortened to two to four weeks. 

The Legislative Yuan has the power of investiga-
tion, which, however, has yet to be institutionalized.  
The current bylaw allows lawmakers to subpoena 
documents. It has to be so amended to give them the 
power to investigate and hold in contempt of the Legis-
lative Yuan those under investigation who refuse to 
appear before them. Those who try to hide truths may 
also be charged with perjury, which can be criminally 
prosecuted.  

3. Unbiased Interpretation of the Constitution 

Unbiased interpretation of the Constitution is pos-
sible only if the powers that be do not monopolize the 
constitutional court.  For example, the ruling Christian 
Democratic Party of Germany prevented any one po-
litical party from dominating the constitutional court.  
It did so by legislation that requires constitutional court 
judges to be endorsed by a two thirds majority vote in 
the Bundestag.  As a consequence, judges who are all 
respected constitutional law experts man the German 
constitutional court. The Constitutional Committee of 
France consists of nine members, of whom three each 
have been nominated by the president, the Senate and 
the Chamber of Deputies. In the United States, a justice 
of the Supreme Court is nominated by the president and 
the nomination is subject to confirmation by the Senate.   
Because Supreme Court justices are appointed for life, 
the president cannot nominate no more than a third of 
justices. In Taiwan, however, President Chen appointed 
all 15 grand justices. Though the Legislative Yuan 
could refuse to confirm all of them, it could not force 
the president to choose constitutional law experts as 
grand justices. One way to prevent the president from 
monopolizing the Council of Grand Justices is to follow 
the example of the German Christian Democratic Party.  
The nomination should be confirmed by a two thirds 
majority vote of the Legislative Yuan.  It will help 
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ensure unbiased interpretation of the Constitution.  
Incidentally, nomination of members of the Judicial, 
Examination and Control Yuan should be subject to 
similar confirmation to help advance Taiwan’s democ-
ratic development.   

4. Solution for the Problem of Recognition 

Giovanni Sartori points out that “democracy” does 
not last long, if there exist bipolar confrontations in 
society. A bipolar confrontation over fundamental is-
sues such as the Constitution and the national identity 
risks tearing a society apart. It may even lead to war.  
Many newly democratized nations have experienced 
such a crisis; but some of them, to prevent their coun-
tries from being divided, have opted to force integration 
on the opponents through autocratic one-party rule or 
with military power. Democracy is destroyed. 

At this stage in Taiwan, there are serious differ-
ences of opinion about its national identity. Some sug-
gest that the problem of national identity be solved 
through the creation of a Constitution by referendum or 
“rectification of names,” which means a change of the 
official title of the country to Taiwan. However, just as 
Arend Lijphart points out, it is more autocratic to create 
a Constitution by referendum than by a majority vote in 
a unicameral parliament. This is because in the latter 
case, discussions will be made before any resolutions 
are offered, involving invariably negotiation and com-
promise. In the former case, on the other hand, people 
can be agitated by politicians in the run-up to the refer-
endum and may pass emotional rather than rational 
judgment. That Adolf Hitler came into power through a 
referendum has often been cited for argument against 
referendums. Many scholars are agreed that referendum 
is not the ideal method to resolve issues related to sov-
ereignty and national identity. A referendum could 
alienate minority groups and could stifle societal cohe-
sion. This is the reason why advanced democratic 
countries such as the United States and Japan have 
shunned nationwide referendums. 

Others propose deliberative referendum to solve 

the problems of leaking discussions and making irra-
tional judgment on referendum. One policy suggestion 
involves the government earmarking a “deliberating 
day” whereby a national holiday would be declared.  
This would allow people to watch the debates about the 
issues unfold on their television. Groups of fifteen-odd 
persons would be selected from a nationwide pool to 
discuss the issues. Larger meetings would later be con-
vened to raise additional opinions on the issues. In this 
regard, people can develop a better understanding of the 
issues at hand, and opportunities are offered to promote 
discussion and dialogue. The final step in this delibera-
tive format is the actual referendum vote.  

A more populist form of deliberative referendum 
seems to get under way in Taiwan. On September 3, 
2005, Yu Shyi-kun, secretary-general to President Chen 
Shui-bian, told the official Central News Agency public 
discussion on the Constitution would take place at 
every village as a feature of the nation’s constitutional 
reform in the second stage, which started right after the 
abolition of the National Assembly. He promised that at 
least 10,000 discussion meetings would be held at 
8,000 villages to “deliver the message (on the reform) 
to every home.” The message is about Taiwan’s new 
national identity. 

Theoretically, deliberative referendum and public 
discussion in every village can offer sufficient informa-
tion on constitutional reform and prevent a “blind ref-
erendum.” But a nationwide campaign for public dis-
cussion is very costly. Given the people’s scanty inter-
est in politics, it is highly doubtful whether such a 
campaign will come to fruition. Furthermore, public 
discussion may touch upon narrow provincialism, ex-
acerbating the latent feud between the islander majority 
and the mainlander minority.  

Perhaps a relegation of the issue of national iden-
tity may further reduce confrontation in society.  
However, one most important task facing the nation is 
to strengthen its constitutional democratic polity to en-
sure the rights of individual citizens in a pluralistic so-
ciety.  If discrimination against the minority is miti-
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gated as a result, the chances are that all the people will 
find it easier to agree on their national identity. That 
will make a true integration possible. 

VI. Conclusion 

The purpose of constitutional reform is to improve 
the constitutional democratic polity to protect the rights 
of the people. Constitutional reform should not be a 
tool to establish a new state. Nor should a new Consti-
tution be created to found a nation. Any attempt at na-
tion-building through either constitutional reform or 
creation of a new Constitution without national con-
sensus may lead to domestic upheavals and/or foreign 
intervention. 

Constitutional reform should be made simple.  
No ideological considerations should interfere with 
constitutional reform, which should bring order, stabil-
ity and predictability to government administration and 
provide better protection for the rights of all the people. 
Taiwan should follow the successful examples of ad-
vanced democratic countries to continue amending the 
Constitution, establish political precedents, initiate spe-
cial legislation and secure a fair and just interpretation 
of the Constitution in line with the democratic princi-
ples of majority rule and check and balance.   
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The Prospects of the Cross-Strait Agricultural 
Exchanges 

LING, Shiang-nung 

 

Abstract 

Economically, the Chinese mainland has already become the most important country 
for Taiwan both in trade and outward investment. In the field of agriculture, both sides of 
the Strait have developed in different phases, exists the mutual interests in germ plasm, ex-
perience and technologies exchanges, as well as in trade and investment. In the past dec-
ades, Taiwan has experimented successfully in agricultural development specialized in the 
area of production, extension, marketing management and farmers organizations. In the 
process of agricultural development, a number of policies and measures have been adopted 
to solve the problem and have achieved rapid progress turning over the agriculture from 
labor intensive to technology intensive, from traditional farming to quite diversified farm-
ing, and as such built up a very good model of agricultural development based on small 
farm systems. This valuable experience in dealing with agricultural development could be a 
good reference for the Chinese mainland. 

For Taiwan, the Chinese mainland has a huge area for cultivation with relatively low 
production costs, and is attractive for agricultural investment. The huge market with special 
arrangement of tariff free for 15 varieties of Taiwan’s fruits will be attractive for Taiwan’s 
fruits exportation to the Chinese mainland. Besides, the exchange of germ plasm, the coop-
eration of quarantine and nature conservation will benefit and complement each other. 
Once the “three direct links” across the Straits being established, the agricultural exchange 
will be increased with rapid growth. 
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.Complete Estrangement PeriodⅠ  

Taiwan is situated about 160 Km off the south-
eastern coast of the Chinese mainland. With the short-
age of natural resources and the limitation of its small 
market, Taiwan is dependent on the Chinese mainland 
for its economic development. But since the govern-
ment of the Republic of China moved from Chinese 
mainland to Taiwan in 1949, the Chinese communists 
sought to liberate Taiwan by force. Such hostile attitude 
toward Taiwan not only caused the tension but also cut 
off the relations of exchanges. During this estrangement 
period, there were the military confrontation from 1949 
to 1978, then the peaceful confrontation from 1979 to 
1986, consequently, there were no official and private 
cross-strait exchanges. In 1987 the government of the 
Republic of China lifted martial law and in November 
1987, allowed people residing in the Taiwan area to 
visit relatives on the Chinese mainland. The decision of 
a more open policy toward the Chinese mainland initi-
ated the new era and moved cross-Strait relations away 
from complete estrangement to the beginning of nonof-
ficial exchange period.  

.The Comparison of the CrossⅡ -Strait  
Agricultural Scale 

Compare to the Chinese mainland, Taiwan is a 
small country. Its total land area is about 36,000 
square kilometers with two-third of the area is moun-
tainous. Today, the cultivated land including paddy 
field and dry-farmed field is about 835,507 hectares. 
The total numbers of farm households were 728,205 
in 2003, and agricultural population remained at 
3,403,922 persons in 2003 which shared 15.11% of 

the total population. Meanwhile, the labor force en-
gaged in farming remained 642,000 which accounted 
for 6.56% of the total labor force. Basically, Taiwan 
remained small farm system with an average farm 
size about one hectare per farm household, but there 
were 79.39% of all households possessed less than 
one hectare. While the contributions of agricultural 
sector to GDP was 27.45% in 1961. Entering the 
years of 1970s, due to rapid expansion of industrial 
and commercial sectors, its contribution declined 
sharply from 13.07% in 1971 to 7.29% in 1981, 
3.78% in 1991, 1.96% in 2001 and 1.74% in 2004.  

While the Chinese mainland was the contrast to 
Taiwan. It was a big country with total area 9,596,961 
square kilometers which in size is 266 times larger than 
Taiwan. It has 1.3 billion population which is 57 times 
more than in Taiwan. According to the statistics pub-
lished by the authorities, the cultivated land in 2004 
were 152 million hectares. The number of rural house-
holds were 248 million. Meanwhile, the labor force 
engaged in farming, forestry, livestock and fishery’s 
were 312 million persons accounted for 63.8% of total 
rural labor force and 24% of total population respec-
tively. The share of overall GDP from agriculture sector 
was 14.8% in 2003. With such high percentage of farm 
labor force and farm population, showing that the Chi-
nese mainland has a number of difficulties in agricul-
tural development. 

The statistics of the comparison of the major agri-
cultural economic indicators in 2004 as follow. 
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The Statistics of Major Agricultural Economic Indicators 2004 

Category Taiwan The Chinese mainland 

Land area 36,000  k㎡ 9596961 k㎡ 

Population (10,000) 2,261 129,988 

GDP (Million US$) 305,358 13651500 (RMB) 

Agri. Production as % of GDP 1.7 14.8 

Argi. Population (1,000 persons) 3,404 847,624 

Agri. Population as % of total population 15.11 65.75 

Farm labor force (1,000 persons) 642 312,596 

Farm labor force as % of total employment 6.6 63.8 

Cultivated land area (1,000 hectares) 847 130,040 

Source : Basic Agricultural Statistics 2004, Council of Agriculture, Executive Yuan, National Economic and Social 

Development Statistics Bulletin 2004. 

 

Ⅲ.The Different Phases of Both Sides  
Agricultural Development 

Both sides of the cross-strait share different 
phases in their agricultural development. Taiwan has 
experimented success in agricultural development in 
the past decades, specializing in the areas of produc-
tion, agricultural extension, marketing management, 
and farmers’ organizations. 

Since 1945, Taiwan has encountered many diffi-
culties such as farm infrastructure which had been par-
tially destroyed during the Second World War; unequal 
land ownership distribution that a large number of ten-
ants and farmers shared a small percentage of farm land; 
the transfer of the central government from Chinese 
mainland to Taiwan accompanied with the exodus of 
two million people moved to the island, immediately 
causing the need of having enough food supply. Never-
theless, the government has adopted a number of poli-
cies and measures to solve these problem and has 
achieved rapid progress in agricultural development 
from labor intensive to technology intensive and from 
traditional farming to quite diversified farming building 
up a very good model of agricultural development 

based on a small farm system. Several aspects of Tai-
wan ’s experience in dealing with agricultural devel-
opment could be a good reference for the Chinese 
mainland. Those policies and measures were as follows. 

Firstly, a package of supportive measures includ-
ing: a) A number of Technical Research Institutions and 
their sub-stations; District Agricultural Improvement 
Stations engaged in intensive researche and experimen-
tations. The improved varieties and technical innova-
tion have boosted the increase of production. b) Low 
interests credit for farmers helping them to boost the 
production and to improve marketing purposes. c) Con-
stant rural infrastructure investment in rural roads and 
irrigation system. d) Preferential taxation on farmers 
etc. 

Secondly, the strong farmers’ organizations in-
cluding Farmers’ Associations, Fishermen Associations 
and Immigration Associations, provide input supply 
and marketing services; extension services; credit ser-
vices; insurance services and information services. All 
the three associations share legal status and were super-
vised by the Council of Agriculture. In the past decades, 
they have shown the bargaining power of small farms 
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farmers in buying and selling. 

Thirdly, the policy of “using agriculture to nurture 
industry, and using industry to develop agriculture” 
involving a close interrelationship between the agricul-
tural and non-agricultural sectors, were very successful 
during the initial stage of the overall economic devel-
opment. 

While the Chinese mainland, with such heavy 
burden of huge population, should mobilize its effort to 
the expansion of food production as well as to the in-
crease of the raw materials production. It has achieved 
food varieties innovation which have boosted the in-
crease of production. However, the abundance of the 
existence of germ plasm, the low cost of labor force, 
and the huge market for agricultural products, consti-
tute the need of Taiwan to promote agricultural ex-
changes. While the Chinese mainland also shows its 
interest in acquiring the experience and technologies of 
Taiwan’s intensive agriculture. 

IV. The development of the Cross-Strait  
Agricultural Exchanges 

Entering the 1980s, political democratization, 
social diversification and economic liberalization de-
veloped quickly in Taiwan. Complying with such tide 
of development, the government adopted a more open 
policy toward the Chinese mainland lifting the martial 
law in July 1987 and allowing the people residing in 
the Taiwan area to visit relatives on the Chinese 
mainland in November 1987. This decision imparted 
a certain momentum to agricultural exchanges on 
people-to-people level. 

From the beginning, the Taiwan government ad-
vocated the principle of initiating cross-strait agricul-
tural exchanges should be based on mutual benefit and 
mutual complement. Moreover, the cross-strait conflict 
regarding the fishing operation in the area of the Straits, 
the problem of farm products smuggling should be 

solved through the mediation of the Straits Exchange 
Foundation. 

1.Agricultural Products Trade 

The government of Taiwan promulgated ”Rules of 
Permit to Trade Between the Taiwan Area and the 
Mainland Area” in 1993, adopting a positive list system. 
The items permitted to import shall be announced by 
the Ministry of economy and must be carried out indi-
rectly via a third party, usually Hong-Kong. In 2000, 
480 items have been permitted to be imported from 
Chinese mainland and it increased to 1467 items in 
2005. 

While the Chinese mainland side adopted case by 
case permit system to control the import of agricultural 
products from Taiwan. In respond to the document 
signed on April 29, 2005 by KMT. former Chairman 
Lien Chan and General Secretary of the CPC Central 
Committee Hu Jintao which agreed to promote the 
peaceful and stable development of cross-straits rela-
tions, the Chinese mainland announced on August 1 
that 18 items of Taiwan’s fruits, including pineapple, 
papaya, carambola, mango, guava, sugar apple, rose 
apple (malay apple), grapefruit, Japanese apricot, jujube, 
peache, persimmon, loquat, coconut, walnuts, banana, 
plum and citrus with import free treatment unnecessary 
to apply the import permits. Besides, amount the 18 
fruits mentioned above, 15 of them except banana, 
plum and citrus, enjoy tariff free treatment. 

The bilateral cross-strait agriculture products trade 
increased rapidly. In1995, Taiwan imported from the 
Chinese mainland US$421.87 million and exported to 
the Chinese mainland US$5.81 million. In 2004, the 
import increased to US$501.37 million while the export 
increased to 291.90 million. The statistics of the agri-
cultural products trade with the Chinese mainland from 
1995 to 2004 as follow.  
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Agricultural Products Trade Between Taiwan and the Chinese Mainland 1995~2004 

 Unit:US$ 

Import Export Year 

Total Agri. products Ratio 

% 

Total Agri. products Ratio 

% 

1995 1262250052 421870758 33.42 143701491 5819911 4.05

1996 3059812200 380504200 12.44 623335800 17143500 2.75

1997 3915180200 388697600 9.93 626409000 14557800 2.32

1998 4110147600 290493200 7.07 834354700 22597800 2.71

1999 4526016900 279918900 6.18 2536703100 35265700 1.39

2000 6222925600 321314400 5.16 4217799600 50455800 1.20

2001 5901332600 262199200 4.44 4745545500 48890700 1.03

2002 7946783100 367248100 4.62 9950895400 66350000 0.67

2003 10958806000 408694400 3.73 21417646900 175596300 0.82

2004 16676854400 501375900 3.01 34017026100 291904400 0.86

Total 64580108652 3622316658 5.61 79113417591 728581911 0.92

Source : Directorate General of Customs, ministry of Finance 

 

 

2.Indirect Agricultural Investment 

In 1992，Taiwan adopted “Review Guidelines for 
Investment and Technological Cooperation in the 
Mainland Area”. These guidelines stipulated that the 
items being allowed to invest in the mainland area shall 
be announced by the authority and that individual in-
vestment must be reported to the relevant authorities. 
Currently for the agricultural sector, there are 223 items 
have been permitted and 10 items are prohibited. To the 
end of 1999, a total of 3,975 cases of agricultural in-
vestment in the Chinese mainland have been listed with 
a value of US$2 billion. The structure of the Taiwan’s 
agricultural investment in the Chinese mainland, food 
processing was the major items which shared almost 

60% of the total value. To the end of 2004, the total 
amount of the agricultural investment reached to 
US$3.3 billion which most of the capital went into food 
processing and beverage industry (58.23% of the total) 
with a value of US$1.9 billion. Next came the forestry 
products manufacture, including wood, bamboo and 
rattan with a value of US$831 million (25.03% of the 
total), following the next, hides, skins manufacture 
US$346 million (10.44% of the total), crops and for-
estry US$138 million (4.16% of the total), fishery and 
livestock US$ 70 million (2.12% of the total). 

The statistics of the agricultural investment in the 
Chinese mainland from 2000 to 2004 as follow：
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The Taiwan’s Agricultural Investment in the Chinese Mainland 2000－2004 
Unit：US$ 1,000 

Items 
2000 2001 2002 2003 2004 Total 

Food and beverage in-
dustry 

43,253 58,420 152,939 353,050 89,594 1,933,897

Wood, bamboo and 
rattan manufacture 

10,220 27,182 150,277 132,038 47,933 831,382

Hides and skins manu-
facture 

777 4,570 22,898 92,217 34,019 346,960

Crops and forestry 4,952 10,389 16,858 25,168 2,312 138,166

Fishery and livestock 800 - 11,812 12,102 1,410 70,708

Total 
60,002 100,561 354,784 614,575 175,268 3,321,113

source：Investment Commission, Ministry of Economic Affairs, ”Statistics on Overseas Chinese & Foreign Invest-
ment, Outward Investment, Indirect Mainland Investment, 2004” 

3.Agricultural Technologies Exchanges 

As both sides of the Strait have different phases in 
agricultural development, it exists mutual interest of 
exchanges for each other. Taiwan specialized in the area 
of production, extension, marketing and farmers or-
ganizations etc. The Chinese mainland shows its inter-
est in acquiring the experience and technologies of 
Taiwan’s intensive agricultural, while Taiwan is desir-
ous of germ plasms, scientists and administrative per-
sonnel exchanges. In 1995, the Council of Agriculture 
adopted “Rules on Governing the Relevant activities of 
the Chinese Mainland Agricultural Experts to visit Tai-
wan” and allowed the interactions of such kind visits. 
Moreover, the Council of Agriculture also mandated 
some civil organizations including Asia Agricultural 
Technology Service Foundation, China Fishery Asso-
ciation and several academic institutions to carry out 
such indirect exchanges. The fields have been focused 
including germs plasms exchanges, production tech-
nology, nature conservation, soil conservation, irriga-
tion, soil and fertilizers and marketing. In 2000, more 
than three thousand experts and administrative person-
nel from the Chinese mainland have visited Taiwan. 

V. Future Prospects 

The Chinese mainland already became the most 
important trade partner of Taiwan. In 2004, the total 
value of two ways trade was US$51 billion, sharing 
18% of the total trade volume of Taiwan. It is likely to 
see that once the waiting-to –be direct transport link 
being established, then, the trade, investment in the 
Chinese mainland, inter-visiting cross strait agricultural 
personnel, exchanges of technologies and germ plasms 
will increase. 

1. Agricultural Production Cooperation 

As the Chinese mainland has huge area for culti-
vation, together with relatively low production costs, 
has attracted large amounts of foreign direct investment. 
It will be mutual beneficial for Taiwan’s farmers, farm-
ers associations cooperatives and agri-industrial enter-
prises, to cooperate with the Chinese mainland in the 
fields of selected and export oriented farming. Such 
farming activities in the organic crops production, pig 
farming, food processing could supply for domestic 
consumption as well as for export, While the animal 
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feeds mill, agricultural machineries and equipments  
investments could supply for domestic demands. 

2. Experience and Exchanges 

Taiwan has experimental successfully in agricul-
tural development, it’s intensive farming technologies, 
supportive measures like farmers organizations, mar-
keting, low interests financing to the farmers, and food 
processing technologies could be good reference for the 
Chinese mainland. For the moment, the Taiwan’s gov-
ernment interrupted these exchanges and prohibited the 
inter-visiting agricultural personnel. Hopefully, based 
on the principle of mutual benefit, and systematically 
implementing, such activities could be rehabilitated 
soon in the future. 

3. Agricultural Product Trade 

In 2004, the cross-strait agricultural products trade 
amounted to US＄793 million. With the possible direct 
transportation link in the future, and with the special 
arrangements of tariff free importation of 15 varieties 
of Taiwan’s fruit effectively implemented on August 1, 
2005, the Chinese mainland will be attractive market 
for Taiwan’s agricultural products. In 2004, the Chinese 
mainland was the 4th important market for Taiwan’s 
agricultural products exportation next to Japan, Hong 
Kong and USA. Considering some of the agricultural 
products in Taiwan are sensitive and vulnerable, par-
ticularly after the admission to WTO, to establish order 
in cross-strait trading will be necessary so that the 
negative impact on the domestic agricultural industry 
shall be limited. This consideration could be regarded 
in seeking mutually beneficial trading. 

4. Quarantine Cooperation 

Considering the existence of smuggling of agri-
cultural products from the Chinese mainland to Taiwan 
was so active, and considering the rigid diseases control 
is indispensable for both sides of the Straits, quarantine 
cooperation will be necessary. It is better for the quar-
antine and inspection personnel to have regular meeting 
to exchange the points of effective measures adopted 

for strengthening the control in one way, and for facili-
tating the procedures of inspection of agricultural 
products trade in another way. Such mechanism shall be 
established in the future. 

5. Nature Conservation Cooperation 

The island of Taiwan separated from the Chinese 
mainland by the Taiwan Strait with 130 Kms distance at 
its narrowest. Both sides depend on heavily for fishery 
production, along the course of the Straits area has been 
exhausted by overfishing. For the purpose of sustain-
able development of fishery in the Straits area, both 
sides shall adopt purpose oriented measures to maintain 
marine resources conservation. Besides, the manage-
ment of fishing gear, and size of mesh; prohibition of 
toxication or electrode fishing; the investigation of fish 
stocks etc. shall be regulated. Such notable cooperation 
not only will benefit for both sides but also will estab-
lish a reputable cooperation in this region. 

Ⅵ Conclusion 

Since 1987, the end of estrangement period, the 
people-to-people exchange across the Straits has built 
the base for peace and chances for cooperation. During 
the visit of former KMT Chairman Lien Chan to the 
Mainland China, he has sought the consensus with the 
Chinese mainland to cement economic and trade rela-
tions and promote the "three direct links" across the 
Taiwan Strait. Both sides also agreed to enhance coop-
eration in agricultural and fishery sectors and facilitate 
the sales of Taiwan's agricultural products in the Chi-
nese mainland. Consequently, it will bring a better at-
mosphere for future cooperation. As two sides have 
developed in different phases of agriculture, to 
strengthen agricultural exchanges will benefit and com-
plement each other. It could be estimated that the future 
development will be increased with rapid growth. 
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Study on Current Tax Reform 

WEI, Bo-tao 

 

Summary 

President Chen Shui-bian’s promise not to add tax while he is in office has shrunk 
Taiwan internal revenue, while excessive expenditures caused the public debt to grow at an 
accelerated pace.  The Ministry of Finance has proposed many reform plans, most of 
which aim at collecting “hidden tax.” 

However, wasteful spending is another major cause of financial aggravation. The gov-
ernment should look into the problem and prevent misuse rather than try only to collect 
hidden tax. 

To solve the problem of public debt, Taiwan has to further streamline its taxation sys-
tem, broaden its tax base and try to achieve the financial stability of local governments. 

At least one of the reform plans would be enforced shortly. Under the plan, the gov-
ernment would collect an “alternative minimum tax” from high income earners.  
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I、Preface 

The Ministry of Finance proclaimed 2005 as 
“Year of Financial Reform” and proposed various tax 
reform plans. Under three of them, the government 
would collect an “alternative minimum tax,” cancel 
income tax exemption for schoolteachers and military 
personnel, and shorten the tax holiday for enterprises 
engaged in industrial upgrading. All three plans aim to 
increase tax levy.  

One main cause of Taiwan’s ballooning public 
debt is President Chen Shui-bian’s promise not to add 
tax while he is in office. The tax revenue has shrunk. It 
accounted for 13.1 percent of gross domestic product in 
2004 and is expected to drop to 12.7 percent in 2005. 
Another cause is excessive government expenditures, 
which have increased the public debt at an accelerated 
pace. To help balance the budget, the government has 
sold public property, but the debt has continued to grow. 
As a matter of fact, the debt will have to be repaid by 

the next generation and the generation after that. There 
can be no justification. On the other hand, if nothing is 
done to remedy the situation, the country may very well 
go bankrupt. The government has formulated a taxation 
policy to add hidden tax to preclude that eventuality.  

Can this policy really improve the overall financial 
situation? This study tries to find the answer. 

II、Background 

Taiwan’s tax-GDP ratio (the percentage of tax 
revenue in gross domestic product) dropped from 19.6 
percent in 1980 to an estimated 12.7 percent in 2005, 
down by 6.9 percent in 15 years or by 0.46 percent a 
year. It is less than half the mean ratio in OECD (Or-
ganization of Economic Cooperation and Development) 
countries, which is about 28 percent.  Since the De-
mocratic Progressive Party (DPP) came into power in 
2000, the mean ratio for four years ending 2004 was 
only 12.8 percent per annum.（See Illustration 1.） 

Illustration 1  Tax-GDP Ratio Changes from 1989 to 2005
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In addition, the degree of dependence on taxes（tax 
revenue in the total expenditure encumbrance ratio）
between 1992 and 1999 was 62.88 percent. However, 
the mean for the six years following 2000 (2000-2005) 

declined to only 62.88 percent. (See Illustration 2.) This 
clearly shows the tax revenue-expenditure ratio has 
dropped, while the ratio for dependence on other in-
comes and government debts are gradually increasing. 

 

Illustration 2  Tax Revenue-Expenditure Ratio from 1992 to 2005 
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The government has plunged the country deeper in 
debt over the past five years by wasteful spending, 
while failing to increase tax revenue. 

Government leaders issued too many large rain 
checks to win elections. In order to make good these 
election promises and carry out additional social wel-
fare projects, the government often violated disciplinary 
guidelines for budgeting. Even worse, funds to continue 
financing public infrastructure construction were not 
included as part of the general annual budget for 2005. 

Instead, they were listed as a “special budget” with 
NT$500 billion to be spent in five years. The govern-
ment tried to have the special budget adopted by the 
Legislative Yuan by promising many lawmakers a 
number of pork barrel projects. The funds for infra-
structure construction, which should have been in-
cluded in the annual budget, totaled NT$15.4 billion.  
Instead of financing all projects by the regular annual 
budget, the government repeatedly finds alibis to pre-
pare special budgets. It is these special budgets that 
have plunged the country deeper into debt.  
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Chart 1 Election Campaign Promises and Special Budgets 

Time Item Content Remark 

2000.08.08 Special project to promote 

housing market 

Government interest subsidy, totaling NT$ 320 

billion 

Executed 

2002.03 Land value added tax (VAT) 

reduction or exemption 

50% tax levy reduction for 2 years with loss of 

NT$50 billion  

Executed  

2002.12.31 Public service employment 

plan 

NT$2 20 billion  Executed  

2002.12.31 Public infrastructure expan-

sion plan 

NT$58.7 billion  Executed  

2003.01 Amendments on The Law 

for Promotion of Private 

Participation 

Business tax exemption for the manufacturing sec-

tor with a reduction of NT$20 billion tax revenue 

every year 

 

2003.03.01 Special budgetary for SARS NT$50 billion  NT$10 billion 

appropriated, with 

the rest not yet 

paid in   

2003.07.09 Dawning of Youth plan Increasing youth business starting loan limit from 

NT$1.2 billion to NT$2 billion  

 

2003.07.17 Old-age farmer allowance Increased from NT$3,000 a month to 

NT$4,000;.spending to increase by NT$8.4 billion 

annually 

 

2003.07.17 Student loans (no  interest 

charge) 

Applicable to those with annual family income of 

less than NT$114 million  whose children have 

attained education of high school or higher; NT$4.8 

billion for 8  years  

 

2003.07.18 Teacher retirement fund NT$20 billion to NT$30 billion within 3 years Executed in March 

2004 

2003.07.18 Reducing expenditure on 

electric bill in summer 

Decreased by NT$40 per household every month, 

with income reduced by more than NT$1 billion a 

year for Taiwan Power Company  

 

Retroactive as 

from June 2003 

2003.07.19 Hualien County magistrate 

by-election promises  

Four major transportation projects: Suao-Hualien 

Express Way, Yu-Chang Highway, Hualien-Taitung 

railway and Hualian Airport improvement: NT$144 
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billion  

2003.07.20 Public infrastructure fund Increasing NT$300 billion in 3 years to NT$500 

billion for 5 years 

 

2003.07.20 Hualien by-election prom-

ises 

Three major social welfare projects including 

school lunch, free dentures for elderly above 65 

years of age and  aborigine’s right to work 

Lost in election, 

promises could not 

be fulfilled 

2003.07.24 Small and medium- sized 

business trust fund 

Increased to NT$50 billion   

2003.07.26 Hualien County magistrate 

by-election 

Aborigine chiefs to be each given NT$5,000  

every month 

Lost in election, 

promises could not 

be fulfilled 

Town/township/city basic 

infrastructure  

 Releasing NT$15 billion to town and township 

chiefs/senior officers  

 

Allowance for middle-low 

income earners and men-

tally and physically handi-

capped persons 

Increasing NT$1,000 every month; 225,000 people 

benefit and the budget is estimated at NT$2.708 

billion. 

 

2003.07.29 

 

Airport MRT route ex-

tended to Chungli 

NT$6.1 billion   

2003.11.08 Increasing yearend bonus 

for public functionaries 

NT$5,000 per head  

2003.11.09 Police pay raise NT$700 million a year for detectives police and 

NT$1 billion dollars for uniformed police  

 

2005 Special budget for military 

procurement 

NT$610.8 billion, reduced to NT$400 billion Pending delibera-

tion at  the Leg-

islative Yuan 

2005.05.20 The three major promises of 

Premier Frank Hsieh  

NT$200 billion in loans to small and medium-sized 

businesses; NT$100 billion for credit guarantee; 

and NT$300 billion for housing mortgage (0.125 

percent per annum in interest) 

Election campaign 

promise  

2005.05.31 Monetary reconstruction 

fund 

NT$110 billion  Passed 
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According to a report by the Council for Economic 
Planning and Development at the end of 2003, Taiwan 
led the world in piling up public debt between 2000 and 
2002. Its public debt-GDP ratio increased by 17.9 per-
cent a year in the three-year period, higher by far than 
Japan which ranked second at 13.52 percent. The na-
tional debt continued to increase between 2003 and 
2005. The long-term deficit of the central government 
totaled NT$2, 357.2 billion in 2000. It ballooned in five 
years to NT$3,936.7 billion, a staggering increase of 
NT$1,579.5 billion. It grew by NT$263,3 billion a year.  
With debts of local governments included, the total 
government deficit ran up to NT$4.85 trillion, account-
ing for 40 percent of GDP. If hidden debts are included, 

Taiwan’s government deficit would soar to NT$12.5 
trillion.（See Chart 2） 

Every penny in the national debt has to be repaid 
by taxpayers. The government has told them there 
would be “no additional tax levy,” but they certainly 
would be required to pay more in tax.  The govern-
ment is calling for “overall added tax levy” after it has 
spent extravagantly and piled up an enormous public 
debt over the past five years. One professor of finance 
criticized the spendthrift government for trying to ram 
through an added tax levy act. He said: “You want the 
money in my pocket but I don’t think your services are 
really worth all that much.”   

 

 

Illustration 3  Table Showing Central Government Debts 
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Chart 2  National Debt Statistical Chart 
unit: NT$100 million

Item Amount 

Year 95 central government long- term debts 39,367 

Year 95 local government long -term debts 9,133 
Debts on 
book 

Central government 
long-term 

Total 48,500 
Central government short-term standing balance 2,195 

Local government short-term debt standing balance 1,575 
Government 

short-term 
Total 3,770 
Central government long-term public debt standing 

balance 
5,954 

Local Government long-term public debt standing 
balance 

1,242 

Non-enterprise 
fund 

Long-term 

Total 7,196 
Central Government short-term public debt standing 
balance 

1,995 

Local Government short-term pubic debt standing 
balance 

1,473 

Non-enterprise 
fund 
Short-term 

Total 3,468 
Enterprise fund deficit total (1.3 trillion dollars) par-
tially transferred to national treasury deficit 

5,000 Enterprise fund 
Social insurance 

Public servant/teacher insurance 2,500 
Labor pension fund balance of labor insurance is in-
sufficient to pay for allowance for the elderly 

13,000 

Accumulated unrealized loss of labor pension fund 
until the end of 94 

145 

Retirement fund operating performance at the end of 
May, 94; accumulated unrealized loss 

59 
Enterprise fund 

Enterprise fund deficit total (1.3 trillion dollars) par-
tially transferred to national treasury deficit 

5,000 

Privatization of public enterprises fund short-term borrowing and postponed 
refund 

392 

Industrial Development Bureau contracted Rung-Gong Co. (3 companies in 
all) to develop industrial parks 

805 

Existing road levy compensation 40,000 

Hidden 
debt 

Health insurance fees overdue 300 

Total  125,135 
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III.  Flaws of “Added Tax Levy” Policy 

At the request of his economic consultation panel, 
President Chen Shui-bian made six decisions on tax 
reform on May 30, 2005. They included: an increase of 
the tax rate to 15 percent in three yeas with the me-
dium-term goal set at 18 percent; tax levy on transac-
tions of non-listed or non-OTC (over the counter) listed 
stocks; an annual review of sector development incen-
tives, subsidization and special tax reduction policies; 
an adjustment of business tax rates by one to two per-
cent within a short period of time; a review at the earli-
est possible date of merchandise tax and stamp duty 
regulations; and a lowering of the ceiling on the rates 
for estate tax to 40 percent.. There are four flaws in this 
tax reform package.  

1. Wrong Timing  

The Taiwan economy has not performed favorably 
in recent years.  The Directorate-General of Budget, 
Accounting and Statistics forecast a growth of 3.65 
percent for 2006. The economy grew on average by 
only 2.88 percent a year in the past five years 
(2001-2005). The annual growth rate for the 1985-2000 
period was 8.1 percent. The actual growth rate of pri-
vate investment was as high as 28.2 percent in 2004, 
but it dropped drastically to 9.94 percent in 2005, down 
by almost 20 percent. This shows that the willingness 
of the private sector to invest is extremely low. In view 
of the economic conditions at present, the government’s 
overall added tax levy policy cannot be supported. 

Added tax levy is equal to reduced consumer 
spending. Obviously, this will greatly reduce the in-
come and depress consumer spending because of the 
“crowding-out effect.” Consumer spending accounted 
for 60 percent of GDP in Taiwan. The levy, as a result, 
would seriously affect economic growth. Once business 
tax is increased, the crowding-out effect will make 
people spend less and further worsen the economy. 
Given the current economic downturn, the levy would 
exacerbate the situation. While the government was 
making the added tax levy decision, it failed to take 

into consideration the general economic environment. It 
was a rather unsound decision. 

2. Inefficiency 

Current tax rates are 13.6 percent. An additional 
NT$140 billion has to be collected a year to achieve the 
goal of increasing the rates to 15 percent in three years.  
If business tax is increased by one percent, an addi-
tional NT$34 billion can be collected a year. However, 
merchandise tax and estate tax adjustments will take 
away NT$28 billion from the internal revenue. As a 
consequence, the gain will be a mere NT$6 billion. 
Moreover, whether NT$34 billion can actually be col-
lected remains unclear. If consumer spending shrinks as 
a result of added tax levy, business tax collection will 
be affected. . 

It is like “milking the bull” to even think of filling 
up the NT$100 billion shortage in three years by levy-
ing taxes on non-listed/non-OTC listed stock transac-
tions and canceling sector tax reductions/exemptions. . 

Lin Quan, minister of finance, testified at the Leg-
islative Yuan: “Whether tax revenue can be increased or 
not is determined by whether an enterprise can maintain 
sufficient competitiveness; otherwise, the government’s 
desire to collect an additional NT$140 billion in tax 
merely by collecting alternative minimum tax and in-
creasing business tax may very well be another ‘mis-
sion impossible.’” 

3. Social Injustice 

Taxation is not equitable in Taiwan. The burden of 
tax is all but shouldered by the underpaid working class. 
The majority of wealthy people who own mansions, 
banks, department stores and profitable factories find 
loopholes in the law to pay an unbelievably small 
amount of money in income tax. They have more than 
enough legal alibis for tax deductions. A few million-
aires simply pay no income tax at all. According to the 
Directorate-General of Budget, Accounting and Statis-
tics, 35 percent of the total tax revenue or 75 percent of 
the income tax collected was received from the wage 
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earners and salaried workers, including public func-
tionaries. DGBAS data also show that 15 of the 40 
richest people in Taiwan each with an annual income of 
over NT$300 million – their combined assets totaling 
NT$27 billion – were entitled to an income tax rate of 
less than one percent in 2003. Eight of them never even 
paid a penny in tax. A recent study by Academia Sinica 
researchers shows there were 6,300 people with an an-
nual income of over NT$8 million in 1988. The number 
rose to 8,500 in 2003, a 23 percent increase. Only three 
did not pay any tax in 1988, but no tax was paid by 400 
in 2003, the study points out.  The number increased 
132 times. 

In addition, any increase in business tax will be 
passed over to consumers. Engel’s Law points out as 
family income increases, the percentage spent for food 
decreases and that spent for clothing, rent, heat, and 
light remains the same. That means the more the people 
earn the less they pay for food and other necessities of 
life as a percentage of their income. At the same time, 
the percentage they spend for tax out of their income 
goes down. This phenomenon is otherwise known as a 
“graduated tax refund.” For the much less well-to-do 
people, that tax is heavy enough now.  With business 
tax increased, the percentage they have to pay for con-
sumer tax will rise. Is the government trying to milk the 
poor to feed the rich?  

Adjusting estate tax rates aims ostensibly at keep-
ing capital (by the rich and their heir) in Taiwan. Will it?  
The best way to keep capital from flowing out (to 
China, in particular) is to improve the climate for in-
vestment in Taiwan. One shortcut is to remove all the 
restrictions on economic and trade exchanges between 
Taiwan and China. To be honest, one has to say the 
adjustment is an excuse for the government to cover up 
its poor performance. The reduction in the estate tax 
rates, furthermore, only benefits the high-income group 
and the rich. It does not help by far the largest majority 
of the hard-working people.  

The Pan-Purple alliance, an influential group of 
scholars and professionals with no party affiliation 

dedicated to the promotion of social justice, commented 
on the tax reform package in a statement as “a menu 
that offers – it is our consensus – a de facto tax hike 
mixed with a tax cut with the priority so blurred as to 
be totally unclear and make customers doubt what ef-
fect it may have on the promotion of social justice.”  
This researcher agrees. 

4. Unreasonable Expenditure 

Mandatory outlay – such as personnel expenditure, 
public debt servicing, and subsidies to schools and local 
governments – accounts for 70 percent of the annual 
budget of the central government, which has come un-
der fire for creating a few vested-interest groups.  
Moreover, the government has shown itself not incapa-
ble of wasteful spending. It budgets unnecessary hiring, 
official tours overseas, public relations or information, 
rentals, fuel for government-provided cars, and what-
nots. Politicians never fail to write large rain checks 
during election campaigns, which have to be cashed by 
the national treasury after their election. Pork barrel 
projects are often financed by funds appropriated as a 
supplementary budget. Construction of public works is, 
more often than not, inappropriately budgeted for, 
while giving rise to scandal after shocking scandal.   
The overall outlay has been increasing mercilessly for 
years. We believe President Chen’s tax reform package, 
which is flawed, does not give the taxpayers a 
long-wanted respite. There must be stricter control and 
monitor over government spending. 

IV. Recommendations 

Taiwan certainly is in no condition for more tax.  
What it needs is adjustments or readjustments. We offer 
the following recommendations for them. 

1. Fair and Reasonable Taxation System 

A tax cut can stimulate the economy. A tax holiday 
can be offered to strategic industries to help them grow.  
But there should be a “sunset clause.” Their tax holiday 
cannot be and should not be as long as they want.  
Otherwise, it is only unfair to all the taxpayers, while the 


