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Executive Summary
Taiwan’s economy: at $ 490 billion GDP, Taiwan has the size of Belgium with a modern, investment driven economy with an income is in level with the EU, high consumption (representing 60-70% of GDP, almost twice the share of China or Singapore). Taiwan is also unique amongst Asian growth markets that do not export cars, and have little sensitivities in agriculture.
Taiwan’s influence over China: Taiwan is a global hub in electronics and technology. Taiwanese firms account for up to 25% of total Chinese exports – the true economic size of Taiwan is illustrated by the13-23 million workers on Mainland employed by Taiwanese firms; Taiwan is China’s largest or the second largest investor. The combined GDP of Taiwanese firms (so-called “Chiwan”) on Taiwan and Mainland China is roughly $700 billion, or the size of Turkey.
The Asia-Pacific region: A policy vacuum that calls for immediate decisions by the EU: Currently, Europe’s market position in Taiwan is declining and overtaken by China, Japan and the US, especially on services. Considering the competition from the US in Asia-Pacific (especially TPP), it is now critical for the EU to have a clear view of its own strategy. A Taiwan-EU FTA is much more attractive for the next two decades than any FTA with countries such as India or Brazil. As the EU’s 21st largest trading partner, EU-Taiwan trade is larger than Vietnam, Malaysia, and Thailand – all with whom the EU have either started or concluded FTA negotiations with. A Copenhagen Economics study (2008) estimates a €12 billion increase in Taiwanese imports from the EU as a result of full trade enhancing measures. EU Member States can increase their exports to Taiwan by at least 50% on sectors of their primary specialization. 
The feasibility of the EU -Taiwan FTA or investment agreement: Taiwan and China have signed the Economic Cooperation Framework Agreement (ECFA) that provides indirect market access for the EU to China. ECFA coincides almost perfectly with EU key export sectors that make up 50% of EU’s exports to China. Moreover, ECFA also established procedures for dispute settlement, an attractive proposition for EU firms experiencing legal difficulties. Besides from China itself, Singapore, Japan and New Zealand (who recognise China and the one China principle) have opened up trade with Taiwan. There are reasons to reassess the current stance where the EU maintains a stricter interpretation than other economies (including China itself), resulting in a disadvantage for EU firms.
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Taiwan’s economy

Taiwan is much bigger and better integrated in the world than generally believed. At a first glance, Taiwan per se is a $ 490 billion economy – roughly the size of Belgium or Poland, and its political situation leaves often the impression that it is isolated.  In fact, the Taiwanese firms have been among the very first to create ‘global value chains’ at a gigantic scale, first all over China, then all over ASEAN. As a result, Taiwan is a modern economy with 65% of GDP generated by services and 25% by manufacturing. It is also one of the three Asian economies (with Japan and Korea) to have shifted from a manufacturing driven “factory” economy to a modern investment driven “headquarter” economy – a status that few EU Member States have achieved. 
Taiwan is a unique as it has an income equivalent of the EU, above $40 000 in GDP per capita (PPP adjusted), strong economic growth (3.5% in 2014; 3.8% in 2015), high consumption (representing 60-70% of GDP, almost twice the share of China or Singapore) which makes it a unique target market for European exports. Taiwan is also unique amongst Asian growth markets as it lacks protectionist interests on key areas of EU bilateral trade, such as cars and agricultural products.

Taiwan is particularly prominent in the electronics and technology sectors as it provides the production networks and components that are necessary for EU and US exports. As a global hub for technology manufacturing, Taiwan has a standing in the Asian-Pacific region comparable to Japan. In these sectors, purchase or investment decisions are more likely to be taken in Taipei than in Shanghai.

The China-Taiwan link – “Chiwan”

It is said that Taiwanese firms account for up to 25% of total Chinese exports, thanks to the entrepreneurial, cultural and linguistic similarities. If this holds true, China and its world’s largest trade surplus, would go into trade deficit without Taiwan. The true economic size of Taiwan is captured by three simple indicators:
· The number of workers in Mainland subsidiaries of Taiwanese firms is estimated from 13-15 to 20-23 millions. The low estimate is equivalent to 120% of the whole Taiwanese labour force and is 3.2 times the Taiwanese industrial labour force;

· Taiwan’s importance for China’s industrial development – US State Department (2012) estimates Taiwanese firms invest $110-300 bn on the Mainland is its largest or the second largest investor, only vying neck to neck with Hong Kong SAR. 

· Adding the GDP generated in Mainland by the Taiwanese firms to Taiwan’s GDP gives a crude measure of “Chiwan” GDP – roughly equivalent to $ 700 billion Switzerland, the Netherlands or Turkey, representing and twice the market potential of the EU-Korea FTA.

Moreover, the complex relations between Mainland and Taiwan have been replicated and magnified by the deep integration of Taiwanese firms in key ASEAN countries, adding further to the true size of Taiwan’s economy.

The Asia-Pacific region: A policy vacuum that calls for immediate decisions by the EU

The Taiwan-EU relations are immersed in a very fluid environment. Although Taiwan is one of the leading hubs of the fast-growing Asia-Pacific region that has established close links with ASEAN, Far-East neighbours and the US – currently, it is the 6th largest trading partner of both Japan and Mainland China, 11th of the US, while it only ranks 21st of the EU. In fact, Europe’s market position in Taiwan is declining and now overtaken by China, Japan and the US. EU exports and investments are increasingly displaced by the competition, particular in services. 

On the one hand, the competition between the US-led Trans Pacific Partnership (TPP) and Asian-centred agreements is still on going. On the other hand, the delay in the TPP and in the Asian-centred agreements, the ambiguous moves of Mainland and recent calls in the US for opening Mainland-US trade negotiations [Bergsten et al. 2014] create a lot of uncertainty.

That said, whatever the final outcome – from a fully-fledged TPP to a Mainland-US trade agreement – make critical for the EU to have a clear view of its own strategy.

Being largely absent from the geo-political landscape, EU policy should be driven by economic motives – hence a FTA. Paradoxically, this approach is the one which has the highest chances to reduce the risks of severe tensions between the EU and Mainland on an EU-Taiwan FTA, simply because – if well designed – this FTA would bring enormous benefits to Taiwan, the EU and Mainland. 

Driving considerations for the EU

The EU should assess any FTA on its capacity to deliver growth to the EU. Broadly speaking, a growth-driven FTA should contribute to achieve three main goals:

· To increase the markets in which EU firms can operate as freely as possible so that they can enjoy larger scale economies and benefit from the existence of wider ranges of tastes, hence varieties;

· To make deals with trade partners with a high “regulatory quality” (both good regulations and good implementation of these regulations) so that a healthy emulation among the EU and its FTA partner can flourish;

· To conclude with FTA partners which are the hubs of substantial FTAs with third countries so that EU firms could benefit from the FTA partner’s network without waiting long negotiations between the EU and the members of the hub’s FTAs.

These criteria show that a Taiwan-EU FTA compares very well with the EU FTAs with Canada and Korea, is much more attractive for the next two decades than any FTA with countries such as India or Brazil, and last but not least that it is not an alternative to a China-EU FTA, but a complementary endeavour – especially considering that Taiwan is relatively unique as a high income, growth and consumption economy and a regional hub that do not prompt EU sensitivities over automobiles and agriculture. Although Taiwan’s trade with Europe is decreasing due to the competition, it is still the EU’s 21st largest trading partner – and larger than Vietnam, Malaysia, Ukraine, Morocco, Thailand – all with whom the EU have either started or concluded FTA negotiations with. 

Direct and short term economic benefits of a FTA with Taiwan

A Copenhagen Economics study (2008) estimates a €12 billion increase in Taiwanese imports from the EU as a result of full trade enhancing measures. These gains are proportional to gains estimated and observed ex post from other EU FTAs in the region, given the two countries’ differences in GDP and market size. 

EU Member States can increase their exports to Taiwan by at least 50% on sectors of their primary specialization – e.g. machinery and cars for Germany; consumer goods, agriculture and services for France; and services for the UK; business services, electronics and electrical machinery for the Netherlands. Both France and the UK would turn their current deficit in automobile sector into a surplus by doubling their exports and improve their surpluses on agricultural products by €200-€400 million each.

The role of ECFA (China-Taiwan FTA) 

In mid 2010, Taiwan and China signed an Economic Cooperation Framework Agreement (ECFA), and it is difficult to exaggerate its political and economic significance. Taiwan benefits from preferential market access to one of the largest markets in the world that normalised and boosted existing relations and opened up direct trade. 

Most importantly for the EU, ECFA is providing indirect market access to China. ECFA contains unparalleled access for machinery, electronics, chemicals, and uniquely provided entry for services and strengthened protection for intellectual property in Mainland Chin. These openings coincide almost perfectly with EU key export interests and covers almost 50% of EU’s exports to China. The stars are almost perfectly aligned between EU competitiveness, Taiwan’s need for investments in services sector for cross-strait expansion, and Mainland growing appetite for technological upgrade and domestic rebalancing.
Two services offer a perfect illustration of the huge benefits for Taiwan, the EU and Mainland. First, Taiwan’s geographical location makes it a perfect candidate for being a key maritime hub between the EU and East Asia. EU maritime services could access Taiwanese ports for feeding Mainland Chinese, Korean and Japanese and even northern US Pacific coastal markets; second, the health service component in ECFA provides the right for Taiwanese health companies to establish subsidiaries in five Mainland’s provinces. This market opening is currently constrained by Taiwan’s limited resources. China’s massive demand in health services could be much better satisfied by joint Taiwan-EU health companies.

Moreover, ECFA also established institutions and procedures for settling disputes, which is an attractive proposition for those firms that have experienced legal difficulties in China, especially as regards access to courts and dispute settlement; this becomes a highly relevant factor when Europe’s defensive stance on investor dispute settlement is lessens the likelihood that China will extend the same privileges to the EU firms.

The feasibility of the EU -Taiwan FTA or investment agreement 

To conclude, there are reasons to reassess the EU-Taiwan relationship considering following the recent loss of market shares of EU firms in Taiwan, but also the fact that other non-recognising entities have opened up trade negotiations with Taiwan. This suggests that the EU maintains a stricter interpretation than other economies (including China itself) on what measures or instruments can be concluded with Taiwan, resulting in comparative disadvantages for EU firms – Besides from ECFA with China, Singapore and New Zealand – both who recognise China and the one China principle – have concluded their FTA negotiations; Japan has negotiated a comprehensive investment agreement with Taiwan. Europe is also negotiating services directly with Taiwan in Trade in Services Agreement (TISA) negotiations that take place in Geneva, but outside of the WTO as a stand-alone FTA.

Technical Annex:

EU-Taiwan economic relations and the potential of trade and investment agreements.

Background

At a first glance, Taiwan per se is a $ 490 billion economy – roughly the size of Belgium or Poland.
 Yet although it is only the 27th largest economy in the world,
 it is the 21st largest merchandise exporter in the world ($305 bn in 2013) – ranking ahead of Brazil ($242 bn in 2013), and on par with India ($323 bn in 2013), and only half of France ($598 bn in 2013).

Taiwan is a unique as it has an income equivalent of the EU, above $40 000 in GDP per capita (PPP adjusted), with strong economic growth (3.5% in 2014; 3.8% in 2015 – compared to 2.1-2.2% for developed Asian economies on average).
 Furthermore, the Taiwanese economy is driven by high consumption rate (representing 60-70% of GDP, almost twice the share of China or Singapore), which makes it a unique target market for European exports.

No surprise then that Taiwan is the 14th largest trading partner of the EU. The EU exported about $16 billion worth of goods and services to Taiwan, while imported $22 billion from Taiwan in 2013. The trade deficit is largely explained by the imports of intermediate goods (components, materials) that dominate Taiwan’s exports.
 

An FTA between the EU and Taiwan has the potential to increase bilateral trade and investment between the two economies as well as with third parties. EU member states would be in a position to significantly improve their trade balances. Thanks to such an agreement, European companies would also be able to tap into Taiwan’s market potential and source of competitiveness through its dominance in the ICT sector.

Looking at Taiwan in isolation would be a mistake as it only takes into account a part of the whole picture. Taiwan’s importance as a regional hub in services, R&D and ICT for greater China region and in South East Asia has been long lasting and is well established. Thanks to ECFA (the Economic Cooperation Framework Agreement) Taiwan signed with Mainland China in 2010, market access to China via Taiwan is now made easier for international firms invested on the island. In many ways, for the EU, a trade accord with Taiwan, would be a ‘proxy’ for a trade deal with China – without its political and trade complications, as European firms could more easily tap into China, but operating from a jurisdiction that is much more welcoming to them and much safer from a business and legal environment point of view.

Taiwan’s trade profile

The main export market for Taiwan is East Asia and in particular China, to where 27% of the island’s total merchandise exports were destined to in 2013. The export shares of the EU have been declining substantially in recent years due to the increasing cross-strait economic activities (and also due to increasing competition from the US) – a large amount of Taiwanese firms moved their labor-intensive production to China following their concurrent accession to the World Trade Organization (WTO) in 2001, further accelerated by the growth of the Taiwan’s economy and China’s rise as an exporting powerhouse. As a result, Taiwan is one of the three Asian economies (with Japan and Korea) to have shifted from a manufacturing driven “factory” economy to a modern investment driven “headquarter” economy – a status that few EU Member States have achieved.

At the same time, Taiwan itself is progressively moving from an industry-based economy to a more service-oriented one. Its tertiary sector accounts for 65% of GDP while the secondary (industrial) sector for 25% of GDP. There is substantial room for increasing the share of services in Taiwan’s economy: OECD economies with comparable income tend have a 70-75% share of services in their output. Taiwan is also highly dependent on foreign supply of agricultural goods, which makes up 4% of country’s imports, which is dominated by the United States, Japan and Australia – i.e. TPP countries. Furthermore, food consumption preferences have changed in Taiwan in recent decades: Consumption of wine, meat, dairy and oil – major export interests of EU agricultural sectors – has started to replace rice consumption substantially, further increasing Taiwan’s food self-sufficiency rate. Another example of the change in consumption pattern is how the Taiwanese market has superseded Japan in importance for EU exports of wine and spirits (EU’s largest agrifood exporter).

Taiwan’s FTA track record

Taiwan is a member of the WTO, where it enjoys the status of an autonomous customs area. Despite not being universally recognized by all UN members, Taiwan has signed a respectable number of bilateral trade agreements – many with countries that do not recognize Taiwan as a sovereign state – such deals were signed with New Zealand, Japan, Singapore and Latin American countries, culminating also in the bilateral free trade deal with Mainland China, the Economic Cooperation Framework Agreement (ECFA), in 2010.
 In total, 17 countries (including China) have signed trade or investment agreements with Taiwan despite having no diplomatic relations.

Taiwan’s concluded trade and investment agreements

	Free trade agreements
	Year
	Status
	Investment agreements
	Year
	Status

	Countries with diplomatic relations

	Nicaragua
	2006
	In force
	Belize 
	1999
	Signed

	Guatemala
	2005
	In force
	Dominican Rep.
	1999
	In force

	Panama
	2003
	In force
	El Salvador 
	1996
	In force

	El Salvador
	2007
	Signed
	Guatemala 
	1999
	In force

	Honduras
	2007
	Signed
	Honduras 
	1996
	Signed

	
	
	
	Nicaragua 
	1992
	In force

	
	
	
	Panama 
	1992
	In force

	
	
	
	Paraguay 
	1992
	In force

	
	
	
	St Vincent, Gren. 
	2009
	In force

	
	
	
	Swaziland 
	1998
	Signed

	Countries without diplomatic relations

	New Zealand
	2013
	Signed
	Costa Rica 
	1999
	In force

	China
	2010
	In force
	Gambia 
	2010
	Signed

	Singapore
	2013
	Signed
	India 
	2002
	In force

	
	
	
	Japan
	2010
	In force

	
	
	
	Macedonia, FYR
	1999
	In force

	
	
	
	Malawi 
	1995
	Signed

	
	
	
	Malaysia 
	1993
	In force

	
	
	
	Nigeria 
	1994
	In force

	
	
	
	Philippines 
	1992
	In force

	
	
	
	Saudi Arabia 
	2000
	Signed

	
	
	
	Senegal 
	1997
	Signed

	
	
	
	Singapore 
	1990
	In force

	
	
	
	Thailand
	1996
	In force

	
	
	
	Vietnam 
	1993
	In force


Besides being a Member of the WTO, Taiwan is also a member of the Asia Pacific Economic Cooperation (APEC) and therefore party to the concept of turning the organisation into Free Trade Area of the Asia Pacific (FTAAP). Taiwan has also pledged to join the Trans-Pacific Partnership (TPP) before 2020, and the ASEAN-backed Regional Comprehensive Economic Partnership (RCEP). 

The Economic Cooperation Framework Agreement

In mid 2010, Taiwan and China signed an Economic Cooperation Framework Agreement (ECFA), and it is difficult to exaggerate its political and economic significance. Taiwan benefits from preferential market access to one of the largest markets in the world that normalised and boosted existing relations and opened up direct trade. 

ECFA has liberalised a high number of tariffs lines and services sectors. The first phase of liberalization, namely the “Early Harvest”, included the abolishment of 1004 tariffs on the Chinese side and 539 on the Taiwanese side by 2013, corresponding to 1015% of both parties’ trade volume. In the second phase, tariffs on another 5824 goods are eliminated, including petrochemicals, plastics, cars, car parts, textiles, machinery and medical equipment.

Services trade liberalization between the Mainland and Taiwan is enshrined in the Cross-Strait Agreement on Trade in Services of 2013 (not yet ratified by Taiwan). However, both sides liberalised transports, tourism, travel, maritime, and postal services under the ‘Early Harvest’ package. China has furthermore opened its markets to Taiwan in financial services, ICT services, airline maintenance and healthcare sector, while Taiwan opened up its business and audiovisual services sectors to China.

ECFA also established institutional procedures for dispute settlement, which is an attractive proposition as lack of fair court decisions and independent dispute settlement bodies are often raised as a trade barrier in China; this becomes a highly relevant factor when Europe’s defensive stance on investor dispute settlement is lessens the likelihood that China will extend the same privileges to the EU firms. Moreover, the 2013 agreement enhances the transparency of trade rules in services and facilitates cross-strait business transactions, while various Memoranda of Understanding provide a framework for regulatory cooperation on sectors like financial services, and investments are protected under the 2012 Bilateral Investment Protection and Promotion Agreement.

The China-Taiwan link – ‘Chiwan’

Taiwan, akin to its other regional peers, has a strong role in global value chains (GVC). Asian production networks span East and Southeast Asia, with China at their centre as a final assembly hub. These production networks connect a variety of countries that provide intermediary inputs into regional manufacturing processes. 

It is said that Taiwanese firms account for up to 25% of total Chinese exports, thanks to the entrepreneurial, cultural and linguistic similarities. If this holds true, China and its world’s largest trade surplus, would go into trade deficit without Taiwan. This integration with the Mainland has led to an economic system some have dubbed “Chiwan” – an amalgamation of Taiwan and China used by the Korean press to refer to its Taiwanese competitors in the Mainland. Needless to say, the signing of ECFA in 2010 has contributed to deepening even further this symbiotic relationship. According to the estimation made by Institut Français des Relations Internationales (IFRI) Taiwan’s export is estimated to grow by 5.13%, while import by 7.26% as a result of ECFA
. 

Bilateral investment between the island and the Mainland has significantly increased after ECFA. Along with major electronics manufacturers, there are many small and medium firms that are taking advantage of cultural proximity and family links as there are currently around 80,000 Taiwanese firms present in China. An estimate of the “Chiwan” economy – or Taiwan’s ‘true’ GDP – is approximately US$ 570 billion. This figure consists of Taiwan’s GDP and an estimate of Taiwanese output generated in the Mainland by Taiwanese-owned firms, who currently invest 90% of their total outward investment in ten provinces with the highest volumes of external trade from foreign-invested firms.
 In fact, the true economic size of Taiwan is captured by three simple indicators:
· The number of workers in Mainland subsidiaries of Taiwanese firms is estimated from 13-15 to 20-23 millions. The low estimate is equivalent to 120% of the whole Taiwanese labour force and is 3.2 times the Taiwanese industrial labour force;

· Taiwan’s importance for China’s industrial development – US State Department (2012) estimates Taiwanese firms invest $110-300 bn on the Mainland is its largest or the second largest investor, only vying neck to neck with Hong Kong SAR. 

· Adding the GDP generated in Mainland by the Taiwanese firms to Taiwan’s GDP gives a crude measure of “Chiwan” GDP – roughly equivalent to $ 700 billion Switzerland, the Netherlands or Turkey, representing and twice the market potential of the EU-Korea FTA.

Taiwan as a technology hub

Taiwan has a specific place in the value-added chain of ICT manufacturing production. In 2010, Taiwan accounted for 19 entries in the OECD list of the world’s top 250 ICT firms. In comparison, there are only 9 Korean firms on the list, and 39 from the entire EU. The majority of these ICT firms are either contract manufacturers (so-called original equipment manufacturers, OEMs) like Hon Hai Precision (also known as Foxconn), Flextronics and Cellon, or specialised niche firms – highly specialized component manufacturers like R&D centres, customised chip foundries, processors or LED display makers. Access to intermediary inputs and components from Taiwan is a key necessity for EU and US technology industries and manufacturing. As a global technology hub, Taiwan (and its extension to the Chinese Mainland) has a standing in the Asian-Pacific region only comparable to Japan.

Although China is the world largest exporter of ICT products after the US it is estimated that about 40~80% of Chinese ICT hardware is produced in Taiwanese-owned factories,
 and purchase or investment decisions of these firms are more likely to be taken in Taipei than in Shanghai. These complex relations between Mainland and Taiwan in the ICT sectors has been replicated and magnified by the deep integration of Taiwanese firms in other sectors as well as key ASEAN countries, adding further to the true size of Taiwan’s economy. 

It is worth noting that Taiwan’s technology sector hardly invests in Europe, and vice versa. Taiwanese ICT investments in the EU are a means to avoid high tariffs on some electronic products, and primarily focused on Central and Eastern Europe (CEECs). Very few EU manufacturers have merged with, acquired or been acquired by Taiwanese firms or formed OEM-partnerships with them, as their US competitors have done. Removal of EU trade barriers against Taiwan – whether done multilaterally or bilaterally – would potentially redirect Taiwanese investment towards high value-added segments of the EU ICT sector and thereby unleashing more capital from both Taiwan and Europe into the high-end segments of EU technology sector.

Current relationship between the EU and Taiwan 

Without an FTA in place between the EU and Taiwan, their WTO commitments on Most Favoured Nation (MFN) basis frames the EU-Taiwan trade. Taiwan applies tariffs on several products that are imported from the EU; mainly on transport equipment, non-electrical machinery, petroleum & chemicals, clothing and agricultural products. Approximately 70% of all products (on tariff line level) are covered with duties averaging at 9%.
 Overall, Taiwan’s imports are from its neighbours in Asia and the US, rather than the EU: 67% of Taiwan’s imports and 82% of its exports are with the Asia-Pacific Economic Cooperation (APEC) countries.

Key EU Member States trade balance with Taiwan (billion $)

	Partner Country
	Export to Taiwan
	Import from Taiwan
	Trade Balance

	France
	2.66
	1.49
	1.17

	Germany
	8.25
	5.63
	2.63

	Italy
	2.11
	1.71
	0.39

	Netherlands
	4.66
	4.44
	0.22

	Austria
	0.47
	0.30
	0.17

	Ireland
	0.35
	0.17
	0.18

	Spain
	0.65
	0.87
	-0.21

	UK
	1.77
	4.32
	-2.55

	Czech Republic
	0.19
	0.50
	-0.31

	Finland
	0.36
	0.80
	-0.44

	Poland
	0.22
	0.76
	-0.54

	Sweden
	0.54
	0.60
	-0.06


Source: Taiwan’s National Statistics

In the context of increasing integration of Taiwan into the APEC economies, these developments take place on the expense of the EU-Taiwan trade. Notably, trade with the EU (goods and services combined) has stayed at the same level for the last decade while trade with China has almost doubled. Moreover, the EU is seriously outcompeted on the Taiwanese services markets by the US, as Taiwan imports more than twice as much services from the US ($ 7 bn) than from the EU ($2.9 bn). 
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Potentials of a EU-Taiwan FTA

A Copenhagen Economics study (2008) estimates a €12 billion increase in Taiwanese imports from the EU as a result of full trade enhancing measures. These gains are proportional to gains estimated and observed ex post from other EU FTAs in the region, given the two countries’ differences in GDP and market size. The greatest benefit from such a EU Taiwan trade agreement would accrue from reducing non-tariff barriers (NTB), e.g. double testing requirements on machinery, price regulation on pharmaceuticals, non-acceptance of EC certificates on cars, technical barriers to trade for European food products, cumbersome labelling requirements for cosmetics, dietary supplements or pharmaceuticals.
 

Furthermore, many Taiwanese-specific compliance standards diverge from international equivalents. These non-international standards can be traced to sectors where the EU holds competitive advantage such as motor vehicles, electrical and medical equipment, pharmaceuticals, cosmetics or agricultural products effectively hindering access and rising costs. Some of these can be explained by Taiwan’s involuntary exclusion from international standard setting bodies such as UNECE, used by the EU motor vehicle industry. 

EU Member States could increase their exports to Taiwan by at least 50% on sectors of their primary specialisation – e.g. machinery and cars for Germany; consumer goods, agriculture and services for France; and services for the UK; business services, electronics and electrical machinery for the Netherlands. Both France and the UK would turn their current deficit in automobile sector into a surplus by doubling their exports and improve their surpluses on agricultural products by €200-€400 million each. Taiwan’s adoption of EU standards certifications is particularly valuable to Member States exporting cars of a lower engine sizes (e.g. France, Italy, Spain or CEECs) that are often said to ‘pay’ for EU FTAs through increased foreign competition. Backdoor harmonisation to UNECE via the EU could substantially change this reality on the ground in Taiwan, which is weary of the influx of Chinese car imports. 

Moreover, ECFA is providing indirect market access to China for European exports. ECFA contains unparalleled access for machinery, electronics, chemicals, and uniquely provided entry for services and strengthened protection for intellectual property in Mainland Chin. These openings coincide almost perfectly with EU key export interests, and the liberalised sectors cover half of EU’s exports to China. The stars are almost perfectly aligned between EU competitiveness, Taiwan’s need for investments in services sector for cross-strait expansion, and Mainland growing appetite for technological upgrade and domestic rebalancing.
Two services offer a perfect illustration of the huge benefits for Taiwan, the EU and Mainland. First, Taiwan’s geographical location makes it a perfect candidate for being a key maritime hub between the EU and East Asia. EU maritime services could access Taiwanese ports for feeding Mainland Chinese, Korean and Japanese and even northern US Pacific coastal markets; second, the health service component in ECFA provides the right for Taiwanese health companies to establish subsidiaries in five Mainland’s provinces. This market opening is currently constrained by Taiwan’s limited resources. China’s massive demand in health services could be much better satisfied by joint Taiwan-EU health companies.

The feasibility of the EU -Taiwan FTA or investment agreement 

Taiwan aims to accede to TPP and also start negotiations with the EU towards a bilateral FTA or an investment agreement. Whereas US officials have ‘welcomed Taiwan’s interest in joining TPP’, prospects for a trade and investment accords with the EU are yet unclear. The reasons for Europe’s non-position are obviously political rather than economic – it is simply unforeseeable that the Global Europe initiative would exclude a major market with high income, high growth, high consumption rates with little agricultural sensitivities that does not export cars – and with unprecedented openings to the Mainland Chinese markets on manufactures and services. 

To begin, there are no legal hurdles for a bilateral agreement between the EU and Taiwan on trade and investment. The fact that some UN members do not recognize Taiwan as ’statehood’ does not preclude it from signing bilateral and regional free trade agreement with other countries. Evidently major trading nations, including Singapore, Japan, China (and fourteen other nations that do not have diplomatic relations with Taiwan) already have signed trade agreements with Taiwan. All members of the World Trade Organization (WTO) are empowered and entitled to sign binding bilateral trade agreements as an independent custom territory. Moreover, the Vienna Convention on the Law of Treaties, which regulates international treaties, states that bilateral treaties are legally binding agreements which can be signed by any type of entity subjected to international law is entitled to sign a legally binding international agreements, and has signed double-taxation agreements, ‘Open Skies’ agreement with the United States, an air services agreement with the UK and bilateral treaties on cooperation on intellectual property rights with twenty countries of which some are EU Member States. 

Second, ECFA also puts Taiwan in a different light for the EU. The FTA and BIT process between Taiwan and Mainland China confirms that Taiwan can sign bilateral trade accords with other WTO members. Hence, other countries should judge an FTA with Taiwan on its individual merits, and not – as today – take for granted that China will react negatively and possibly retaliate in one way or the other. Europe’s unwillingness to change the status quo is read as a de facto ‘finlandisation’ of European trade policy where a third country (in this case China) is hindering the EU from what itself is doing. Japan, the world’s third largest economy (who is even more careful in its political consideration to China than the EU) has already signed an investment treaty with Taiwan. It is a legitimate question to ask how the case is different for EU.

Summary

The Taiwan-EU relations are immersed in a very fluid environment. Although Taiwan is one of the leading hubs of the fast-growing Asia-Pacific region that has established close links with ASEAN, Far-East neighbours and the US – currently, it is the 6th largest trading partner of both Japan and Mainland China, 11th of the US, while it only ranks 21st of the EU. In fact, Europe’s market position in Taiwan is declining and now overtaken by China, Japan and the US. EU exports and investments are increasingly displaced by the competition, particular in services. 

On the one hand, the competition between the US-led Trans Pacific Partnership (TPP) and Asian-centred agreements is still on going. On the other hand, the delay in the TPP and in the Asian-centred agreements, the ambiguous moves of Mainland and recent calls in the US for opening Mainland-US trade negotiations [Bergsten et al. 2014] create a lot of uncertainty. That said, whatever the final outcome – from a fully-fledged TPP to a Mainland-US trade agreement – make critical for the EU to have a clear view of its own strategy.

With an FTA with Taiwan, the EU would also have the opportunity to increase its GDP in the long term thanks to the “Chiwan” developments. Leaving aside TTIP and EU-Japan FTA, EU-Taiwan FTA is the ‘best trade deals for buttressing and boosting the EUMS domestic pro-growth agendas’ (Messerlin, 2012) – Taiwan FTA could add as much as 7.6% of the EU Single Market by 2030. This increase itself is already sizeable, but by including the Chiwan dimension – the potential increases by 10.1~12% by 2030. 

Clearly Taiwan needs to be part of an articulated EU trade strategy in Asia in the new legislature that has just begun in Brussels. There are reasons to reassess the EU-Taiwan relationship considering following the recent loss of market shares of EU firms in Taiwan, but also the fact that other non-recognising entities have opened up trade negotiations with Taiwan. This suggests that the EU maintains a stricter interpretation than other economies (including China itself) on what measures or instruments can be concluded with Taiwan, resulting in comparative disadvantages for EU firms – Besides from China, but also Singapore, Japan, and New Zealand – all who recognise Mainland China and the one China principle – have concluded their FTA or investment agreement negotiations. 

Being largely absent from the geo-political landscape, EU policy should be driven by economic motives – hence a FTA. Paradoxically, this approach is the one which has the highest chances to reduce the risks of severe tensions between the EU and Mainland on an EU-Taiwan FTA, simply because – if well designed – this FTA would bring enormous benefits to Taiwan, the EU, and not least Mainland China. For instance, EU capital and know-how is needed for providing cheaper and better hospital services in China, where ECFA gives direct access for Taiwan-based firms – clearly a move in line with Beijing’s trade policy as well as with its broader goal of rebalancing the Mainland economy and improving welfare of all the Chinese.

It is very much up to the EU to shift from a confrontational to a pragmatic trade policy with respect to China – a first step in parallel with a bilateral deal with Mainland China is reached. 
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