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) Cross-Strait Relations: ]
OAscend the Heights and Take a Longterm PerspectiveO

Alan D. Romberg

To put it in Dickensian terms, the recent period has seen both the best of
times and the worst of times for Taiwan. Significant progress has been
made on mangspects of crosStrait relations, primarily in the economic
realm but in some respects extending beyond that. The extent to which
enhanced economic links will provide relief for the increasingly troubled
Taiwan economy is not at all clear, but both gowsgnts have committed
themselves to help Taiwan firms invested in the Mainland and to promote
further crossStrait trade and other economic relations, including in the
tourism and financial arenas.

How far the noreconomic gestures and signaling willigderms
of satisfying TaiwanOs quest for Ointernational spaceO also remains a
guestion mark, with the looming WHA observer issue still unresolved.
However, at year end, PRC President Hu Jintao gave a significant speech
that, while strongly reiterating thimportance of a Oone ChinaO
foundation, seemed to reflect flexibility in responding to the strong desire
in Taiwan for Ointernational spaceO and also presented other ideas for
progress. Among the latter were a reiteration of his support for a peace
accordand a longeerm political framework for peaceful development of
crossStrait relations. Hu proposed that the two sides begin discussions
about political relations Ounder the special circumstancesO before
reunification, as well & Oat the appropriate tinfhé@ military-to-military
dialogue aimed at creating a confidetheglding mechanism.

The visit of the MainlandOs chief ck&tsait negotiator to Taiwan
in early November produced a number of meaningful agreements. But it
also occasioned considerable dstieepolitical turmoil in Taiwan,
sharpening the divide between the government and the opposition
Democratic Progressive Party (DPP). That said, the Taiwan public, while
distressed over the violence of street demonstrations during the visit and
police effats to quell them, generally supported the substantive advances
made during the meetings.

Meanwhile, former president Chen Stign was first detained (in
handcuffs) and then indicted (and releaSkdily to be detained again.
Chen played up his martyraoand charged the proceedings were all a part
of a political OpurgeO by the OKMT administration.O The DPP generally
supported his attack on the alleged unfairness of the governmentOs
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procedures in this and other prosecutorial cases involving leadingsfigure
in the Chen administration. Nonetheless, a struggle was under way within
the party over how closely it should tie itself to ChenOs fate.

The Bush administrationOs decision in early October to approve a
reduced package of arms sales to Taiwan was glgnesell received on
the island, but it led to a sharp rhetorical response from Beijing and a
suspension of militaryo-military exchanges with Washington. The
suspension seemed likely to be sHiwed, howevelN and probably will
end with the inauguratioof President Barack Obama on 20 January 2009.
Moreover, the outburst from Beijing seemed to be more of a warning
about future U.S. arms sales to Taiwan, especially of advanced systems
such as FAL6C/Ds, than an indication that Beijing intended to seriously
disrupt U.S:PRC relations over the October package.

Both Beijing and Taipei made efforts to consolidate relations with
the Bush administration in its waning days as well as with the incoming
Obama administration. In general, signs indicated that beta w
achieving success in their endeavors, helped by the positive climate and
substantive progress in creStrait relations. But even as this period
closed, the PRC felt constrained to caution the United States that it is
determined to protect its OcorteiestsO and that Taivialong with
TibetN remains ChinaOs core interest.

Chen Yunlin Comes to Call

In early November, reciprocating the visit to the Mainland by the head of TaiwanOs
Straits Exchange Foundation (SEF), Chiang fumgj, in June, Preside@then Yunlin of

the counterpart Association for Relations Across the Taiwan Strait (ARATS) paid the
highestlevel visit ever made to Taiwan by a PRC representative. Much of the advance
publicity surrounding ChenOs visit was focused on insistence thatlbgizptor tainted
PRC milk products sent to Taiwafwhich the Taiwan Affairs Office spokesman did,
ARATS did in a formal letter to SEFand Chen personally dijdand concern over his
security in the wake of a shoving incident involving his deputyérstiuthern Taiwan

city of Tainan a few weeks earlier, as discussed below.

Measures to deal with tainted food products were included as one of the four
agreements signed during ChenOs visit, and the issue subsequently largely faded from the
headlines. Ta security issue, on the other hand, continued to reverberate throughout the
visit and beyond, as the opposition staged massive street demonstrations that turned
violent at various times, generating charges and countercharges about who was
responsible, th®PP for having called the demonstrations or the government for
overreacting to them.
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The agreements

The four agreements signed during the visit included the aforementioned one on food
safety plus others on creSérait air transport, crosStrait searansport, and crosStrait
postal service.

The food safety agreeméribcused on creation of an instant alert mechanism, but
important issues such as indemnification were left to be handled later. Consistent with its
unrelenting criticism of every asgteof the visit, the DPP attacked the agreement as
Oempty and signed only for the sake of appearahces.O

The crossStrait air transport agreemémprovided for daily passenger charter
flights (replacing weekendnly flights), raising the maximum numbegrpveek from 36
to 108 roundtrip flights. (SEF later said it hoped to increase the number of passenger
flights to 168 during the Lunar New Year holiday in late Jantjary.

As a consequence, the number of airlines flying the designated routes also
increasd, as did the number of cities served on both sides. Of importance, the agreement
spelled out Ospecial air routesO that were far straighter than before, avoiding the necessity
of transiting Hong Kong or Macau airspace and saving considerable travel drieebn
costs. Furthermore, making up a OdeficiencyO of the earlier agreement on weekend
charters, the new accord provided for up to 60 roundtrip cargo charters per month (with
an additional 30 monthly cargo flights possible during peak times in October and
November).

The two sides also agreed to work to establish OrelularOscheduledif#i]N
passenger and cargo flights within six months, and both hoped that the new arrangements
would significantly boost tourism from the Mainland to Taiwan, which caetinat
levels far below initial expectations. Numerous efforts were under way to increase the
number of PRC visitorsyith one avenue of approach being employee incentive tours
for those working at Taiwan firms in the Mainlatfd.

Not unexpectedly, questis were raised (again) about the impact of direct routes
on TaiwanOs defense. The DPP published a poll that showed almost half of the people
opposed the direct rout&sbut other polls showed a considerably different appraisal of
the agreemertt. In its OrplanationO of the agreement, the Mainland Affairs Council said
that the governmentOs Ohighest principleO in planning and negotiating the flight path had
been to assure national security and dignity: OAny new-stragsflight path must meet
the precondion of not affecting national defense security, and the content of any
agreement must comply with the principle of Oparity and dignita@mthe premiéf
and the defense ministereiterated that careful arrangements had been made to avoid
creating anyvulnerabilities.

The sea transport agreent@specified that 11 sea ports would be opened to
crossStrait shipping in Taiwan, 63 in the Mainland. To facilitate this exchange, it was
agreed that shipping companies would be exempt from business ane irzc@®
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relating to the trade. Among benefits projected from the formal links, which were
launched on 15 December, shipping firms thought they would generate some $2.98
billion in business, the main ports envisaged a shot in the arm for their operafions,
maritime pilots looked to a substantial boost in their incorhisns anticipated

substantial savings (Formosa Plastics Group alone expected to save $76 million a year in
transshipment costé),and President Ma Yinjgou predicted that TaiwanOs agriaaltu

and fish exports to the Mainland would increase by 20 percent, raising the income of
farmers and fishermen by 10 to 15 peréént.

Under the postal service agreem@ntharter flights would be allowed to carry
mail, greatly speeding up delivery of egps maif? And two-way postal remittances
were to begin as of miflebruary 2008?

One of the critical aspects of all of these accords was that government bodies
from the two sides would now be in direct touch with one another, facilitating
implementatio of the agreements and resolving any problems without having to go
through the complex procedure of SBERATS intermediatiorf> As a result, air traffic
control departments were to meet within a week of ChenOs trip, the Taiwan postal service
immediately ivited a Mainland counterpart to come over, and marine transport
departments agreed to meet regularly twice a¥ear.

Both Taipei and Beijing went to great lengths to tout the importance of the new
agreements. While the MainlandOs Taiwan Affairs Officeawmsmore restrained than
official PRC media, which hailed the accords as OhistOrim@etheless the TAO
described ChenOQs visit as an Oimportant measure to strengthen consultationEand to
promote peaceful development of cr&tsait relations under theew situationO and said
it would have Oan extensive impactO in making Oan important stride féfward.O
Moreover, in his statement welcoming Chen Yunlin home from the visit, TAO Director
Wang Vi said the visit had Oopened a new era in-&tai relation€) propelling
ARATS-SEF into an Oorbit of regular consultatiofis.O

Taipei was also generous in its appraisal. Mainland Affairs Council head Lai
Shinyuan, who in her meeting with Chen Yunlin praised the agreements as a reflection
of Oparity, mutual trustlignity and reciprocity ®also stressed the institutionalization of
negotiations with Omajor significance for promoting the normal development of cross
strait relations.O All of this, she said, contributed to:

further implementing the institutionalizedgotiation mechanism between
the two sides; greatly upgrading the level of cretsait interactions;
underscoring the key points in the current phase of -wtosi

negotiations; embodying a new model for cregait negotiations and
interactions bagkon parity; stabilizing crosstrait relations, and
promoting regional peace.

Against DPP criticism of his alleged OselloutO (more below), Ma asserted that the
signing of six major accords with Beijing in less than six mawtidlowing eight years
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of minimal advances in crosStrait relations during the Chen administrablonas a
Ocreditable achievemerit.Bublic opinion polls seemed to indicate that large majorities
of the people shared that evaluation.

The LY role

Perhaps the most controversial epof these agreements within Taiwan at the time was
the role the Legislative Yuan (LY) was to play in affirming them. The administrationOs
position, and the one eventually adopted by the KMTOs LY caucus, was that, under the
Statute Governing Relationstieen the People in the Mainland Area and the Taiwan
Area, agreements would go into effect 30 days after submission to ffhevitN or

without the legislatureOs approtfarhe DPP and some others argued, on the other hand,
that these were international agmeents that must be ratified by the ¥To support its
position, the DPP published polling results that over 84 percent of the people wanted LY
ratification® Speaker Wang Jipyng, having failed to gain passage of legislation
formalizing the legislatu@s involvement in negotiating the accdfdsill sought a

formal LY role in confirming thent®

The DPP attacked the agreements and their handling as harming TaiwanOs
democracy, sovereignty, national security, and economy and $deietymaintained
thatit would not recognize their validity merely because 30 days had pAsEeel party
vowed to launch a Oscorched earthO protest to block the agreements if they lacked LY
endorsemerit but it wasnOt clear what the operational significance of this positigdd w
be, if any. In any case, the KMT caucus said that even after itiay3@eadline had
pas‘?zed and the agreements had come into effect, they would still be considered by the
LY.

Preserving Dignity

Another key aspect of controversy over the Chen Yiwrikit centered on the capacity in
which Ma Yingjeou would meet with Chen and whether Ma would accept terms for that
meeting that compromised TaiwanOs standing. Before the fact, Ma insisted he would
uphold ROC dignity and sovereigritypbserving that thpeople of Taiwan had, through
their votes, made a Oclear statementO that they trusted him not to sell out Taiwan. All of
his policies on defense, foreign relations, and e8igait relations, he said, had served to
consolidate ROC sovereignty, not undarenit** After Chen YunlinOs visit, in the face of
strong criticism that he had failed to live up to these promises, Ma insisted otherwise:

| would like to respond to certain peopleOs misgivings, including those of
DPP Chairwoman Tsai Irgen. First of H, these people asked me

whether we the 23 million people in Taiwan are the people who determine
TaiwanOs future. Of course we areEl did not concede one inch, nor did |
soften one bit, with respect to safeguarding TaiwanOs sovereignty and
TaiwanOs autongmin my capacity as the Republic of China head of state
and president, | have not made any mistake in this reSpect.
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Regarding an issue that consumed much space in theNnetigther Chen
would address Ma as OPresident MaO or OMr. MaO when théy theend, Chen did
neither, but used only the polite form for Oy$iHowever, one television channel
covering the seveminute meeting reported that, following standard protocol, when Ma
entered the room the master of ceremonies announced OHis ExcellesidgnPhéa
Ying-jeou,& thus seeming to support MaOs contention that he openly met with Chen in
his capacity as Opresident.O As Ma put it in a later interview:

Everybody knows that | received them in my capacity as the ORepublic of
China® OPresident,Optaee he visited was Taipei, the place where the
meeting took place was the Taipei Guesthouse under the OOffice of the
President.®®

Because of the severity of demonstrations (discussed below), the timing of the
meeting was changed and it was also cuk lfraen a planned onbour substantive
exchange to a sevaninute formal protocol event. Thus, while there was awag
exchange of gifts there was only a am&y exchange of viewsMa spoke, but Chen did
not. In his remarks, Ma got in some of the main {soive had previously stated he
wanted to make to Chen, including reference to the OundeniableO differences and
challenges between the two sides, especially with respect to TaiwanOs security and
Ointernational space.O He called for future handling ofifisess on the basis of Ofacing
up to reality, mutual nodenial, working for the benefit of the people, and ciisait
peaceOmf#iBi . TARR, ZREF . WERF]. And he also called for even higher
level visits between the two sides in the futtir®verall, MaOs persal performance
received a mixed reception from the Taiwan pullic.

For its part, the TAO described the encounter as a Ocourtesy meetingO
[4L45 0 1] °* while the official Xinhua News Agency merely said Ma Ohad a meetingO
4. 7] with Chen and his delegatidhBoth declined to use a title but referred to Ma as
the Oleader of the Taiwan authoritigs@ 4 5415 A].

A side issue, which we have commented upon before, was the position of MAC
head Lai Shiryuan®® Her position in the Ma administration appeared to be ingr&ut
well, despite early controversy over her appointment.@wenOs visit did nothing to
improveherrelations with the DPP or with her own party, the Taiwan Solidarity Union
(TSU). On the former score, in light of the DPPOs fierce opposition tisithé ai
accused the party of Oplaying ethnic polities@if#tsia],>* while the DPP, in turn,
asserted that she had turned into a Opolitical hatchet marO].>>

As for the TSU, Lai had already resigned from the party a few weeks before

QhenOs visit, following a discussion with Lee Tleaign which she said shebtained his
Ounderstanding®T he following day the TSU formally expelled 1ér.

The demonstrations

A couple of weeks prior to Chen YunlinOs visit, his deputy, Zhang Mingging, had visited

6
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Tainan in southern Taiwan to attend a seminar in his capadgityasholarO (as opposed

to his ARATS role). There he had encountered a significant amount of hostility, and
while visiting a Confucian temple had been jostled to the ground by a DPP City
Councilor® Videos of the incident showed that, after Zhang wasesulently (if rather
belatedly) hustled to his car by the security escort assigned to him, another protestor
jumped up and down on the roof of the car in a manner that not only people in the
Mainland but many in Taiwan found highly offensive. The DPP memvherwas

responsible for the shoving incident said he would apologize to the party if they wished,
but he would not apologize to Zhang: OWe donOt consider Zhang a guest but an enemy,
and no one will treat an enemy nicefy.Chen Shubian adopted a similatance: OWhy
should ZhangEcome to Tainan?0 It served Zhang right, Chen was quoted as saying. OHe
asked for it.&8

DPP Chair Tsai Ingven expressed OregretO at the incident and called for
restrained behavior, but observers noted that she did not offertréght apology’*
Moreover, she was quoted as saying Zhang had deliberately provoked the DPP by going
to Tainan, generally viewed as a DPP strongffohe also took the occasion to express
the hope that Chen Yunlin would seriously rethink his own plasistothe island®
OYou should consider [the peopleOs] feelings when visiting.O

Tsai blamed the Taipei government for providing insufficient security for
Zhang® Obviously sensing a problem in terms of the partyOs image, however, the DPP
issued a stateent blaming Zhang for creating conflict through inflammatory statements
(e.g., OThere will be no war if there is no Taiwan independenceO). The statement once
again blamed the Ma administration for providing inadequate security. It also included an
avowalof opposition to physical confrontation, and it said that this applied to Chen
YunlinOs forthcoming visit as well, adding rather defensively that it hoped the KMT
would not OsmearO the DPP over the Tainan inéfdent.

As might have been anticipated, the®®ehemently protested against the
Obarbarous act of violence&@iit 5 /117 #]°” against Zhang Mingging, and Chen Yunlin
said the incident could OdentO cRisait relation$® Nonetheless, although some
Mainland tourism officials and others did cancel their planned trips to Taiwan in the
aftermath of these everftsit quickly became evident that Chen would proceed to Taipei
on schedule. Indeed, within days the TAO was once again waxing almost poetic about the
importance of the impending visit:

Currently crossStrait relations are ushering in a rare historical
opportunity; ad the hareearned situation should be cherished even more.
We will continue to take effective measures to strengthen-&toag
exchanges and cooperation and push esixst relations to forge ahead
continuously’°

Given this background, it shouldveacome as no surprise that Taipei drew up
security plans for Chen YunlinOs visit that emphasized his safety as well as the
maintenance of public order. Some 10,000 civilian police, military police, and security
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services personnel were mobilized for thesgposes; 2,000 alone to escort Chen from
the airport to the Grand Hotel, where he was stafing.

Violent demonstrations that trapped Chen in a downtown hotel for seven hours
after dinner one night, as well as clashes around the Grand, led to thefrgange 30
civilians and almost 150 policemé&hSharp recriminations followed, as the DPP sought
to deny responsibility for the violence, placing the onus on the administration for a
Opolicy of suppressionO harking back to the martial la(# Even thougthe party had
called on demonstrators to mount OSiege Action to Protect TAiiam@nting slogans
and using horns, bells, whistles and other objects to generat€ %ibsse asserted that,
because she had declared an end to the rally before fightingdarplany violence was
not their fault. She said that those who engaged in the Osporadic clashesO with police after
the rally was over were not on the DPP route and Owere not familiar faces in the DPP
rallies.® In any case, attacking Ma for having distorfTaiwanOs sovereignty and
brought down the economy, and asserting that Ohe does not deserve to be the president of
Taiwan,O Tsai insisted that those who have lived under the brutal totalitarian [ize., post
1947 KMT] regime and participated in the demticrmmovement Oall know that the
government which forced its people to take to the streets is the real Oviolent
government.&0O

The presidential office in turn accused Tsai of trying to Ododge the i88e.O
said that the DPP had to take responsibilitytiie escalation of tensions that gave rise to
the requirement for a larger security presence in the first place as well as for the violent
clasheg? As he put it, OYou canOt just mobilize a crowd to attend a rally and then say the
protesters were not yopeople when violent incidents occt.O

Ma denied that the government had tried to suppress free speech, arguing that the
governmentOs objective had not been to stop legitimate protest, but rather to control the
violence®? Although they said that policected within the law, authorities did, however,
acknowledge that there had been some problems. As the digeciaral of the National
Police A%ency put it: Ol have to say that some officers do need to improve their skills and
attitude.

Despite all tle turmoil, or really in a sense because of it, Tsai also claimed to see
some positive results from the protests. She said they demonstrated to the PRC that it
could not handle crosStrait relations by dealing only with Ma and the OKMT
government.O Olt téres public opinion and suppoff!éhe said, and the demonstrations
showed the concern of people of all ages and classes, across social boundaries, sending a
message to the government that Oit must take the will of the people as the foundation for
handlirg the question of sovereignty.O At the same time, Tsai warned that if the Ma
administration failed to grasp the reality that the emotions of the people were the result of
their Oanxiety and furyO about the Osteady erosion of TaiwanOs hard won democracy and
freedom and the sudden hollowing out of TaiwanOs national sovereignty,O then Ofuture
conflicts will be impossible to avoidO

Nonetheless, Tsai also clearly understood the damage that had been inflicted on
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the DPP. Putting the blame on the Oweak gowart@nfor forcing her to Otake to the
streetsO even though she was not particularly OintoO social movements, Tsai stressed in
later remarks that maintaining social order and control were key to staging successful
demonstrations. Thus, she said, the DPP evtawinch a program to train traffic guards to
maintain social order, enabling the party to better control its members through party
chapter organizatiof.

One irony here is that, having earlier blamed the government for providing
insufficient security foZhang Mingging, Tsai now said the clashes were due to
Oexcessive protectionO for Chen. She squared that circle by charging that it was Opolice
violence and frequent violations of human rights by law enforcementO that sparked
Omassive angerO among th@lee@ccusing the Ma government of having transformed
efforts to Oprotect Chen YunlinOs safetyO into an excuse to Oensure that Chen Yunlin did
not see or hear protests.O That, she said, was the real source of the ¥difidisin
the visit, Chen repoed that he indeed OheardO and OsawO the demon$irations.

Charges of blame continued to be exchanged over succeeding weeks, but in fact,
for all of the DPP denial of responsibility, while the Taiwan public did not hold the police
blameless, it took af dimmer view of the demonstrations and the DPPOs role than of the
governmentOs response, as was shown in a number 8f pwieover, TsaiOs personal
appro;/gal rating, exceptionally high up to that point, dropped sharply in the wake of these
events.

One of the consequences of all of this was that attention was now focused on
amending the Assembly and Parade Law. President Ma said he favored movement to an
Oadvance registrationO as opposed to the current Oadvance permission® psovision
long as the deomstrations were peaceflliHe reiterated his main concern: O[T]he point
is not the application method, the point is violernte.O

In turn, Tsai responded that the problem was not violence by protestors, but rather
violence by the Oautocratic governme@udy in the presence of a weak government that
lacks confidence in the face of public resentment and protest, she said, would one
encounter suppression of the peopleOs human rights and of the freedom of assembly and
associatior> That said, she also felonstrained to apologize on behalf of the DPP for
the failure to amend the law over the eight years that the DPP was in power: OAfter we,
the DPP, became the ruling party, we had to attend to many issues in running the
government. Therefore, we did not Baanough time to push for the amendment of the
Assembly and Parade Law#O

The LY did take up the question of revising the law, but it was the subject of

considerable bickering,and the issue remained unresolved as this article headed to
press.

Significance of the Chen Yunlin visit

ChenOs visit had unquestionable political significance. Not only was it the théyleést
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visit ever to Taiwan by a PRC representative, but his meetings with Ma and with other
senior people, including meeting with MAC Chiaai Shinryuan in her office, reflected a
new pragmatism on BeijingOs part. Just as was the case with the agreement to allow
government authorities to deal directly with each other to implement the agreements,
these actions did not by any means signify @eptance or acknowledgement of
ROC/Taiwan sovereignty and independence. But sogportedVials claim that

relations had now entered a stage of Omutuatienial.O Moreover, they showed a PRC
willingness to be flexible in the circumstance of an admetistn in Taipei firmly

opposed to de jure independence and committed to shelving sovereignty issues that might
be taken as a direct challenge to Beijing. Wang Yi went out of his way to state that the
SEFRARATS consultations were conducted on an equalkwimbasis: O[T]here is no

such thing as one side making concessions to the otherEthere is no such thing as who is
in the inferior[position] 3° In other words, while neither side yielded on principle, both
made significant gestures to advance ties ondipaabasis, and they were willing to set
aside longstanding taboos in order to do so.

Further, BeijingOs subsequent acquiescence in Lien ChanOs designation as the
Taiwan representative at the APEC leaders meeting was khaadtwas takdd as a
show of fexibility in the context of these developments. Other bilateral steps in this same
general period also reflected the new climate. They included the dispatch to Taiwan of an
ARATS official to study posearthquake reconstructidhgontinued extradition of
fugitives from the Mainland to Taiwan under a lestgnding agreemefit:a joint sea,
land, and air search and rescue operation in the area of sea passenger routes between
Xiamen and JinmePt and expansion of joint exploration for if.

That said, the dact economic impact of the visit and the agreements was no
doubt of greatest importance to the people in Taiwan. It remains to be seen what the
actual effects will be, and some people (beyond merely the DPP) continued to express
doubts™®* Still, the linkage between the economies of the two sides remain very
substantiaf®® And with almost all economic indicators in Taiwan pointing sharply
downward, expectations are high that the savings in terms of transportation costs, the
stimulus to various areas of Taiwds economy (not only tourism but, for example,
harbor operations and their support structure), and the ability to take advantage of
synergies between operations based in Taiwan and those based in the Manoiand
only for rapid and cheaper shipments actbssStrait but also the convenience of
business executives being able to make quick rdrpdisits each walyl can help the
situation on the island. In support of these agreerNeatsl the prospect of negotiating a
muchdiscussed financial framework agresmhin the coming montHSN both
governments announced a series of other steps to help Taiwan businesses operating on
the Mainland'®*

Still, Ma commented that the rationale for his support of opening up-Stoas
economic relations is mainly the Oglobation of Taiwan.O That is, the new steps were
merely keeping pace with the burgeoning of ci®Bsit trade and other economic
relations. But he also continued to stress that the opening up was designed not primarily
to help Taiwan business operating ba Mainland but to attract Taiwan businesses back

10
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to Taiwan'®® To a significant extent, he argued, this was because the reduction ef cross
Strait tensions had made Taiwan a much more attractive place to invest, with the
investment environment in Taiwan mogifrom 1%' place in the world in a January

rating by Business Environment Risk Intelligence, a risk assessment firm, to fifth place in
Septembet?®

And, in fact, in anticipation of the coming accords, in October over 40 percent of
Chinabased Taiwan bugess owners said they would choose to live in Taiwan under the
new arrangements. Moreover, almost tkgigarters of respondents said the new links
would lead them to increase their investments in Tatf/agtill, TaiwvanOs economy was
encountering severegilems of its own at this point, so depending on e8issit links
alone was clearly insufficient, and MaOs government adopted a major stimulusipackage
and then doubledfit before the end of the ye®?f.

As discussed below, resolving issues of OinterratgpaceO generally remained
more difficult than bilateral, crosStrait matters. However, in one area touching on both
economics and Ointernational spaceO there was some progress. Arrangements were made
for Taiwan to sign the Government Procurement Agergrander the World Trade
Organization, something Taipei had long promised to do but that Beijing had blocked on
grounds that certain terminology in TaiwanOs proposal had implications for
sovereignty:”® Compromises on both sides now resolved that problem.

Next Steps

It is planned that the Chiasighen meetings will be convened about every six months.
There had been some hope of convening the next one in March 2009, but it was reported
that scheduled higtevel meetings on the Mainland (National PeopleOgréss and the
Chinese PeopleOs Political Consultative Conference) would require holding off until
April. Meanwhile, through various mechanisms, including the KMIP forum, efforts

will focus on aiding Taiwan businesses in the Mainlatfd.

In addition tosigning a financial agreement, a major agenda item for the spring
will be to launch scheduled air links to replace the charters. Ma has indicated he hopes
that, as envisaged in the air transport agreement, this will happen by the middle of the

year'!

Although there had been talk of SEF and ARATS exchanging offices during P.K.
ChiangOs June visit to Beijilgto reinforce the notion that things were proceeding in a
gradual and responsible fashion rather than recklessly, MAC chair Lay&ninlet it be
known that Ohurdles remain to be surmountedO before the two organizations can
implement this idea. Speaking about this to the press, Lai may well have skated close to
the edge of BeijingOs tolerance when, in explaining that the government would Onever
exchange TaiwanOs national sovereignty for economic benefits,O (a direct rebuttal of a
DPP charge), she said that, on the contrary, the goverimghtirther highlight
Taiwan’s independent sovereignty from China.G*°But, in any case, her main point was

11
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that Taipei wanted to be sure $et the stagproperlyfor the two sides to conduct
negotiations on an equal footing.

DPP Opposition

As already indicated, throughout the period the DPP engaged in unremitting attacks on
Ma for economic failures, politicat€pression,O and the sellout of TaiwanOs sovereignty
and dignity as well as economic and military security. He was attacked for everything
from nasvetZ to treason, from nonfeasance to malfeasance. Tearireyen warned
Americans that they had Onot sesig thought about the potential costs of warming ties
between China and Taiwai:O

With particular reference to the Chen Yunlin visit, TsarWwen at one point went
so far as to say that the Ma administration should reconsider the invitation to Chen
Yunlin Ounless the issue of TaiwanOs sovereignty is clarified before Chen® visit.O
When it was obvious Chen was coming, she inveighed against the visit, saying it would
Ogreatly harmO Taiwan, severely undermining the rights of the Taiwan people and greatly
damaging TaiwanOs status as a sovereign nétierpanding on that, she said that the
SEFRARATS talks would be Oa milestone in the sense that it will further push Taiwan in
the direction of unification’®

It was in this spirit that the DPP organized assrally for 25 October around the
themes of Ono to the Oone China market,0,0 Ono to downgrading TaiwanOs sovereignty,O
and Ono to incompetent governméhtThe party then organized a thme@y Oencircling
the cityO demonstration at the time of Chen@ssuipplemented by Otargeted®
demonstrations against ChenOs meetings with Ma, SEF chairman ChiakignPam
others™? An important theme was to oppose the governmentOs alleged willingness Oto
trade off our sovereignty in order to gainEeconomic bengfit®

On the day of ChenOs arrival, Tsai published an Oopen letterO in several Chinese
language papers explaining why the DPP opposed the visit. Perhaps sensing that the party
was lighting a fuse it might not be able to control, the letter closed byngarn
Oregardless of the situation, we cannot allow any violence to take placeEDemocracy is
the DPPOs only weapon, and peace is the DPPOs only method. This is my sole request and
order.&* As already noted, two days later she preemptively warned that, théizPP
would do all it could to hold a peaceful demonstration, it could not guarantee that the
protestors would not become violent if the police tried to restrain tffem.

Once the visit was over, the DPP continued to beat the drum of opposition to the
ageements, not only challenging their legitimacy in not having been confirmed by the
LY but, as noted earlier, also calling into question their impact on TaiwanOs status.
Moreover, the DPP increasingly sought to take advantage of MaOs bad ratings in public
opinion polls due to the poor economic situation. It focused its criticisms not only on
MaOs economic policy in genéfabut on the allegedly negative implications of the new
crossStrait arrangements for the economy. It accused the Ma government ofingt ha
found ways to protect the Taiwan economy from harm that would be inflicted through his
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crossStrait economic and trade polit§,and it announced it would form a special task
force to review any possible adverse impact on Taiwan and that the pandihelola

daily news conference to brief the public on its finditfg&urther, the DPP challenged

Ma to ?Gdress the pros and cons of the agreements in what it called Oclear and honest
terms.

Still, public opinion seemed to come down very strongly wofaf what was
being achieved in crosStrait relations, and showed a positive attitude toward further
steps in the future.

The DPPQs approach, while not garnering a great deal of public support, appeared
to stem from a complex mix of factors. In painere was no doubt a core belief that MaOs
policies threatened to eliminate any prospect of future independence; indeed that it tilted
the table strongly in the direction of ultimate unification. Though some people saw
Beijing plotting a scenario that wallhave Ma reelected in 2012 and unification
achieved by 20168>" even some who might not subscribe to such a-$&ort scenario
likely saw the situation as making unification eventually inevitable.

Moreover, one has to presume thaoplelike Tsai Ingwen, who had previously
played a major role in supervising the cr&sait economic relationshipglievedthat
the DPP had approached such relations in a more prudent fashion, and that the recent
gains, which seemingly had achieved more in six monthsttieaDPP had in the
previous eight years, would eventually exact a heavy price in terms of dependence on the
Mainland.**®

Tsai had on several occasions called for a meeting with Ma to debate these
issues-*? but when he tried to accept, she was pulled bgdke party from proceeding.
Various reasons and preconditions were cited: both sides needed to prepare
thoroughly**® Ma should first respond to the appeals at the three protest talliesias
impossible to do so until Ma had engaged in Odeep delivgatio TaiwanOs financial
and economic crislé OWithout deliberation on such problems on the part of the
president, no effective dialogue between the government and the opposition party is
possible. We shouldn®t talk for talkOs sakei@ the real issue sewd to be, as Tsai
Ing-wen explained, OGiven the current state of emotions of party members [Chen Shui
bian had just been detained], | believe many [in the DPP] are unwilling at this point in
time [to have me] meet with a president who is notywebared?*? OWelpreparedO
was neveexplicitly defined.

TsaiOs hesitation to meet with Ma reflected other important factors in play, as
well. To maintain control of a party with strong Odark GreenO elements, Tsai was not
only unable to meet with the presidgotit she apparently also did not feel free to stick to
a more positive agenda she had frequently espoused rather than always carping at the
government. Nor was she able to keep to her notions that opposition should be voiced
through the political systenand not, in traditional DDP fashion, on the street. And, in
fact, while some observers have seen her accommodation to street tactics as connected to
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her struggle to maintain her leadership role in the gatthers thought they saw a
growing comfort orifsaiOs part with taking to the street.

Indeed, by the end of November, a number of Taiwan publications were
commenting openly about TsaiOs transformation from the Oparliament lineO to the Omass
protest line.O In late December, when she proposed legajes to strengthen legislative
supervision of crosStrait policies, Tsai was characterized as OadamantO that the DPP
might resort to mass movement instead of the legislature to achieve that goal, since the
party only held 27 LY seats. The DPP, she saaljld make society aware of the
problems in the defense system of the entire €8trsst policy and put pressure on the
government via social movement8 A week later, after leading supporters at TaipeiOs
Liberty Plaza in signing an oath to Osave Tai@ae reportedly said that the DPP
would continue to urge people to take to the streets to promote its cause of Taiwan
independenc®®’

One exceptionally complicating factor in all of this was the role of the former
president, Chen Shibian. Even beforbe was detained and indicted, Chen had begun to
challenge TsaiOs leadership role by rallying his supporters around the island and calling
for a more confrontational stance toward the governiiéfthis led to considerable
tension within the party?° and plaed enormous pressure on Tsai. According to one
account of a 22 September coordination meeting of the party, for example, Tsai was at
first hesitant about calling the la@ctober rally against Chen YunlinOs visit, arguing that
while many groups had indestlown grave concern over sovereignty issues, the DPP
must first do well in expounding its own policies before taking to the street. However, in
the face of calls from many Chen Stiian supporters that the chair Otoughen upO
[E/sh#i ], a line Chen Shdbianwas using at his rallies, Tsai promised Oon the spotO
that she would, in the near future, put forward Otough critiquesO'8t Ma.

She still said the party would never cover up or shield any misdeeds of which
Chen was guilty** and when he was finally det&id on 11 November on charges of
money laundering, embezzlement of government funds, taking bribes, and forging
documents#? Tsai focused her comments on allegedly improper and politically
motivated procedures, and the need to protect ChenOs human aaidrigiclis, carefully
avoiding siding with him in terms of his guilt or innocetice

Under pressure to be more robust in her defense of Chen, Tsai argued that she
could not behave OsentimentallyO as others could. Her duty was to maintain the DPPOs
strengthto move forward. In what appeared to be part of a pattern of separating herself
from Chen, she said that anyone who violated basic social values and law must take the
responsibility for the consequencé&&Nonetheless, she was pressed hard by party elders
to go to rallies convened to express support for'fitrAlthough she eventually did agree
to participate, she was sharply chastised for only staying for a short time and focusing her
remarks on the broader issues of upholding sovereignty, democracy, hgntsnand

justice™*® while saying nothing explicitly on ChenOs belalf.

When Chen was indicted in midecember, Tsai Ingven read out yet another
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official party statement calling for protection of his human rights, including his release
from detention, ad for fair and impartial judicial proceedings. She said that the party
would assume full political responsibility for ChenOs political legacy. But in the course of
doing so, she also called on Chen to bravely face justice, observing that, as a former
leackr, he must meet the peopleOs expectations and the partyOs core values of honesty,
assiduousness in government affairs, and love for the native soil. Noting that this was the
DPPOs most difficult hour, the statement said that if the party descendetéintd in

strife, forgetting its responsibilities to TaiwanOs history, people would lose hope. In what
appeared to be a core purpose of the statement, she called on members to be kindhearted
and have integrity an@ maintain party unity.**® Since over threguarters of the

publicN and, according to some polls, even more than 60 percent of DPP supporters
believed Chen was probably guilty as charged, not only were there internal party reasons
to stay out of the merits, there was also good political reason toatotke particulars of

the indictment continued to moufit.

It is worth noting that during this period Tsai delivered what can only be
described as a very thoughtful address about the DPPOs policies and goals, laying out a
vision somewhat in conflict witthe focus on the partyOs ideological and demonstration
oriented bent. She spoke of the DPPOs role in the full flowering of democracy in Taiwan,
and yet also of the difficulties it faced due to the loss of the LY and presidential elections
and the corrupbin allegations against Chen Stmign. All of this, she said, provided an
opportunity for selreflection, a summing up of what had worked and what had gone
wrong, both in terms of policy and of organization. The DPP needed, she said, to
transform itselfmto Oa modern, competitive political party that is in touch with the needs
and aspirations of our people, so that we will be prepared to lead Taiwan again in the
future.O OThe revival of the DPP,0 she continued, Odepends not on the failures of the
KMT but on our own ability to maximize our strengths while honestly tackling and
remedying our mistakes of the past.O She cited issues of climate change, energy and
resource management, and comprehensive welfare for the elderly and disadvantaged,
laborers, farmerand lowincome groups. She stressed the need for the economy to be
innovative and serviebased. Regarding sovereignty, Tsai contended that Owe want to
ensure that (i) all options are open, with no foreclosure of any option; (ii) people on
Taiwan have theight to make their own decisions; and (iii) decisions are to be made
solely by people of Taiwar®

All of this was of a piece with remarks she gave to a San Jose, California,
audience in the same general time frame, when she said she expected tha@RB &
Ohigh quality oppositionO party by not ceaselessly criticizing the KMT but rather by
engaging in constructive competition with the ruling party, reducing-pagy
confrontation and allowing the people of Taiwan to live together in harmatiys/se
cautioned that if the KMT triggered public dissatisfaction by pushing Taiwan Otoo close
to the Mainland,O the DPP did not rule out the option of mobilizing citizens to take to the
streets in protest!

Returning on New YearOs Day to her eaifieme of creating a constructive
agenda, Tsai vowed the DPP would engage irreewal, joining hands with
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intellectuals and workers to turn action into a OpeopleOs campaignO that will deepen
democracy: OWe will break the cocoon to arise as afinspigng party, moving

forward so that we may do much better when the people return us to power the next
time.3? Preserving TaiwanOs sovereignty will be an important theme in this work.

One final note on Tsai and her concerns about the way8toas policywas
being formulated and implemented. She charged that-Stosi relations were being
handled in the KMTCCP partyto-party channel in an Oextremely worryingO manner that
would Oend the era of active regulatibti.ghe called for revising both the Refedum
LawN to permit direct public input into croStrait matterd>N and the statute on cress
Strait relationsto give the LY more supervisory powéf’éThe government responded
that the partyto-party forum results were merely Orecommendations to be el
rather than decisiorts® Ma reinforced that, asserting: OFor critically important national
policies such as those relating to ceS¢sait policy, | make the final decisionsO
[RREECH, B 7 A5, FABRKEOSE, HRMmWREsEms, AR 7).

And in response to TsaiOs insistence thati€s concerning TaiwanOs sovereignty
must be voted by all the people of Taiwan via a public referendtiiv®said: Oln fact,
we do not necessarily have to use referendasregsmethod. We have to look at the
gravity of the issue. For example, presidential elections are a kind of referendum, right?0
Even issues such as the opening of direct €sisst transport links, he said, could be
determined through polls instead ofer@ndums>°

International Space

Economic performance will be the principal criterion by which President Majgémg

will eventually be judged by the Taiwan electot¥¢ just as it was the principal issue

that brought him into office in May 2008. Howeyeonsolidation of crosStrait peace

and stability could be his most lasting legadtyand closely connected to that, and of

signal importance in its own right, will be his success in carving out opportunities for
Taiwan to participate OmeaningfullyO i ititernational community without sacrificing
principles related to sovereignty. As we have pointed out in this space before, both sides
have agreed to move step by step, first addressing economic and other OeasyO steps, and
only moving on to political andecurity issues after that, in a deliberate fashion.

That being said, Ma has also been clear from the outset of his administration,
indeed from his inaugural address onward, that progress inSn@sgsrelations will be
closely related to the degreewhich Taiwan is treated with dignity in the wider
international community:

We consider our status in the international community a very important
sign of our dignity. During my inaugural address, | made it very clear that
if Taiwan continued to be isdkd in the international community, the
crossStrait relations cannot be developed as much as we wishEWe
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believe that (China) should not continue to squeeze us out of the
international community??

At times, Taipei has characterized Beijing as showgtg)d)willo on these issues.
It did so, for example, whetallying up fewer instances of OChinaQs suppression of
TaiwanO with respect to the latterOs participation in various international political,
economic, trade, athletic, and cultural events in tise liialf of 2008°3 PRC good wiill
was also seewhen Taiwan was admitted as a Osponsoring memberO of the Agency for
International Trade Information and Cooperation (AITI®and when, as noted earlier,
it wasallowedto sign the WTOOs Government Procurerdgnéement. It was most
notably the case when former vice president Lien Chan was accepted as TaiwanOs
representative to the APEC Leaders Summit meeting in Peru, the most senior Taiwan
representative ever to be allowed to attend the annual gathering.tiiéndehe met with
Hu Jintao for 40 minute&?®

But Ogood will® was nsgen to bén evidence when TaiwanOs effort to gain
Omeaningful participationO in UN specialized agencies was putt‘fariti then
rebuffed*®’ Vice President Vincent Siew has undersdothe potential costs if this as
well as the military threat are not rectified:

TheEmore profound main cause of public misgivings toward the

mainland is the Taiwanese peopleOs discovery that Beijing has yet to make
any concrete display of goodwill towafciwan in respect of its threat of
armed force against us or its confinement of our international space. The
people can see that Beijing has 1,400 missiles still targeted at Taiwan, and
that Beijing has still not made any concession on TaiwanOs wish to
paticipate in the WHA and Asi®acific regional integration.

Only if we solve the latter problem will we be able to establish a
high level of consensus on cresisait relations, and put in place the
essential pillars for longerm mutual trust and peaaeross the Taiwan
Strait®®

And it is importantly in this latter arena, specifically the issue of TaiwanOs
aspiration to be an OobserverO at the annual World Health Assembly (WHA) meeting in
May 2009 and to participate much more actively in World Heatgafization (WHO)
meetings, that success or failure of MaOs policies will be judged.

More often than not, Taipei has placed exceptional emphasis on success at the
WHA in 2009. As one foreign ministry official put it: OWhether or not TaiwanOs WHA
bid will be accepted will serve as an important litmus test to see if China has accepted
TaiwanOs olive branct£tAt times, there has been a sense of greater patience. As
Foreign Minister Francisco H. L. Ou expressed it: OWe hope that concrete results can be
seenin two or three years-®

Ma Ying-jeou himself has tended to be at the insistent end of the spectrum in
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regard to this issue. Although he has occasionally been somewhat circumspect in
expressing his aspiratioi\ perhaps recognizing a certain degree ofdtigmce on the
Mainland with what people there see as a series of demands Ma is unilaterally levying on
thenrN Ma has more often been quite direct on the WHA question. He has cast it not
simply as a political issue but as an Oextremely import&it@ ] human rights issue

for the people of Taiwaff? And while cautioning against unrealistic expectations about
participation in the international community at large, he has focused intently on obtaining
a WHA observerOs seat: OWe will be able to see the resuitseéfbrts when the next

WHA convenes in May 2009-®He has even prioritized participation in the WHA

meeting over participation in the WHO its&f.

For their part, PRC officials have openly recognized the importance of the issue.
TAO head Wang Yi saithat Beijing is drawing up plans related to the question of
TaiwanOs Obid to participate in WHO activitiesO and that it was a Otop priorityO for future
crossStrait talks:’® But while in private conversations senior officials say that Onothing
is excluded@ thinking about ways to resolve the issue, they also point to WHO charter
provisions regarding observers and ask rhetorically how Taiwan fits any of the listed
criterial’®In any case, their position remains that Taiwan needs to speak directly with
them dout this question, and Hu Jintao reportedly suggested to Lien Chan during the
APEC Leaders Meeting that Taipei send a delegation to the Mainland for this pufpose.
Underlying all of this, of course, is the PRCOs insistence that any approach to
Ointernatinal space,O including WHA, must be based on the Oone ChinaO pfthciple.

At this point, again keeping in mind the position that Onothing is excluded,O the
most likely outcome appears to be a-tinee (but presumably renewable) invitation to
Taiwan to attad the WHA meeting as a OguestO ofMk secretangeneral While
this would not fully meet TaipeiOs aspirations, it would be an important step forward, and
could serve to meet MaOs political need to get to the WHA table. At the same time, the
oppositionhas already staked out a position warning against less than Oobserver statusO
outcomes:

The DPP and concerned civic groups should act now to pressure the Ma
administration not to sacrifice TaiwanOs health security, dignity and
sovereignty for the sake afsuperficial display of false goodwill by the
PRC and insist on TaiwanOs formal and distinct participation in the WHO
system:"®

Especially if a less than ideal outcome emerges in 2009, to sustain a claim of
success for MaOs policy it would have to teaduch freer access by Taiwan delegations
to WHO activities and much freer flow of information between the WHO and Taipei than
has been the case until now. How this will play out is not clear at this point, but Hu
Jintao®s speech commemorating tffeaBiversary of the OMessage to CompatriotsO
addressed the issue in a way that could suggest growing flexibility. He said that as long
as they do not give rise to Otwo ChinasO or Oone China, one Taiwan,O Ofair and
reasonableO arrangements on TaiwanOs giticipn international organizations could
be worked out through Opragmatic consultationO between the tw§%Idesis not an
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entirely new position. But coming from the sermost level in the context of MaOs )
policy of setting aside sovereignty quesiqand thus any question of Otwo ChinasO or
Oone China, one Taiwan,O), it would seem to be a positive indicator.

The other dimension of Ointernational spaceO has to do with MaOs proposal to
pursue what he calls Omodus vivendiO or OflexibleO diplomagy:f] X% As Ma
continues to describe it, its aim is Oto consolidate diplomatic relations with TaiwanOs
allies and restore mutual trust with other countries without being at loggerheads with
China.@"” The Taiwan leader has tried to reinforce his professionsméonfrontation
in a variety of ways, one of them being the quiet cancellation of the third annual
OTaiwarPacific Allies SummitO scheduled to take place in Kaohsiung in Novéfiber.

Sometimes Ma talks about this under the rubric of a OdiplomaticdQraderm

that irks PRC observers because of its implication that Taipei has OlegitimateO diplomatic
relations. It may be accurate on MaOs part to say that the two sides have moved from
Omutual denial® to Omutual-denialO in terms of accepting the Cgalof the
existence of functioning systems and governments on each side. But he understands this
clearly does not mean that Beijing has acquiesced in TaiwanOs Osovereignty,O as MAC
head Lai Shiryuan once reportedly claimétf.In fact, Ma took some politit heat for
stressing that crosStrait relations are Ospecial relationsO between the OTaiwan regionO

& ie ] and the Mainland regioni[p: s ] but not Ostatdo-stateO relations as his two
predecessors had claim¥dEven though Lee TeHdgui was known for the latter
characterization in a 1999 interview with Radio Deutsche Welle, Ma pointed out that the
Otwo arasO concept in fact dat@tithe wayback to LeeOs action in 1991 when he
reinstated the ROC constitution and announced the termination of the Period of National
Mobilization for Suppression of the Communist RebelfiiHe noted that the DPP had
never takn exception to the idea during its eight years of Nibme of this history, of
course, stopped the DPP from attacking Ma for Odowngrading® TaiwanOs sot#reignty,
which the government not only vehemently denied, but to which it responded by saying
that,if it pressed the sovereignty issue and thus engaged in Ohostile diplomacyO with the
Mainland, Taiwan would Odefinitely be crush&8.0

In any case, as discussed in ealdieM essays, for now Beijing generally does
seem willing to call a halt to the cometjiion to steal diplomatic partners. Still, there was
a warning sign on this issue in a statement issued late in the year about the terms for the
Holy See to establish relations with Beijitfg Although the statements emanating from
Beijing were negativelmut the prospects, the fact that the issue was being discussed at
all was an indication that the question of diplomatic partners switching sides is by no
means dead. Moreover, the OmodelO case of the truce, Paraguay, is reportedly also in
some doubt. ThParaguayan foreign minister has been quoted as saying his government
was still pondering the issue of switching to Beijing and would make a decision within a
few months™*° As one outside observer put it: Olt can be foreseen that in the future the
number ofcountries holding diplomatic ties with Taiwan will further decline, but this will
not be the result of the mainlandOs tactics. It will be the manifestation of pragmatic
diplomacy.&" This is consistent with the view of a leading Mainland Taiwan expert, that
the OceasefireO will be OdynamicO rather than Ostatic.O That is, even if the two sides
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undertake not to Oundermine each other,0 and agree not to try to outbid the other with
economic aid, third parties may still raise the question.

Even while it is altsining from competition over the establishment of diplomatic
relations, Taipei plans to strengthen relations with @Hims3*® and, in particular, has
adopted an activist posture in approaching its relations with Southeast Asia. There, it
seeks not onlyo obtain the status of an ASEAN Odialogue partifds( to ensure
TaiwanOs inclusion in any regional economic architecture, including especially any
regional free trade aré&

Defense

Though the opposition charges that he is neglecting TaiwanOs Irsstmniy interests,

indeed that he is fumbling away any meaningful defense, Ma has insisted that, despite the
relaxation of cros$trait tensions, Taiwan cannot afford to ease up on national

defense?®

He has argued for a Olean and meanO mifitaagdhe has for some time
advocated an allolunteer armed forcE® But in the face of the continuing missile build
up across the Str&ltChinaOs strong interest in an aircraft carrier, the possibility the PLA
will purchase carriecapable aircraft’® and even theleployment of new guided missiles
that could reportedly be deployed as katick cruise missilé¥N normal prudence has
argued for maintaining a strong defense. As Ma put it:

We should not be lax in combat preparedness, and effective deterrence is
our baic strategy. We want to stop war but will not be afraid of war, and
we will prepare for war but refrain from provoking war.

A debate emerged in this period over procurement of offensive weapons versus
adherence to the notion of a ORRMIC defense,O thiMa seemingly leaning strongly in
the latter direction as he had advocated in the campaign. Complicating the debate was a
contretemps over a paper written by an American defense specialist who, as discussed in
CLM 262%“ had suggested scrapping of somepéal major arms procurement plans
(including F16C/Ds) and adopting a Oporcupine strategyO instead. According to press
reports, senior officials in TaipeiOs National Security Council were favorably inclined
toward the arguments in the paper (which Ma leard ® the Ministry of National
Defense for its review), whereas MND, while professing openness to Ofresh ideas,O
reportedly not only found it Owetieaning but shortsighte@®but rather openly let it be
known that the ministry had Ohad enough dftTheauthor of the paper reportedly
traveled to Taiwan in early December, but no folomreporting emerged from that
visit. Meanwhile, Ma reiterated that he had not changed his mind about procuring F
16C/Ds?® Whatever his inner views about the controversigder, he told a military
audience at year end that Taiwan could not afford to give up its air and naval advantage
as a means of blocking an invasion in the Stfait.
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As this debate was proceeding and the calendar was winding down, many, even in
the consrvative press, concluded that the U.S. arms sales package was dead and blamed
Ma for this, charging that he had offended the United States by his overly eager cross
Strait policies”” his alleged slightingf national defense, and his supposed neglect of
relations with the United States and JapPd®ut in early October, the United States
acted on large portions of the arms sales package of seven items that had been under
active consideration since 2001-16C/Ds were never in that package, even though
somecommentators in Taiwan seemed to think they were.) The Bush administration
approved a package worth approximately $6.46 billion out of the total package of $12
billion.2% In cutting back, it agreed to sell only three of the requested sixIPA6ti-
missie batteries and declined to act on either the request for a design study on
submarines or the procurement of some transport helicopters.

Despite the U.S. action, the opposition continued to chastise Ma, characterizing
this packagh reduced as it was armming at the last possible minute in the Bush
administratiolN as a Ograve warningO that {T&wan mutual trust had not been
restored and that the president needed to reevaluate his prioritization of Oplacing cross
strait relations above diplomacyO aigl®neglecting national defense to curry favor with
China.®"® The Ma administration took a sharply different view, saying the decision
Omarks an end to turmoil in Taiwdi® relations of the past eight years and also
represents the beginning of a new erpagace and security, as well as mutual trust
between Taiwan and the United Stat€$.0

At the same time, one consequence of all of the uncertainty surrounding the sale
seemed to be an increasing stress on indigenous defense capability. In an interview with
Taiwan domestic media in late October, several weeks after the U.S. arms sales decision,
Defense Minister Chen Chanin underscored this point:

[I]n planning and building weapons of a defensive nature, we hope to
establish an independent national defeasd, we must be able to carry
out our own R&D and production because these are all to be used to
safeguard the security of our countrymen, they provide backing for the
defense of the country and bargaining chips for setting up future cross
strait negotiatns.

While Taiwan had pledged not to initiate an attack and start a war, he said, Owe
have to be able to withstand the enemyOs first strike and be able to launch a
counterattack.O In this regard, he added, in accordance with MaOs instructions:

althoughthe two sides of the Taiwan Strait have opened up prospects for
conciliation, there can be no slackening in combat readiness preparations
because if there are no combat readiness capabilities during peacetime,
then there will be no defensive capabilitidsen faced with an enemy
invasion or outside thre&t?

While Ma had said that improving creS¢rait relations cannot be based on
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Owishful thinking &’ he has continued to express hope for a eBoisEt peace accold
within his first term if possible. Stjlhe has noted that there is no timetable and certain
factors are not in his contr8f? In this context, and in the context of MaOs call for
military confidencebuilding measureS; the final point of Hu JintaoOs 31 December six
point proposal was particulgrstriking.

Saying that the two sides had a responsibility to posterity to ensure that there
would be no future conflict in the Strait, in order to have beneficial discussions about
these issues, under the Ospecial circumstancesO where the natibgeidsern unified,
the two sides could hold Opragmatlc exploratory discussion on their political
relationship.O Hu suggested that, Oin the interest of stabilizing the situation across the
Strait and mitigating military security apprehensions,O the ties sbuld, at an
appropriate timeifiit}], begin contacts and exchanges on military issues and explore the
guestion of establishing a military security mutual trust mechanism. On the basis of the
principle of Oone China,O he said, the PRC once again calteddaltations on the
formal ending of the state of hostilities between the two sides of the Strait, the
achievement of a peace accord, and the building of a framework for the peaceful
development of crosStrait relation$*®

The United States

We have meady noted that the Bush administration finally came through with

notification to Congress of a substantial arms sales package at the last possible moment.
On the one hand this reflected the continuing U.S. commitment to the maintenance of
stability in te Strait and to TaiwanOs security, while on the other hand at least the timing
did reflect a level of frustration with Taiwan going back over eight years. Still, contrary

to some of MaOs domestic critics, cutting the package in half was not designed to
OpnishO Taiwan or the Ma administration, but rather was a reflection of U.S. support for
burgeoning crosStrait relations and a desire not to disrupt that process. This support
continued to be expressed openly over the succeeding WEeks|uding specittally

after the signing of the four agreements during Chen YunlinO8%Bitectly

addressing press reports and political commentaries suggesting that the United States
disapproved of MaOs creBsait approach, the designated American representatice off

in TaiwarN the American Institute in Taiwan (AlN)issued a statement that read in part:

The U.S. government has long called on Taiwan and the PeopleOs
Republic of China to find means to engage in dialogue in order to reduce
tension between the two sglef the Taiwan Strait. We welcome the
positive development. There is no need for the U.S. government to worry
about Taiwan and mainland China getting too cfo%e.

Unsurprisingly, the United States also viewed TaiwanOs efforts in the United
Nations much rare positively than in 2007. In contrast to the implicitly critical U.S.
statement posted on the American delegationOs website the previétstiyeatatement
issued in 2008 was quite positik/e It reiterated that OThe United States has long
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supported maningful participation for Taiwan in [UN] specialized agencies, including
the World Health Organization (WHO). Such participation would enable the international
community to better address pressing global challenges.O

Laying out the standard position organizations where statehood is a
requirement for membership versus those where it is not, the statement then focused on
the WHA/WHO question:

In the WHO, we strongly support TaiwanOs observer status in the World
Health Assembly (WHA), the supreme goviembody of the WHO. We
also support the involvement of experts from Taiwan in appropriate
technicallevel meetings. Without opportunities for participation in the
WHO, TaiwanOs 23 million inhabitants have only restricted access to
health alerts and publiealth programs to which they have much to
contribute, and from which they could and should benéefit.

Looking ahead, and trying to predict how the next administration will view such
contacts, one can turn to the letter from tbhandidate Barack Obamakta Ying-jeou
on the occasion of MaOs inauguration. Obama observed that the occasion held promise for
more peaceful and stable relations between the two sides of the Strait Oin no small
measure because you have extended the hand of peace and coopeBatijomgt$*2

On arms sales, Obama welcomed the 3 October Bush administration decision as
an Oimportant response to TaiwanOs defense needsO that is Ofully consistent with U.S.
obligations under the Taiwan Relations Act.O He said, OThe sale helps boiteotatri
TaiwanOs defense and the maintenance of a healthy balance in the Taiwan Strait.O Obama
also endorsed the notion that Oa strengthening of TaiwanOs defenses will not undermine
the process of reduction of tensions and can actually promote it.O Hedsaoy
comment on either submarines eL&C/Ds, but he was careful to tie arms sales
decisions to the islandOs defense needs, saying he looked forward to Ofully reviewing the
notifications and the accompanying justification of the Department of Def&rise.O

In turn, MaOs letter of congratulations to Obama on his victory in the U.S. election
spoke of the continuing need for an OactiveO U.S. role due to the continuing existence of
the Opossibility of military confrontation.O Consistent with his goal ofiregtrust
between Washington and Taipei, Ma said he looked forward to strengthened friendship
and increasing understanding, cooperation and trust. He did not pass up the opportunity
to make a pitch for a fage-face meeting: Ol hope that | will be atleneet with you in
the future to further discuss issues of mutual intef88B0t recognizing that this was a
distant prospect, he went on: Oln the meantime, | believe that open channels of
communication and continuous exchange of views between us witinaicive to peace
and prosperity in the regioi?®

While Tsai Ingwen expressed hope that the United States would pay more

attention to the region, which she saw as benefiting Talwan relation$?® some in the
DPP fretted about the prospects of anofbemocrat in the White Hou$&’ while others
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continued to worry that Americans were OuninformedO about the undemocratic
developments taking place under MaOs leaderéhip.

The PRC Response to the United States

In the runup to the arms sales decision,isePRC officials tried to fend off steps that
would disrupt either crosStrait or U.S:PRC relations. Premier Wen Jiabao told a New
York audience in late September that President BushOs openly expressed opposition to
Taiwan independence had Ogeneratsiip® international impacts, won admiration and
respect from the Chinese people, and enabled the smooth development dfE€hina
relations.O China now hoped the United States would stick to these positions?$e said.

Following the arms sales decision aek later, Beijing launched a series of
condemnation&® The foreign ministry issued a statement saying the sale would
Oseverely undermine ChinaOs interests andUSimelations.O It called on the United
States to Otake immediate measures to correcisiiskes, cancel relevant plans to sell
weapons to Taiwan, put an end to its military links with Taiwan, and stop disturbing the
peaceful development of creSé#rait relations so as to prevent further damage to the
Sino-US relations as well as peace andifitglacross the Taiwan Strait.O The statement
added: OChina reserves the right to make further reactfons.O

At the regular foreign ministry press conference several days later, the spokesman
essentially reiterated this position but added a message fnthrican presidential
candidates:

The development of SiRD.S. relations is an important consensus not
only of the U.S. government but also of the two political parties and
people in various circles in the United States. People in various circles in
the United States attach importance to the development of constructive
cooperative relations between China and the United States. This means
that we should cherish the important political foundation of -&irf.
relations and take care to preserve it. Weehthy two political camps in

the United States understand this point; strictly honor their commitments
to adhering to the or€hina policy, observing the three ChitdaS. joint
communiquZs, and opposing OTaiwan independenceO; appropriately
handle issues Wolving Taiwan; and do things that will spur the
development of Sint).S. relationg?

The defense ministry made similar statements, including the call to cancel the
sales, both in official briefings and when meeting with visiting senior Ameri¢&msnd
this continued into Decemb&} Although MND insisted that unless Washington
scrapped the arms sales package and stopped contact with TaiwanOs armed forces, the
PLA and ministry of national defense would not resume normal relations with their
American couterparts>>° there were some indications of a softening of this position
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toward year end, and it was presumed that Beijing would not want to carry the suspension
over into the Obama administration.

In his message of congratulations to Presidésdt Obana a month later, Hu
Jintao called for enhanced mutual trust and cooperation Oon the basis ofO the three joint
U.S-PRC communiquZs? In his phone conversation with Obama a few days later he
added:

China and the United States should respect each otti@canommodate

each otherOs concerns, and appropriately settle sensitive issues between the
two countries, particularly the Taiwan issue, so as to push forward the
Sino-US constructive and cooperative ties to a higher féVel.

In case this wasnOt direcoegh, in a speech delivered in Washington in-mid
December, State Councilor Dai Bingguo warned:

We must adhere to the principle of rioterference in each otherOs

internal affairs. In particular, we must handle properly the Taiwan
guestion, the most impiant and sensitive issue in our bilateral
relationsETo realize greater growth of ChiuS relations, th&ey link is

to make sure we handle well issues involving each otherOs core interests
and maintain and develop the strategic underpinning of our ciaper
Taiwan and Tibetelated issues concern ChinaOs core interests. The
Chinese people have an unshakable determination to defend our core
interests®

Conclusion

In sum, although Taiwan faced economic challenges during this period akin to those
facedby everyone else, and although these contributed to deepening political divisions
and turmoil over crosStrait relations, in fact those relations were moving ahead well,
with the promise of even more significant steps to come. Even so, it is obviotisethat

road ahead will not be easy for either side. A key determinant will be whether the PRC
lives up to Hu JintaoOs 31 December clarion call to Oascend the heights and take a long
term perspective.Gs[it2iz]. By the timeCLM 28 is published, we may have aaler

idea.
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percent though the measures had been Otoo looseO and 27 percent thouglytlael pelémn Omoderate.O
That is, 46 percent thought the police actions had been OmoderateO or even Otoo loose,O while only 33
percent found them excessive. (OSurvey on protests against ARATS chairman Chen YunlinOs visit to
Taiwan,O TVBS Public Opinion P@kenter, 6 November 2008, summarized translation on Kuomintang
News Network, 10 November 2008. The original TVBS survey is available at
http://lwww.tvbs.com.tw/FILE_DB/DL_DB/doshouldo/200811/doshoukf®81107135807.pdf.)

Other polls showed similar resulis.Lien-ho Pao poll showed 61 percent of the general public
(neither preGreen nor preBlue) saw DPP supporters as having been Oout of lineO whereas only 25 percent
thought they were legitimately Oexercising their freedom of speech.O The same poll frencdrheld
the DPP alone responsible for the violent conflicts, 28 percent blamed the police, and 22 percent thought
both were to blame. (OSurvey on the satisfaction ratings of President Mgdtirend DPP chairwoman
Tsai Ingwen after the MaChen Meéing, as well as protests and marches held byGraen camps,O
United Daily News, 7 November 2008, summarized translation on Kuomintang News Network, 7
November 2008. The original UDN poll is available at
http://udn.com/NEWS/NATIONAL/NATS6/4590840.shtml)

Chungkuo Shikpao found that 19.7 percent of respondents attributed the conflicts to excessive police
action, 11.5 percent thought police and demonstrators shared responsibility, and 53.8 percent thought the
protestors were out of control. (OSurvey aoed ChiangChen Meeting,@hina Times, 7 November
2008, summarized translation in tabular form at Kuomintang News Network, 7 November 2008.)

A P’ing-kuo Jih-pao (Apple Daily) poll showed 31.7 percent of respondents held Tsawieny
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responsible for thelbody clashes while 29 percent blamed legislators, 25.2 percent blamed Ma, 5.5

percent said Chen Yunlin was responsible, and 2.8 percent blamed the police. (OApply Daily [6 November]
poll: 31.66 percent say Tsai kvgen responsible,Ohung-kuang Hsin-wen Wang, 8 November 2008,

translated in summary by OSC, CPP20081109102001). Angtipésr Daily poll in the same time frame

showed that 62 percent of the people believed the clashes had damaged the DPPOs image. (OMa demands
Tsai Ingwen take responsibility fdsloody clashes in Beleaguered City activity,@g-kuo Jih-pao, 8

November 2008, translated in summary by OSC, CPP20081109569001.)

9 Lien-ho Pao found that while the general public split about evenly in evaluating MaOs performance when
receiving Chen Yulm (satisfied 33 percent, dissatisfied 32 percent), byttwone (53 percent vs. 26

percent) they were dissatisfied with Tsai-wwgnOs handling of the protests and marches. (OSurvey on the
satisfaction ratings of President Ma Yijepu and DPP chairwomarsai Ingwen after the M&Chen

Meeting, as well as protests and marches held byGvaen camps,Onited Daily News, 7 November

2008, summarized translation on Kuomintang News Network, 7 November 2008.The original UDN poll
report is at http://udn.com/NE®/NATIONAL/NATS6/4590841.shtml.)

Global Views Survey Research Center (GVSRC) found that 55.2 percent of respondents thought Tsai
Ing-wen failed to take responsibility for the protests, while 24.7 percent disagreed. (OSurvey on Taiwanese
peopleOs attitudemvard economic agreements with China and estrsst exchanges,O GVSRC, 10
November 2008, http://www.gvm.com.tw/gvsrc/200811_GVSRC_otherissue_E1.pdf.)

In GVSRCOs monthly Opublic mood indexO survey, taken a week after Chen YunlinOs visit, Otrust in the
opposition sideO dropped from 42 to 35.4, a record low since the DPP left office in May. Moreover, the
trust index for the DPP alone dropped to 31.7, and the trust index for Tsai personally plummeted from 50.1
to 39.1. She recovered partially over the marhth, to 42.3, but trust in her remained between 8 and 18
points lower than any month since the beginning of the year other than November. The trust index for the
DPP inched upward to 32.3 in December. (OTaiwan Public Mood Index, December 2008,0 GVSRC, 2
December 2008, http://www.gvm.com.tw/gvsrc/GVSRC_TPMI_200812_ENG.pdf.)
1Ko Shuling, OAssembly law should be changed: Majpei Times, 17 November 2008. This position
was reflected in the Executive YuanOs proposal to the LY, which made provistom dofite to invalidate
the registration within 36 hours on three grounds: when a protest would jeopardize national security, social
order, or public interest; if the activity would endanger lives, freedom, or property; or when an event taking
place clos¢o another event could cause problems. The vice minister of interior noted that even under the
permit system, less than 0.0035 percent of applications were rejected, and gave his promise that this
percentage would only go down under the new system, the tawveats notwithstanding. (Stlsiu-
chuan, OCabinet proposes altering Assembly and ParadeZlzmeJimes, 5 December 2008.)

There has been a great deal of criticism of the current detention system from the legal community.
(OLegal experts attackianOs detention system for suspedisifin News, 12 December 2008.)

Although Ma has continued to argue that-piial detention, which requires a court decision, is not a

violation of human rights and is not practiced excessively in Taiwan (MeclfdimOMa receives former

law mentor,Juaipei Times, 17 December 2008), he has also proclaimed himself open to revision of the
detention act to clarifdistinctionsof treatment between those who have not been found guilty of any crime
and those who have. (Y.Eow, OPresident supports proposal to revise Detention Act,0 CNA, 10 December
2008.)

92 OTaiwan DPP Chair Tsai wgen rebuts President MaOs Oviolence® cTaimg®d News, 17 November

2008.

% pid.

% Andrew Lee, ODPP leader apologizes for not amendinmblysand parade law,0 CNA, 23 November
2008.

% Loa loksin, OLegislators bicker over assembly lafugei Times, 20 November 2008.

% Mao Leilei, OWang Yi says that ARATS chairmanOs visit to Taiwan on invitation is a new starting point
in ARATS-SEF systentized consultations,O Xinhua, 3 November 2008, translated by OSC,
CPP20081103172017.

%" Sofia Wu, OARATS official arrives for study of pasiake reconstruction,O CNA, 22 September 2008.

% OChinese Mainland send [sic] 13 wanted people to Taiwan,O XinhDetob2r 2008, disseminated by
OSC, CPP20081022968206.

%Yu Yingrui, ORelationship between the two sides across the Taiwan Strait,0O Xinhua (Chinese), 23
October 2008, translated by OSC, CPP20081023136021.
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199 jacqueline Wong, OChina, Taiwan sign deals tettmloexploration,O Reuters, 26 December 2008.

Four agreements were signed, including for cooperation in Kenya, in the Taiwan Strait, and in areas off
shore of Guangdong and Fujian provinces.

101 A Singapore commentary said that, beyond shipping, Oit ktfdbif any of TaiwanOs moves to

improve the islandOs economic links with China will have a significant impact.O The author noted the
problems attracting significant numbers of tourists, and the fact that limited access to TaiwanOs stock
market would proably drive down that marketOs attractiveness to Mainland investors, for example, meant
that it was far from assured that the Mainland would help Taiwan through its difficult downturn. (Bruce
Gale, OTaipei canOt count on Beijing for economic lifelSive;@ Times, 17 December 2008.)

192\When Mainland exports were booming, TaiwanOs exports boomed as well. In the first half of 2008, for
example, TaiwanOs exports to the Mainland rose 21.7 percent. (Judy Li, OTaiwanOs exports to China surge
21.7% in first halfOTaiwan Economic News, 3 September 2008.) In August, they rose another 20 percent.
(Zhou Yingfeng, OCrosStrait trade volume hits $12.23 billion in August,O Xinhua (Chinese), 13 October
2008, translated in summary by OSC, CPP20081013072014.)

In Novemler, however, TaiwanOs total export orders droppeebyegear by over 28.5 percent, the
largest monthly drop ever recorded. The connection to the Mainland is obvious when it is seen that orders
from the Mainland and Hong Kong plummeted by almost 45.4epgrthe second largest yaaryear
monthly decline ever. Orders from the United States fell by 29.3 percent. (Y.F. Low, ONovember export
orders down 28.51 percent,O CNA, 23 December 2008.)

Actual exports plungedl.9percent irDecembelyearon-year),the sharpest declirever recorded
andthe fourthmonthly drop in a row(Flor Wang, OTaiwan sees biggest fall in trade surplus in 27 years,O
CNA, 7 January 2009Blectronics were particularly hard hit. Since exports represent about 70 percent of
GDP, he economy actually shrank 1 percent in the third quarter from a year earlier, the first contraction
since 2003. (Janet Ong, OTaiwan exports plunge 23%, most in 7 years,O BloodinergAos?, 9
December 2008. Also, Crystal Hsu, OExports dip to lowesien years,Qipei Times, 9 December
2008.) PRC and U.S. demand was seen as unlikely to recover any time soon, contributing to the bleak
picture.(Tim Culpan and Janet Ong, OTaiwan export orders°t4iink in 6 years,O Bloombergdhina
Post, 25 November 2008.) The fact that Taiwai@sembeexports to the Mainland had posted a record
decline of54 percentwas taken as a sign of a looming crisis in TaiwanOs external @agktal Hsu,
OTaiwanOs imports, exports at record |Bwigdi Times, 8 Jamary 2009,

With total PRC exports down by 2.2 percent in November, the first monthly contraction in over seven
years (Don Lee, OSlumping trade a sign of great fall for China,figeles Times, 11 December 2008),
and the Mainland®s imports down 17.@@er during the same month, TaiwanOs gloom deepened as some
analysts predicted that PRC exports could drop a further 19 percent in the first quarter of 2009. (Andrew
Jacobs and David Barboza, OUnexpected drop in ChinaOs imports and éxeontsjonal Herald
Tribune, 11 December 2008.)
193 Financial issues were already prominent on the agenda in October, when TaiwanOs deputy minister of
economic affairs met with TAO director Wang Yi. (Andrew Lee, OTaiwan, China officials discuss cross
strait issues in Bpng,O CNA, 14 October 2008.) When Chen Yunlin went to Taipei two weeks later, his
60-person delegation included a number of experts who addressed these issues with Taiwan counterparts.
(OTranscript of Press Conference by PRC State Council Taiwan &fffiags,0 12 November 2008,
translated by OSC, CPP20081112038001.) And at the end of the month, the vice chairman of the Financial
Supervision Commission led a kpérson delegation to Beijing to attend the 14th annual-Stra#
financial conference, whe issues relating to an MOU were also taken up. (Philip Liu, O6irasts
financial seminar to kick off on Nov. 25J@iwan Economic News, 24 November 2008.) During the course
of that conference, the chairwoman of the governroemted Taiwan Financial Hding Company
indicated that a financial services agreement would be signed in the first half of 2009, paving the way for
Taiwan banks and brokerages to set up units in the Mainland, upgrade their representative offices to
branches, and invest in Mainlahdnks. (Li Yanping and Zhang Dingmin, OChina, Taiwan to sign financial
accord next year,O BloombergQhina Post, 26 November 2008.) Once the details of the MOU were
confirmed, the chairman of the Taiwan International Securities Investment Consultirggafiorpsaid,
they would start studying investment opportunities in the Mainland, where he felt, despite the current
downturn, the stock market remained attractive for the long run. (Wang Xu, G@aissfinancial
supervision soon,Ghina Daily, 26 Novenber 2008.)

Economic issues, including a financial MOU, were again front and center on the agenda of the KMT
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CCP forum held in Shanghai 201 December, part of the effort to tee up a formal agreement when Chiang
Ping-kun goes to the Mainland in the sprifog the third SEFARATS meeting in the current series.

However, the DPP continued to call for disbanding of the KBIP dialogue: OOur directly elected

government should represent our country in negotiations with ChinaEno political party can substitute fo

the government,O Tsai had said. (Dennis Engbarth, OProtests were QvictoryQ for Taiwan people, says Tsai,O
Taiwan News, 8 November 2008.)

Although Taiwan is leaning strongly in the direction of further opening up, from TaipeiOs perspective
the sectors iTaiwan to be opened to Mainland capital still need to be defined. TaipeiOs goal is to allow
such investment in sectors that could help spur domestic employment, upgrade local industry and increase
capital injection into the market. But such things asyeexit procedures, labor and health insurance policy
issues, opening of bank accounts and related legal issues, and the maximum period that investors could stay
in Taiwan all remain to be settled. (Wang Xu, OGBisaits financial supervision soorG@ina Daily, 26
November 2008.) As already noted, since Mainland investments are apparently going to be limited to a
maximum of 10 percent of the shares of a Taiwan company (Chiaaghdniand Huang Hsiyi, OTaipei
to allow Chinese capital to invest in Taiwstock market starting from Decembe€kang-kuo-Shih-pao,

27 November 2008, translated in summary by OSC, CPP20081128100001), some analysts have questioned
how attractive such investment opportunities would actually be to Mainland investors and thusdiow m

help they would provide to TaiwanOs economy. (Bruce Gale, OTaipei canOt count on Beijing for economic
lifeline, OStraits Times Online, 17 December 2008, disseminated by OSC, CPP20081217094001.)

Meanwhile, the Investment Commission under the Ministigamnomic Affairs announced that the
number of businessmen from the Mainland that any Taiwan firm could invite each year has been increased
from 30 to 200. (Lin TOirgao, OTaiwan relaxes rules on business travelers from Ctinagorhi Jih-
pao in Lien-ho Pao, 27 November 2008, translated in summary by OSC, CPP20081128100001.)

4 For its part, as early as September the PRC said it was paying Oenormous attentionO to problems faced
by Taiwanrfunded enterprises and making efforts to adopt appropriate measis@port such firms in
transforming and upgrading themselves to achieve sustainable development. (Shen Yang and Lan Tianwei,
OChina will support and assist Taiwanded enterprises in transformation and upgrading says Sun Yafu,
Deputy Director of th&tate CouncilOs Taiwan Affairs Office,0 Xinhua-Rsieific Service, 22 September

2008, translated by OSC, CPP20080922074006.)

With the onset of the global financial and economic crisis after that, the Mainland took more
aggressive steps. In November, TEGector Wang Yi noted 10 measures adopted by the State Council to
fuel domestic demand and boost PRC economic growth. He said these measures would afford Taiwan
investors great opportunities. Moreover, he specified five ways in which the Mainland vetulBaiwan
enterprises:

OFirst, expand the sphere of investment for Taiwan firms, upgradesti@issooperation,

and help Taiwasiunded enterprises participate in mainlandOs infrastructure and major
construction projects. Second, bring about steppextagsstrait cooperation in the

tertiary industry and promote Taiwan enterprisesO investment in modern service trade.
Third, encourage Taiwan investment in mainlandOs resources exploitation, energy saving
and environmental protection industries, and catrycrossstrait exchanges in energy
conservation and environment protection technology. Fourth, support and assist Taiwan
funded enterprises in seeking independent innovation, upgrade, and accelerate pace of
industrial transition to mainlandOs midst regjion. Fifth, speed up crosdrait financial
cooperation. In the course of the policy readjustment of reasonably increasing the scale of
credit, give comprehensive consideration to the capital needs of the small and medium size
Taiwanfunded enterprises droffer them convenience in capital accommodation.O (Li

Dan, OWang Yi says Mainland will work out specific measures to support development of
Taiwan enterprises,O Xinhua, 16 November 2008, translated by OSC,
CPP20081116136006.)

As TaiwanOs Mainland AffaiCouncil was stressing that the next phase ot SERTS negotiations
would focus on helping Taiwan enterprises in the Mainland (OMainland Affairs Council: next phase of
crossstrait negotiations to focus on Taiwan enterprises in China,0 CKilitko Pao, 27 November
2008, translated in summary by OSTRP20081128100001), ARATS president Chen Yunlin encouraged
Taiwan firms to Oactively copeO with their current difficulties. Perhaps reacting to instances where Taiwan
owners had shut their factories and keal away without giving workers back pdyeading to social
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tensions in several instan®&€hen noted that Beijing had paid great attention to Taiwan businessesO calls
for help and had taken steps to assist them to weather the crisis, including by rgiemdgaexrebates

three times during the year. (OARATS chief encourages Taiwan businesses in Mainland to weather
difficulty,® Xinhua, 27 November 2008; disseminated by OSC, CPP20081127968230.) Nonetheless, SEF
was planning to press the Mainland for furttees relief for Taiwan investors. (Andrew Lee, OSEF will

seek tax relief for Taiwanese businessmen in China,0 CNA, 16 December 2008.)

Moreover, even before the financial MOU had been negotiated, TaiwanOs Financial Supervisory
Commission (FSC) reached agment with two leading Chinese banks to establish a joint-Stradt
platform to help Taiwan firms invested in the Mainland to cushion the impact of the global financial crisis
through the provision of adequate financial support. (Philip Liu, OTaiwama @hset up joint platform for
bailing out Taiwarinvested firms,@aiwan Economic News, 28 November 2008.)

And in December, Wang Yi followed up at the KMOTP forum, announcing 10 measures to support
development of Taiwan companies invested in the Mabhl (OChinese mainland announces ten measures
for co-op with Taiwan,O Xinhua, 21 December 2008, http://news.xinhuanet.com/english/2008
12/21/content_10532829.htm.) Among these, in addition to PRC television manufacturers buying $2 billion
worth of flat sceen monitors from Taiwan companies, and increasing agricultural cooperation with
Taiwan, Wang announced that three PRC banks would provide a total of $18.99 billion in financing for
Taiwantinvested firms over the next three years. (Chang Ming, Kuo Meilan, and Deborah Kuo,

GChina willing toextendeconomic support to Taiwanese firms: official, 0 CNA, 21 December 2008.)

As someanalysts pointed out, this assistance was very much in BeijingOs cimtesedft in an effort
to bolster those firmsO empiognt of large numbers of local workers. (Andrew Peaple, OBeijing needs to
ease TaiwanOs Strait8@! Street Journal, 23 December 2008), and, in fact, the government in Taipei
indicated it would take its time to carefully assess the proposed measusssa(Odvaluating economic
aid offers from rival China,@iiwan News, 22 December 2008.) How much of this official skepticism
reflected genuine caution about the economic effects and how much may have reflected determination by
the bureaucracy to underscdtpolicy role vs. the KMTOs OreferenceO role is not knowable, but that latter
factor should not be ruled out.

Throughout this period, Ma Yingou continued to stress that an important goal was not to encourage
the expansion of Taiwan businesses inNf&nland, but to entice them back to Taiwan. He cited some
progress in this efforir{cludingthe return of 17 companies) and promised aid in a variety of forms,
including helping them to settle in a Ospecial districtO to be established specificalyrtmadate such
returning firms. (OMa pledges a special district for Taiwanese companies returning from the Mainland,O
Taipei newspapers, summary by Kuomintang News Network, 8 December 2008.)

195 OExclusive interview with TaiwaresidentMa Yingjeou: Shelviig disputes and facing reality in

relations with China,8kai (Japanese monthly journal), 1 Noverdi& November 2008, translated by

OSC, JPP20081009026001.

1% OPresident Ma attends OBusiness Roundtable with the Government of TaiwanO,0 Office afrthe Presid
18 November 2008, http://www.president.gov.tw/en/prog/news_release/print.php?id=1105499839.

197y .F. Low, OExpansion of crestait charters could keep businessmen at home,O CNA, 24 October
2008. Taiwan investments in the Mainland, which had grownstbbearly in the year, took a nosedive as
the PRCOs export markets were impacted by the global financial crisis. As a result, investment, which had
increased by almost 25 percent in the first five months of the year, dropped over 34 pereentygaam

the third quarter (Flor Wang, OChinaund investment rush cooling off: MAC vice chief,O CNA, 19
November 2008), and for the first eight months as a whole, declined by almost 10 percent. (Judy Li,
OTaiwan investments in China decline 9.91% in first 8tnso@aiwan Economic News, 24 September

2008.)

198 Not only did foreigninvestmentsn the island plummé&t by over 46 percent in the first 10 months of

the yeaN but indicators continued in a relentless downward direction (employment, production, wages,
expot orders, etc.) and various forecasting bodies one after the other adjusted their projections into
negative territory for the last quarter of 2008 and at least the first quarter of 2009. Indeed, projections for
2009 edged back into the black only afteringkaccount of the $15 billion stimulus package focused on job
creation that Ma announced late in the year (Elizabeth Hsu, OEconomic stimulus package to lift GDP:
president,O CNA, 22 November 2008), a $27 billion OrescueO fund (Ken Liu, OTaiwan gopkmsrent
mega rescue fundXiwan Economic News, 11 November 2008), a fiwgear tax holiday on almost all
investments between July 2008 and December 2009 (Philip Liu, OGovOt offerymgfitax holiday to all
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investment projects,@uiwan Economic News, 31 October 2008), incentives of various forms to spur
automobile sales (Philip Liu, OGovOt Resolves to Come to the Rescue of Auto Intuistay, Bconomic
News, 20 November 2008), reduced income taxes (Philip Liu, OLegislature approves income tax cut
initially, OTaiwan Economic News, 2 December 2008), and other similar measures.

Overall,however the picture was grim. Unemployment set record after record as the year neared its
end, and a prediction that the unemployed population would reach 500,0@9dndtof the year (Chen
Chia-en and Chang kie, ONumber of unemployed likely to top 500,000 by end of yRan@kuo Jih-
pao, 25 November 2008, translated in summary by OSC, CPP20081125569001) proved overly optimistic;
that number was reached in Noveanbwith the 4.64 percent unemployment rate that month the highest in
five years. (Judy Li, OTaiwanOs jobless rate fyigsmBhigh of 4.64% in Nov.Qiwan Economic News, 25
December 2008.) Some 202,000 of the total 507,000 unemployed had lost thdirgadbsdownsizing or
company closures, a third of those job losses having occurred between September and November.
(Emmanuelle Tzeng, OTaiwanOs unemployment rate climbs to 4.64 percent: DGBAS,O CNA, 22 December
2008.)

Many ofthoselaid off recently wereniddleaged or older breadwinners, which was seen as impacting
families and society as a whole. (Crystal Hsu, OUnemployment rises for the fourth straight fagnth,O
Times, 25 November 2008.) Of particular concern, as well, was the fact thatdongnemployment (i.e.,
over 53 weeks) was growing, hitting ey8ar high in August (latest figures available to the author). It was
noteworthy that over half of the lortgrm unemployed were 30 years old or younger, and 30 percent of
them had a college eduimat or above. (Judy Li, OLofigrm unemployed in Taiwan hitsy&ar high of
63,000,0aiwan Economic News, 8 October 2008.) Whether government plans to enhance vocational skills
for as many as 200,000 people would have a significant remedial effect rdnabeseen. (Emmanuelle
Tzeng, OCLA launches plans to promote vocational training for workers,0 CNA, 12 December 2008.) A
survey at year end found that 56.6 percent of respondents thought their economic situation would worsen
over the coming year, and 83percent feared they could lose their jobs. (070 percent of Taiwanese fear for
job in 2009: Magazine surveyJ@iwan News, 30 December 2008; a full translation of the poll, conducted
by Commonwealth magazine, is found on the KMT News Network websitettat iwww.kmtnews.net/
client/eng/NewsArtical.php?REFDOCID=00azo6dgmchxf3t9&TYPIDJump=00air8vknmxgomxb.)

Contributing to this already bleak picture, some 40 percent of domestic firms were planning to
downsize their workforce, with 20 percent already hgvaid off workers or planning to do so soon. (Judy
Li, OOver 40% of enterprises in Taiwan plan to downsize sfafffdn Economic News, 2 December
2008.) And twethirds of manufacturers indicated they had no plans pland\ to invest in 2009. (Judy
Li, OQrer 60% of Taiwan manufacturers halt 2009 investment pldiagn Economic News, 9 December
2008.) Of those who did plan to replace workers, somewhat under a quarter planned to replace some or
most of their regular workforce with péite or temporarytaff. Only 10 percent of firms were planning
to recruit new workers by the end of the year, with 70 percent of those jobs likely going teeeltry
workers. (Y.F. Low, O10% of businesses to lay off workers amid economic downturn: survey,O CNA, 19
Novembe 2008.)

A poll of manufacturers showed that over 80 percent expected further declines in business in
December and over twihirds expected a worse situation over the next six months, the highest level of
such pessimism ever recorded. Only 4.3 perceitipated better performance over that period. (Chen
Min-wei and Wu Chingchun, ONovember export orders see record fall#g-kuo Jih-pao, 24 December
2008, translated in summary by OSC, CPP20081224569001.) The drop in PRC orders was attributed to
falling American demand, and weaker orders were seen to Obode illO for holiday sales, especially for
electronics. (Tim Culpan and Janet Ong, OTaiwan export order? fiafielin 6 years,O Bloomberg in
China Post, 25 November 2008.)

Salaries actually dropped ewv3 percent in real terms in the first three quarters, after accounting for
inflation (Y.F. Low, ONegative growth in real earnings hit 28 year high,O CNA, 25 November 2008), and
per capita income was forecast to decline in 2009, only the fourth suchideepl981 (the others being
during the second oil crisis, the Asian financial crisis, and the bursting of the Internet bubble). (Judy Li,
OTaiwanOs per capita GNP forecast to fall below $18,000 for 20 Economic News, 1 December
2008.)Accordingto one pollnearly onefourth of all workers held pattme jobs. While many of these
people had no other jobs, over half did hold-fitie jobs but needed the additional income due to the
economic downturn. Again, those in older age brackets (over &@) disproportionately represented
among the paitime employed. (Flor Wang, ONearly one fourth of TaiwanOs workers helichegubs:
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poll,O CNA, 22 December 2008.) Overall, the number of people working 35 hours a week or less reached
741,000 in Novemlreup from 536,000 in October, generally due to required unpaid leave. The deputy
director of the Directorate General of Budget, Accounting and Statistics (DGBAS), which issued these
data, noted that while these people were not counted in the unempldiguess, they would eventually

pull down real wage growth if the phenomenon persisted. (HakigiOUnpaid leave affects 741,000
workers in Taiwan,0 CNA, 22 December 2008.)

There were some bright spots. Acer became the nuaori®eshipper oObranchame@onsumer
notebook PCOs in the third quarter and was a close second in overall notebook PC shipments. (Steve
Chuang, OAcer Unseats HP as No. 1 NB PC Brand by Shipment ifil@&;@Economic News, 19
November 2008.) Ma cited this success and the traditstrength of TaiwanOs IT industry to try to Otalk
upO the economy. (Y.F. Low, OPresident again expresses confidence in TaiwanOs economy,O CNA, 29
November 2008.) But in general the electronics industry was not faring well as the year wore on.
Semiconductoproduction, for example, was projected to be down 6.5 percent for the year. (Claire Sung
and Jessie Shen, OTaiwan IC production value down 6.5% in 2008, research sudjgeisd®, 20
November 2008.) Hence, despite the morale boost Ma and others spagiead, consumer confidence
plummeted. (Steve Bercic, OConsumer confidence index reaches new low in November,O CNA, 28
November 2008.)

Some industries had a more optimistic outlook, such as a Tdiased maker of solgrade
crystalline silicon wadrs that hit its 40th straight month of record revenues in Novemiblee (@onthly
revenue of November has peaked record, consecutive 40 months record higi\@einan Silicon
Products website, 8 December 20B8p://www.saswafer.com/index/index_enxdsand obtained funding
in late December to construct a factory in northern Taiwan that would almost triple its capacity. (Nguyen
Huang and Adam Hwang, OSAS secures NT$2.5 billion syndicated loan for solar wafer capacity
expansion,DigiTimes, 19 Decembe2008, disseminated by OSC, CPP20081219312014.)

In terms of the overall crosStrait impact, one consequence was that a number of Tdiased firms
began to focus their Mainland operations on the PRC domestic market rather than continuing to concentrate
only on export markets. (Xu Xiaoging, ONewsletter: Financial crisis impels Taiwan businessmen in
Shanghai to change to meet the contingency,O Zhongguo Xinwen She (in Chinese), 2 December 2008,
disseminated and translated in summary by OSC, CPP200812027&B@0Rhilip Liu, OFinancial
tsunami deepens predicament of Taiwanese firms in Chila&y@n Economic News, 16 December 2008.)

The Taiwan government announced it was taking steps to help in that effort. (Rachel Chan, OTAITRA
[Taiwan External Trade Devegdment Council] to set up new offices in China to assist Taiwanese
companies,O CNA, 26 December 2008.) (TAITRA made known that, with TaiwanOs trade surplus having
fallen by 48 percent in the first 11 months of 2008 as compared with the same period an2&@ah more
important mission in 2009 was to help firms redirect their exports from China, Europe, and the United
States to emerging markets such as Russia, the Middle East, and Central and South America.)

1903 Taiwan to become GPA memberihia Post, 29 November 2008. The GPA Committee of the WTO
unanimously approved TaiwanOs accession to the agreement on 9 December, and Taiwan will become a
member 30 days after the LY approves the action.

All public construction projects involving procurement in exagfsg6 million will be required to be
open to international bids. The U.S. Trade Representative calculated this would provide Oassured accessO to
procurement opportunities in Taiwan worth around $20 billion per year. (OUS hails TaiwanOs joining WTO
procurenent pact,O AFP, 10 December 2008.) On the other hand, TaipeiOs €ablifaiblic
Construction Commission predicted there would be little impact on domestic business in the initial stages
because, it said, Taiwan was already very open to foreign bidd@rsuppliers. (Deborah Kuo, OGPA
accession will have little impact on Taiwanese businesses: agency,0 CNA, 10 December 2008.)
1%bavid Young, OBusiness in China facing challeng@sifa Post, 24 November 2008.

11 OPresident Ma attends OBusiness Roundtitblthes Government of TaiwanO,0 Office of the President,
18 November 2008, http://www.president.gov.tw/en/prog/news_release/print.php?id=1105499839.

The Mainland Affairs Council issued a press release discussing the next phase. Referringto a7
November pess conference by Lai Shymwan, it said the two sides would in the future hold discussions on
priority issues for negotiations in the next phase. OThese include: strengthening the ordestitross
exchanges (joint crackdown on crime, expanding fafdty cooperation, and quarantine and inspection of
agricultural products); crossrait financial cooperation (establishing a banking supervision and
management mechanism, signing a memorandum of understanding estadsecurities and futures
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supevwision and management, and promoting cistsait financial interaction); crosstrait economic and

trade cooperation (crosdrait investment protection agreement, avoidance of double taxation, a mediation

mechanism for crosstrait economic and trade gdigtes, crosstrait cooperation on standard inspection,

measurement and certification, and cresait intellectual property rights protection), and other issues.

Both sides have a strong intention to carry out follgndiscussions and will include issuef consensus

within the scope of agreements to be signed during the next round of talks.O (OThe secoi@h€hiang

Talks establish a normal operation mechanism for institutionalized negotiations between the SEF and the

ARATS and have major significancerfpromoting the normal development of crsisit relations,O

Mainland Affairs Council, Press Release No. 90, 7 November 2008,

http://www.mac.gov.tw/english/indexd.htm.)

2Romberg, OCros3trait Relations: First the Easy Steps, Then the Difficult @@sna Leadership

Monitor, No. 26, pp. B6.

13 Flor Wang, OTime not ripe for intermediary bodies to exchange offices: MAC chief,O CNA, 16

December 200§Emphasis added)

14C.Y. Lin and Steve Bercic, OU.S. has not considered costs of warmestragisses: DPP,O CNA, 9

September 2008.

15O Chairperson Tsai: Sovereignty Dispute must be clarified ahead of Chen YunlinOs visit,O Democratic

Progressive Party, 23 September 2008, http://www.org.tw/.

1% Andrew Lee, OChinese officialOs visit will harm Taiwan: DPi?,Gh@NA, 21 October 2008.

17 Max Hirsch, OTaiwan opposition warn talks with China leading to unification,® Kyodo, 24 October

2008, disseminated by OSC, JPP20081024052014.

183The DPP plans to hold a OSafeguard TaiwanO Demonstration on October 25 @hprotastlinOs

visit to Taiwan,© Democratic Progressive Party, 13 October 2008, http://www.dpp.org.tw/.

19y F. Low, ODPP to further demonstrate against Chinese negotiatorOs visit, O CNA, 29 October 2008.

120 3serious economic & political risks in the SERATS agreements,O Democratic Progressive Party, 5

November 2008, http://www.dpp.org.tw/. Tsai presented a list of demands that had been approved by the

DPP Central Standing Committee:

* Any agreements made during the talks must be ratified by the Legislative igsiaes concerning
TaiwanOs sovereignty must be voted by all the people of Taiwan via a public referendum.

* The talks between the SERRATS must be based on the standard international practices between two
states. This includes the proper usage of ailtiafftitles, a suitable venue, proper layout of the venue,
etc. No ambiguity or any room for controversy should be allowed.

* The current SEFARATS meeting is an institutionalized mechanism for talks between Taiwan and
China. Chen Yunlin is a representativfethe PeopleOs Republic of China delegation during the talks.

In this respect, during ChenOs time in Taiwan, he cannot be engaged in any political activities outside
of the planned talks. ChenOs visit in Taiwan should also adhere to the principlelef&omp
transparency, and allowed to be monitored and scrutinized by the people as well as by the media.

* Ma Ying-jeou should retract his OTaiwan is an areaO statement [see @86 ated to reiterate that
OTaiwanOs future should only be decided by théllkshpeople of Taiwan.O

* Aside from the Chinese toxic milk incident, Ma Y#gpu should also address the issue of the
continued long term bullying of China against Taiwan. This includes ChinaOs continued threat of using
military aggression, as well agptbmatic and economic isolation of Taiwan. Ma must demand Chen
Yunlin in person, to request the Chinese government to apologize to the Taiwanese people for its
hostile actions. Additionally Ma must also demand China to withdraw the missiles deployethalong
Chinese coast targeting Taiwan.

121 HAn open letter: Why Chen Yunlin is not welcomed here,O Democratic Progressive Party, 3 November

2008, http://www.dpp.org.tw/.

122 Rachel Chan, ODPP cannot guarantee peaceful protest: party chair,O CNA, 5 November 2008

122 The DPP charged that Ma had failed to deliver on hisafled O6330 campaign promise to achieve 6

percent annual economic growth, per capita GDP of $30,000, and unemployment below 3 percent.

Managing to ignore the state of the global economy, thg paitt OMaQOs actions not only demonstrated his

arrogance but also his betrayal of the mandate and the trust given him by the people.O (OCampaign

promises go unfulfilled, Ma unapologetic,O Democratic Progressive Party, 4 September 2008,

http://www.dpp.orgw/.) For his part, Ma said he would deliver on all three parts of this pledge by the end

of his second term in 2016. (Steve Bercic, OPresident confident to achieve economic platform by 2016,0
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CNA, 3 September 2008; full text of the 26 August interviewvalable in Chinese

[Quaghiesz By ar [KMIHR ] FEM#®F R L% 2 (Mario Vizquez Ra—a):50] [OPresident receives delegation
of the Chairman of the Board of the Mexican paper Sol de Mexico Mario Vazquez Ra—a for an exclusive
interviewO] on the presidential website, http://wwwsjarent.gov.tw/). Later he refined that to say that the
$30,000 per capita GDP was a goal to be achieved by the end of his second term, but he still hoped to
achieve 6 percent annual growth during his first term. (Ho Ai Li, OMa plans to create 100,0005&w |
Straits Times Online, 4 December 2008, disseminated by OSC, CPP20081204094002.)

A month later, Tsai declined to participate in ODouble 100 National Day activities to show her
dissatisfaction with MaOs policies and his Otrampllng of national dif@glvan DPP Chairwoman Tsai
unwilling to endorse Taiwan President MaOs estrsét policy, Taiwan News, 8 October 2008) and
because Qit is pointless to celebrate National Day at a time when the countryOs sovereignty, the economy
and the peopleOs livedod are being hit hard.O (Flor Wang, ODPP chair meets seven local government
chiefs in southern Taiwan,O CNA, 10 October 2008.) Obviously sensitive to the state of the economy, Ma
used the occasion of his Double 10 national day rally speech to pledégr @ome of reform:

Olnvigorating our economy is this administrationOs top priority.O (President Meovidg address to the
ODouble TenthO rally,O Office of the President, 10 October 2008,
http://lwww.president.gov.tw/en/prog/news_release/print.php?id5499817.)

And then in early December, Tsai listed a series of questions about the administrationOs economic
policies, saying that Oonce the Ma administration publicly addresses each of the questions we have
listedEwe would be willing to consider the pdbdity of issuing an invitation at our own initiative at an
appropriate timeO to talk with him. Meanwhile, she said,

the DPP will not irrationally disparage Taiwan, nor will we maliciously obstruct the
nationOs economic development. In the same veiDRRds extremely worried that the

Ma administrationOs policies will seriously harm TaiwanOs economy and drag it into a
recession. The people expect bipartisan cooperation on getting through these difficult
times and we will not let them down. However, drifisan cooperation needs to be based
upon a common understanding rather than the opposition blindly following the wishes of
the ruling party. The people do not expect the DPP to sign off on blank checks, and
theyEcertainly do not want us to stand by idihile inappropriate economic policies are
being proposed.O

If the ruling party does not change its principles for determining the legislative agenda and allow the
opposition party to have real supervisory powers, she went on, Othe DPP will stronglg theman
establishment of a higher level, more effective supervisory mechanism.O (OChairperson Tsai questioned
governmentOs economic policy,O Democratic Progressive Policy, 1 December 2008,
http://www.dpp.org.tw/.)
1240The MgovernmentfsossStrait economi@nd trade policy that has no defenses will seriously harm
Taiwan economy,O (in Chinesemi R it i 48 G il E 15 % 6 4i%0), DPP, 19 December 2008,
http://lwww.dpp.org/tw.

125 30fia Wu, OPPto set up special panel to review impact of direct links,O CNA, 15 December 2008.

126 Qi i e A0 9 BRI Ok e 5 7125,0 (OThe Ma government must clearly explain the pros
andcons and the merits and faults of the three links direct routes and ensure protection of TaiwanOs
interestsO)L5 December 2008, http://www.dpp.org/tw.

127 Yhe Liberty Times Editorial: Taiwan doesnOt want puppet leadérif2i Times, 24 November 2008.

128 Qe e i b it k=t o O (ODPP central standing committee statement on the three linksO), DPP, 17
December 2008, http://www.dpp.org/tw.

129 Elizabeth Hsu, ODPP head wants to debate President Ma on sovereignty issue,0 CNA, 25 Ogtober 2008
Meggie Lu, OTsai calls for ksl with President Ma,Quipei Times, 10 November 20080 Shuling, OTsai
Ing-wen says DPP opposes her meeting Majgri Times, 13 November 2008.

130K 0 Shuling andRich Chang, OMa pledges reconciliation through dialogun@ Times, 11

November 2008.

131 ODPP not ready for dialogue with M&JGna Post, 11 November 2008.

132 ODPP Tsai not to meet with Pres. M&@a Post, 25 November 2008.

133K o Shuling, OTsai Ingven says DPP opposes her meeting Majgri Times, 13 November 2008.

134Lin Ya-chih, OTsang-wen seeks survivalBai Hsun, No. 321, December 2008, translated in
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summary by OSC, CPP20090101099002.

135 One journalist wrote that, given the party®s minority in parliament, Tsaem@s choice to return to

the social movement approach was reaskenaibthis point since it had been the DPPOs traditional line.
However, in leading the DPP street protests, he said, past party chairs often were experienced in social
movements or had been persecuted, neither of which was true in her case. Thergfaradthen 25

October was a touchstone for Tsai and the protest against Chen Yunlin on 6 November was a key to her
transformation, he said. The DPP prepared a stage for Tsai as the leader of the protest. Although the protest
got out of hand at the end, Ts@as calm enough to accuse the Ma Yjegu government of being unjust

and to attack Ma for moving his meeting with Chen Yunlin ahead of the schedule. TsaiOs performance
showed, this journalist judged, that she had become closer to the traditional DIRE grassroots. (Lee
Yen-mou, OTsading-wen challenges Bsin Hsin Wen, No. 1132, 1819 November 2008, translated in
summary by OSC, CPP20081208099002.)

Another wrote that originally Tsai Inglen wanted to shape the DPPOs image as that of an opposition
paty with governing experience, and that she originally did not approve of the street protest approach
favored by the deep Green supporters. However, Tsai gradually found that she had to open her mind to
embrace the DPP supporters when she was out orréle¢. $hcrementally, the author says, Tsai Olearned
the rally language.O (Ho Chuhga, OTsai Ingven into mass movement(®in Chou-kan, No. 621, 1¥23
November 2008, translated in summary by OSC, CPP20081208099002.)

136 OTaiwan DPmhulls amendments to Crestrait Ordinance and Referendum Adt@van News, 20
December 2008.

137 ODPP chair Tsai Ingen swears defense of Taiwa/ina Post, 29 December 2008. Presumably this
meant OindependenceO in the sense of not being part of the PRC, not in the sshiseyddpa de jure
change in status.

138 j Hsin-fang, OChen Shiiian makes moves; members of DPP voice different opinidas, o Shih-

pao, 22 September 2008, translated in summary by OSC, CPP20080922100001; OGhim Blbids

first rally in N. TaiwanOChina Post, 2 October 2008; Ko Shiing, OChen calls on Ma to step down over
economic ills,Gaipei Times, 2 October 2008.

139Han Naikuo, ODPP split over former president leads to scuffle,O CNA, 13 October 2008.

1491 in Chengchung, OWill DPP hold hugellyain October? Chen Shidian gives instructions, challenges
Tsai Ingwen,Qlien-ho Pao, 23 September 2008, translated in summary by OSC, CPP20080923100002.
141yen Cherkai, ODPP marks birthday, disassociates itself from BRim@kuo Jih-pao, 5 October

2008, translated in summary by OSC, CPP20081005569001.

142 Amber Wang, More on TaiwanOs former President Chen-Btami arrested over graft probe,O AFP, 11
November 2008, idseminated by OSC, CPP20081111968251.

143Ko Shuling, Rich Chang, and Flora Wang, €Rtion is swift and sharply split along party lines,O
Taipei Times, 13 November 2008.

The Ministry of Justiceleniedcharges of overzealousness or political persecution regarding Chen or
other cases it was prosecuting. (Tsaof#u, OMinistry of Justicgays focus of corruption investigation has
always been on government official§-yu Shih-pao, 26 November 2008, translated in summary by
OSC, CPP20081127100001; OTaiwanOs MoJ denies political interference irfeases @ws, 26
November 2008.) Buh December it felt constrained to issue a comprehensive statement regarding its
actions in the former presidentOs case: explaining why the pretrial detention did not violate ChenOs human
rights; denying that he was being politically targeted; justifyieiiting and handcuffing him; refuting
accusations that these actions represented political retribution; countering the notion that these actions were
a OpresentO to Chen Yunlin; and asserting that the new KMT government was not persecuting former DPP
high-ranking officials but rather that those former officials were charged in such high numbers because
they were the ones who had had the opportunity to engage in corruption over the past eight years. (Olssues
regarding the detention of former president C8bnibian as a criminal defendant,O Ministry of Justice,
carried on Kuomintang News Network, 5 December 20@8;//www.kmtnews.net/cligt/eng/NewsAr
tical.php?REFDOCID=00ayyqg4ws7gm40m2&TYPIDJump=00airl7gdql55u7h

An interesting sidelight to all of this was that somiéias on the Mainland seized the events
surrounding Chen ShiiianOs arrdstincluding his handcuffinj to tout the rule of law and the
importance that no official or individual should be above the law. (Hu Shuli, ODefending rule of law in a
Taipei court,@aijing Online Editorial, 25 November 2008, translated by OSC, CPP20081125456003.)

As tothe charge regarding prosecution only of DPP members, it is perhaps worth noting that on 24

39



Romberg,China Leadership Monitor, No. 27

December the Taiwan High Court sentenced two KMT members, one a formper dii councilman and

the other the former director general of the Construction and Planning Agency, sending them to prison for
manipulating share prices of a construction company in the 1990s. (Lini@mgrand Yang Kueven,

OHung Fu casPanLi-men:innocent verdict changed to guilty@i% 1 5e854798), Tzu-yu Shih-pao,

19 December 2008, at http://www.libertytimes.com.tw/2008/new/dec/25sataptm.)

144 OTsai Ingven slammedor not showing support to Bian at rallie®,®ug-kuo Jih-pao, 24 November

2008, translated in summary by OSC, CPP20081124569001.

145Mo Yan-chih, OTsai urged to join DPP rally for Chen and Taiwan2i Times, 19 November 2008.

148 |in Chengchung, @sailng-wen likely to attend rally organized by Chen ShianOs office Gen-ho

Pao, 18 November 2008, translated in summary by OSER20081118100001.

147 OTsai Ingven slammedor not showing support to Bian at rallie®,®ug-kuo Jih-pao, 24 November

2008, translated in summary by OSC, CPP20081124569001.

148 ODPP Statement regarding ithgictment of former president Chen Stnian,(in Chinese)

(Qe it s R AT s ke i 2 2 % 91Q), Democratic Progressive Party, 12 December 2008,
http://www.dpp.org/tw; emphasis added. (The issues about judicial fairness raised in the statement are
reported in Dennis Ebarth, OCourt should bail Chen to expedite defense: DR News, 13

December 2008, and in Sofia Wu, ODPP to assume political responsibility for ChenOs legacies: chief,0
CNA, 12 December 2008.)

149 ®survey on former President is indicted by the SIVESTpublic opinion poll center, 12 December
2008, http://www.tvbs.com.tw/FILE_DB/DL_DB/even/200812/ev26081215160649.pd€arried in
translation by Kuomintang Newsetwork, 16 December 2008, http://www.kmtnews.net/client/eng/News
Artical.php?REFDOCID=00az9v8bcgoa8vb4&TYPIDJump=00air8vknmxgomxb.

In mid-December, evidence was reported regarding a further US$30 million in OcontributionsO that
Chen had allegedly amassiedm domestic enterprises and financial holding companies above and beyond
the $21 million in bribes of which he already stood accused of taking-fif@Eamily discovered to have
received additional NT$1 billion in bribes from businessmen,O Taipspagers, reported on Kuomintang
News Network, 17 December 2008, http://www.kmtnews.net/client/eng/NewsArtical.php?REFDOCID=00
azavvvywoqjmyl&TYPIDJump=00airl7gdql55u7h.

150 dpPolicy briefing session for diplomats and foreign representative,O DemocratissRredrarty, 26

September 2008, http://www.dpp.org.tw/.

5l¥en Lingju and Steve Bercic, ODPP head expects party to become Ohigh quality opposition®,0 CNA, 15
September 2008.

152ODPP to breatocoon fight for democracy: Tsai Ingen,OChina Post, 2 Januar2009.

Tsaiendeavoredo set up the DPP as the antithesis of the KMT: OIf Taiwan society is divided under
the administration of Ma, the party should play a role in bringing together public opinion; if the
government is conservative and authoritative [sig should represent freedom and democracy. If the
government is prbig enterprise, we should speak for the middle class, laborers and farmers; if MaOs cross
strait policies lean toward China too much, the party should protect Taiwan sovereignty aidaiens
Taiwanese identity in civil society.O (Rich Chang, OTsai sets yearOs course foup8aH fes, 3
January 2009.)

153 Dennis Engbarth, OMa leaving Taiwan defenseless against PRC dumping, say&DRR Kews, 20
December 2008.

154 OKMT-CCP forumviolateddemocracy and regulations relating to csBssit relations, Referendum
Law should be appropriately revised,O (in Chine@e; O (25 [ 5 Wi BIGERE . A e o),

DPP, 19 December 2008, http://www.dpp.org/tw.

155 OTaiwan DPP mulmendmentso Crossstrait Ordinance and Referendum Ad&@van News, 20
December 2008.

156 OWu PothsiungOs statement [to the fourth KKRITP forum in Shanghai]KMT Culture and
Communications Committee, 19 December 2008, disseminated by Kuomintang News Network, 19
December 2008,
(http://Ivww.kmtnews.net/client/eng/NewsArtical.php?REFDOCID=00azckhe2r4injmo&TYPIDJump=00ai
r79hymmrtyl0). SEF chairman P.K. Chiang anldess in the government were quick to endorse that
division of responsibility. (Deborah Kuo, OKMIPC forum consensus provides only OdirectionsO: SEF
head,O CNA, 22 December 2008.)
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The PRC highly evaluated the outcome of the meeting (Zhang Yong, Cheimdjamd Pan Qing,
ONew chapter in intgrarty exchange; new voyage for cras$sait cooperation,O Xinhua, 22 December
2008, translated by OSCPP20081222172003, original Chinese version available at
http://chinese.aol.com/news/nationaldetail.jsp?key@#5139763348982914.) Stid the KMT, and the
latter indicated that it intended to continue to hold such forums until a peace accord has been signed. (Han
Nai-kuo, OKMTCPC forums will continue until peace accord is reached: KMT,0 CNA, 23 December
2008.)

The full text of the 21 December OJoint recommendations of the fourtkstiaisgconomic/trade
forumO is available on the KMT News Network at
http:/iwww.kmtnews.net/client/eng/NewsArtical.php?REFDOCID=00azfn0of4jc4eec&TYPIDJump=00air
17gdql55u7h. In thoseecommendations, the two parties called for wider participation in their future
meetings. This was amplified by TAO director Wang Yi and KMT chairman WdhBamg, who said
people with different views and opinions were welcome to attend in the futidéN3ag:

We welcome people from all circles on both sides of the Strait to participate in the Forum

in a more extensive manner; and we welcome not only the participation of representatives
of all political parties and personages from different circlesalsat the participation of
personages from competent government departments on both sides of the Taiwan Straits in
the capacity of specially invited experts. We should welcome not only people with similar
views but also people with different opinions. Omiythis way will the Forum pool

together views of different schools on a larger scale, and will the Forum achieve its
objective of truly promoting crosstrait communications and reflecting the popular will of

the public on both sides of the Taiwan Sgait

Wu specifically expressed the hope that the DPP and TSU would participate in 2010. (OBoth the KMT
and CPC indicate that people with different views are welcome to participate irRGCTforum,O Xinhua
(Chinese), 21 December 2008, translated by OSC20881221072002) (Original Chinekguage
article available at http://news.xinhuanet.com/newscenterf2@{#Bl/content_10532789.htm)

157 Tsou Chingwen, Chden Shiumg, Wang Yuchung, and Peng Hsiashun, Olnterview with President
Ma Ying-jeou, T zu-yu Shih-pao, 20 November 2008, translated by OSPP20081120669001. (Chinese
language original, in two parts, available at http://www.libertytimes.com.tw/2008/new/nov/20/today
pl.htm and http://www.libertytimes.com.tw/2008/new/nov/20/ted&?2.htm.)

158 5ee endote 120.

159 ®standing at new starting point of history: interview with President Maj¥ngO China Television
Company (CTV), 7 November 2008, translated in summary by OSC, CPP20081107072002.

1%91n a recent interview, MaOs focus was, as the correspgndéntOsquarelyO on the domestic economy,
but it was also clear that his agenda to help the economy includes promoting the economic benefits of
closer crossStrait relations. (Maureen Fan, OTaiwanese leader focuses on ecoliaskyy@ron Post, 10
Decenber 2008.)

161 Ma himself has said that OCrass$saits peace will be remembered as the most important accomplishment
of my administration.O (Jane Maccartney, OPresident Mgeétingf Taiwan has progress making ties
with China,Q%he Times, 30 August 2008.)

162 paul Wiseman, OUSA TODAY interviews Taiwanese presideiyJoday, 11 November 2008. Ma

has also argued reverggkage that is, that opening up creSsrait economic and trade relations
contributes to an overall improvement in ties between TaiwdnlenMainland and that this, in turn, opens
the door to Qinternational space.O (OExclusive interview with Taiwan President jémiYi®helving
Disputes and facing reality in relations with China,O Td#kai, 1580 November 2008 [interview on 5
Septembr], translated by OSC, JPP20081009026001.)

163 Rachel Chan, OChinafsrtsto suppress Taiwan on the decline,O CNA, 13 September 2008.

164 Jian Chen, OAITI@dmissiorpositive sign in crosstrait relations: MOFA,O CNA, 20 November 2008.
185 Sofia Wu, OChoicef ex VP for APEC summit marks progress in crassit ties,O CNA, 29 October
2008. The DPP alternatégtweencharging that Lien was BeijingOs hgmcked candidate and that he was
going to Peru, in fact, as a OKMTO representative, not as a repraseiftag government. Ma

vehemently denied both charges, saying he had proposed Lien and that LienOs status was Othe leaderOs
special representative.O (Tsou Chiven, ChOen Shqung, Wang Yuchung, and Peng Hsiarhun,
Olnterview with Taiwan President Ming-jeou,Vzu-yu Shih-pao Online, 20 November 2008, translated
by OSC, CPP20081120669001.)
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For its part, Beijing acknowledged that the state of eRigait relations was relevant to its decision to
allow Lien to go. The TAO spokesman observed thiactien of TaiwanOs representative should Ofollow
previous customargractice as well as take into consideration the positive change in cross-Strait
relations.” (OTranscript of the State Council Taiwan Affairs Office News Conference,O Taiwan Affairs
Office, 29 October 2008, translated by OSC, CPP20081029038001. Emphasis added. The Chinese
language text is available lattp://www.gwytb.gov.cn/xwfbh/xwfbh0.asp?xwfbh_m_id=101

On the other hand, Beijing was apparently behind the removal of MaOs padttddggmaphy, and an
account of his naming of Lien Chidrindeed the removal of the entire section on heads of Omember
economies,O which the Peruvian government had initially posted on the summit website. (A report on the
original posting was carried by CNX-F. Low, OTaiwan welcomes inclusion of its leader on APEC list,0
CNA, 15 November 2008.) A TAO spokesmanOs statement on the issue after the Ma portrait and other
material had been removed made clear BeijingOs position and strongly suggested PR Cointeitrenti
Lima: OWith regard to TaiwanOs participation in the APEC meetings, there are explicit stipulations in
APECOs Memorandum of Understanding, which has been followed by the organization in its practice for
years. All its sovereign members recognize@me China principle. We believe in light of that principle,
parties concerned will follow the MoU and the existing practice in dealing with this issEeréid®
Ministry Spokesperson Qin GangOs Regular Press Conference on November 20,0 Ministgnof Forei
Affairs, 21 November 200&ttp://www.fmprc.gov.cn/eng/xwfw/s2510/t523218.htm.)

166 RachelChan OChina not showing good will on TaiwanOs U.N. bid: MOFA,O CNA, 9 September 2008.
See Romberg, OCreStrait Relations: First the Easy Steps, Then the Ditfiowes, @hina Leadership

Monitor, No. 26, pp. 1B14, for a discussion of PRC handling of the issue at the UN.

167 Rachelchan OMOFA regrets but not surprised at TaiwanOs setback at U.N.,O CNA, 18 September 2008.

Ambassador Zhang YesuimbassadoWang GuagyaOs replacement as PRC UN Representative,
submitted a letter on 14 October 2008 to the Secretary General objecting to reference in the UNGA
Ogeneral debateO by Gambia, Tuvalu, and some others to-thdefsesueO of OTaiwanOs participation in
the Urited Nations specialized agencies.O Zhang reiterated the PRC position on Oone China,O ChinaOs
representation at the UN, and the inapplicability of the Oprinciple of universality.O He repeated the position
that OTaiwan compatriotsO participation in intemaltactivities is an internal affair of the Chinese people
and should thus be resolved through consultation among the Chinese people on both sides of the Strait. We
hope and firmly believe that, so long as the two sides work together and create coimiti@nspirit of
Obuilding mutual trust, putting aside differences, seeking common ground and striving feria nesultO,
we will surely be able [to] find an appropriate solution through consultation.O (OLetter dated 14 October
2008 from the PermaneRepresentative of China to the United Nations addressed to the Secretary
General,Journal of the United Nations, No. 2008/208, 24 October 2008, accessed 29 December 2008 at
http://www.un.org/Docs/journal/asp/ws.asp?m=A/63/488)
1%8vincent Siew, OCrossrait peace to bolster regional prosperit§gdvan Journal Online, 19 December
2008 (available at httptdiwanjournalnat.gov.tw/ct.asp?xltem=47427&CtNode=122).

1897 C. Jiang, OPresident urgesrecreativity in international participation,O CNA, 19 Sejiten2008.

170 Rachel Chan, OForeipfinistry to focus on entering WHO: foreign minister,O CNA, 11 September
2008.

171 As he put it in an interview carried on Mainland television: Ol believe that we will exchange views with
the mainland on this issue in thedtd. | hope we will be able to make greater progress than before. This is
what | eagerly anticipate.O (OMinutes of an exclusive interview with Mgétngd Phoenix TV, 3

December 2008, translated by OSC, CPP20081205710012.)

172 Opresident Ma meets Tokyoitkrsity professor Mr. Masahiro Wakabayashi,O Office of the President,
2 September 2008.

1 30fia Wu, OPresidesinglesout OWHA observer statusO as priority goal,0 CNA, 7 November 2008.
141n his early December interview with thiéshington Post, Ma notedthat issues like the WHA would

soon become the subjectridgotiationsOWhat about TaiwanOs proposed status in the WHO?O the Post
correspondent asked. OWHA first,O Ma tersely responded. (OTranscript of intéfuiéwgon Post, 9
December 2008, httpwivw.washingtonpost.com/wp
dyn/content/article/2008/12/09/AR2008120902788.html).

173 Lai Chinhung, OWang YsaysTaiwanOs bid to participate in World Health Organization can be
discussed,Dien-ho Pao, 31 October 2008, translated in summary by OSC, CPP262&00002.

8 |nterviewsin Beijing, October 2008.
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24 OMa Yingjeou gives interview t@ ing-kuo Jik-pao, hopes to sign crosStrait peace accord as soon as
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state, whose sovereignty belongs to the 23 million people. Hence, it said, TaiwanOs future must be decided
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